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PREFACE 

The  author  feels  that  some  apology  is  due  from  him 
for  adding  yet  another  to  the  large  number  of  works  on 
Book-keeping  which  already  exist.  The  only  excuse  he 
has  to  offer  is  that  considerable  pressure  was  brought 
to  bear  upon  him  to  undertake  the  work.  It  was  urged 
that  his  somewhat  extensive  experience  as  an  examiner 
and  lecturer  should  enable  him  to  appreciate,  and  deal 
helpfully  with,  the  difficulties  presented  by  the  subject  to 
the  average  student. 

It  is  not  for  the  author  to  judge  whether  he  has  bene- 
fited by  this  experience  sufficiently  to  justify  the  appear- 
ance of  this  treatise.  He  does,  however,  claim  to  have 
made  every  endeavour  to  explain  whatever  knowledge 
he  has  of  the  subject  in  as  simple  and  concise  a  manner 
as  possible.  Those  doubts  and  difficulties  which  experi- 
ence has  shown  to  be  very  real  and  troublesome  to  the 
examination  candidate  have  been  especially  kept  in  view, 
and,  in  dealing  with  them,  earnest  attempt  has  been 
made  to  achieve  clearness  even  at  the  risk  of  platitude 
and  iteration. 

It  would  be  a  matter  of  regret  to  the  author  if  this 
treatise  should  come  to  be  regarded  merely  as  an  aid 
to  the  successful  passing  in  examinations.  It  is  hoped 
that  it  may  be  found  to  possess  real  educative  value, 
especially  in  the  elucidation  of  those  preliminary  stages 
through  which  all  book-keeping  transactions  must  pass 
before  their  final  destination  is  reached.  The  principles 
and  details  which  underlie  and  govern  these  preliminaries 
are  of  vital  importance  to  the  student  who  is  to  enter 
commercial  life. 
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vi  PREFACE 

It  becomes  increasingly  evident  from  the  examination 
work  of  the  present  day  that  many  students  have  acquired 
knowledge  for  examination  purposes  in  a  scrappy  and 
ill-digested  form,  the  eagerness  to  obtain  examination 
certificates  having  apparently  predominated  over  the  far 
more  important  necessity  of  laying  sound  foundations  for 
future  success  in  life. 

The  limited  leisure  at  the  disposal  of  the  author  would 
have  greatly  delayed  the  accomplishment  of  the  work 
without  the  able  and  loyal  assistance  rendered  by  Mr. 
Stanley  G.  Smith,  A.C.A.,  "  Final  "  Prizeman,  Institute  of 
Chartered  Accountants,  a  former  pupil  of  the  author's. 

L.  C.  C. 

16,  Finsbury  Circus, 
Londoujf  B.C. 


Cheque  ivitli  Receipt  Form  attached 

The  form  of  cheque  referred  to  and  illustrated  on  p.  189  is 
open  to  criticism  for  the  reason  that  cheques  come  within  the 
provisions  of  the  Bills  of  Exchange  Act  and  the  order  tj  pay 
should  be  unconditional. 

Valuing  Stock  (see  p.  96) 

The  valuation  of  stock  at  the  end  of  a  trading  period  should 
be  at  the  actual  cost  prke  ;  or,  if  the  stock  has  fallen  per- 
manently below  the  cost  price,  at  the  market  price. 
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BOOK-KEEPING    AND 
ACCOUNTS 

CHAPTEB  I 

ELEMENTARY   THEORY 

Book-keeping  has  been  defined  on  so  many  occasions 
for  the  benefit  of  the  student  that  it  is  difficult,  and  indeed 
unnecessary,  to  find  anything  new  to  say  in  the  way  of 
definition  ;  it  has  been  well  and  briefly  described  as  "the 
art  of  recording  business  transactions  with  the  view  of 
having  a  permanent  record  of  them  and  of  showing  their 
effect  upon  wealth."  Alternatively,  book-keeping  may  be 
described  as  the  science  of  recording  transactions  in  money 
or  money's  worth  in  such  a  manner  that,  at  any  subsequent 
date,  their  nature  and  effect  may  be  clearly  understood, 
and  that,  when  required,  a  combined  statement  of  their 
result  may  be  prepared. 

It  will  be  noted  that  the  above  definitions  do  not 
prescribe  any  particular  system  of  book-keeping,  and 
leave  the  student  to  infer  that  any  method  which  proves 
itself  to  be  efficient  is  capable  of  being  employed.  From 
the  earliest  days,  whenever  barter  involved  the  intro- 
duction of  credit,  some  form  of  book-keeping  became 
necessary,  even  though  it  took  the  elementary  form  of 
the  notched  stick  or  the  chalked-up  score !  In  modern 
practice,  however,  only  one  system  of  book-keeping  can 
be  said  to  have  become  generally  recognized  as  com- 
pletely satisfactory,  viz.  that  which  is  known  as  the 
"Double  Entry"  method,  although  other  systems  are 
still  occasionally  to  be  met  with.  The  Double  Entry 
method  first  came  into  general  use  by  the  Italian  mer- 
chants in  the  Qfteenth  century,  at  a  time  when  the 
cities  of  Northern  Italy  were  the  principal  trading 
centres  of  Europe ;  from  Venice  and  Genoa  the  system 
made   its  way   to    the    commercial   cities   of    the   Low 
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Countries,  finally  appearing  in  England  about  the 
Jt»i}^ftD.mg,  6i  the'  sevGnlieenth  century.  It  may  be  claimed 
for  Book-ke'eping  by  Double  Entry  that  it  is  the  only 
"  system "  worthy  of  general  adoption,  there  being  no 
other  which  affords  the  trader  so  complete  a  history  of 
business  dealings,  coupled  with  a  comprehensive  state- 
ment of  their  result;  while,  on  the  other  hand,  the 
"  Single  Entry  "  and  other  anomalous  methods  of  keeping 
books  are  usually,  in  practice,  very  little  better  than  series 
of  disconnected  memoranda,  necessarily  incomplete,  and 
often  actually  misleading. 

An  endeavour  to  explain  the  science  of  Book-keeping 
by  Double  Entry  forms  the  principal  object  of  this 
treatise ;  as,  however,  the  "  Single  Entry "  method  is 
still  to  be  met  with,  and  candidates  for  examination  are 
occasionally  asked  questions  based  upon  this  system,  it 
is  necessary  to  deal  with  the  subject  also.  A  brief 
description  of  the  Single  Entry  method  and  its  short- 
comings will  therefore  be  found  in  Chapter  XIII. 

The  dealings  of  an  individual  in  regard  to  money  or 
money's  worth  are,  in  practice,  termed  his  "  Transactions," 
and  one  of  the  primary  objects  of  book-keeping  is  their 
classification  in  a  form  readily  accessible  for  subsequent 
reference. 

A  trader's  transactions  may,  at  the  outset,  be  classified 
according  to  the  person  or  object  to  whom,  or  to  which, 
they  relate. 

If  the  trader  deals  in  horses  and  sheep,  and  lends 
sums  of  money  to  John  Smith,  a  preliminary  division  of 
his  transactions  would  embrace  three  classes,  viz.  (1) 
those  which  relate  to  horses,  (2)  those  which  relate  to 
sheep,  and  (3)  those  which  relate  to  his  deaUngs  with 
John  Smith. 

The  book  in  which  a  trader's  transactions  are  recorded 
in  a  classified  permanent  form  is  called  the  "Ledger." 

Very  little  reflection  will,  however,  serve  to  show  that 
it  would  not  suf&ce  for  a  trader  merely  to  record  his 
dealings  with  persons  or  objects  in  classified  form  in 
a  Ledger,  and  to  do  no  more  than  this.  Transactions 
entered  into  by  the  trader  with  any  particular  person 
may  be  of  two  kinds,  i.  e.  they  may  result  in  making  that 
person  either  (1)  the  debtor  or  (2)  the  creditor  of  the 
trader  with  whom  he  has  dealt,  whose  transactions  it  is 
desired  to  record.  Similarly,  transactions  in  material 
objects  may  be  either  purchases  or  sales. 
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It  is  thus  needful  that  the  Ledger  shall  record  transac- 
tions not  only  under  their  appropriate  general  heading, 
but  also  according  to  their  aspect  with  regard  to  the 
trader  himself.  To  fulfil  this  requirement  the  Ledger  is 
ruled  as  under — 

SPECIMEN   LEDGER  ACCOUNT 

Dr.  Cr. 

AB  C  DBFGHI  J  KLMN 


The  name  of  the  person  dealt  with,  or  object  dealt  in, 
by  the  trader  is  placed  at  the  top  of  the  account. 

Transactions  are  entered  in  columns  A  to  G  or  in 
columns  H  to  N,  according  to  the  relation  which  they 
bear  to  the  trader  owning  the  Ledger.  Taking  first  the 
left-hand  side  of  the  Ledger  account,  columns  A  and  B 
are  designed  to  record  the  date  (month  and  day)  of  each 
transaction  ;  column  C  is  to  record  the  details  showing  the 
nature  of-  the  item ;  column  D  contains  a  page  reference 
to  the  book  wherein  appears  a  preliminary  and  more 
detailed  record  of  the  transaction ;  while  columns  E,  F 
and  G  contain  the  amount  of  the  transaction  in  pounds, 
shillings,  and  pence.  The  right-hand  side  of  the  Ledger 
account  is  designed  to  provide  for  the  entry  of  transactions 
of  similar  general  nature  to  those  appearing  upon  the  left- 
hand  side  of  the  account,  though  opposite  in  their  effect 
as  regards  the  trader  himself,  consequently  columns 
H  to  N  are  a  repetition  of  those  on  the  other  side  of 
the  account,  the  uses  of  which  have  already  been 
enumerated. 

Columns  A  to  G  together  make  up  what  is  called  the 
"  Debit "  side  of  the  Ledger  account,  and  columns  H  to  N 
collectively  form  the  "Credit"  side.  Abbreviations  of 
these  words  appear  at  the  top  of  the  account  under  the 
forms  "Dr."  and  "Cr." 

Ledger  accounts  relating  to  the  trader's  deahngs  with 
persons  are  constructed  as  follows — 

The  account  kept  by  the  trader  with  each  person 
with  whom  he  deals  is  debited  with  all  moneys, 
objects,  and  values  paid  or  transferred  by  him  to 
the  person  with  whom  he  is  dealing,  and  is  credited 


BOOK-KEEPING  AND  ACCOUNTS 


with  everything  received  by  the  trader  frora  such 
person. 

Since  everything  paid  by  the  trader  to  the  other 
party  is  thus  entered  on  the  debit  side,  and  all 
receipts  from  him  are  entered  on  the  credit  side, 
it  follows  that  the  difference  between  the  totals  of 
the  two  sides  represents  the  net  sum  owing  between 
the  parties,  and  this  sum  is  owing  to  or  hy  the 
trader  according  as  the  debit  side  of  the  account  is 
greater  than  the  credit  side,  or  the  reverse. 

An  example  of  a  "  Personal  Account "  (i.  e.  an  account 
between  persons)  is  appended. 

I.  Personal  Account  in  the  Ledger  of  A.  Brown,  Merchant 
Dr,  James  Black  Cr. 


1908. 

Jac 

.1 

>» 

8 

„ 

17 

»» 

25 

)i 

31 

To  loan  to  J. 

Black 

,,    loan  to  J. 

Black 

„  horse    sold 

to  J.  Black. 
,,  cash     paid 

to  J.  Black. 
,,   cash     paid 

to  J.  Black. 


100 


8.  d. 


Jan.  7  By  cash,  repay - 
I  ment  of  loan 
„  11  „  cash,  repay- 
ment of  loan 
carriage 
bought  from 
J.  Biack 


d. 

10   OiO 


1100 


0   0 


In  this  account,  which  is  shown  as  it  would  be  kept  by 
A.  Brown,  a  trader,  his  transactions  with  James  Black 
are  recorded.  The  first  two  items  on  the  debit  side  of  the 
account  record  loans  made  by  A.  Brown  to  J.  Black ;  the 
third  entry  records  the  price  of  a  horse  sold  to  J.  Black 
by  A.  Brown ;  and  the  remaining  two  items  on  this  side 
of  the  account  represent  cash  payments  by  A.  Brown  to 
J.  Black.  The  items  on  the  credit  side  record  moneys 
received  by  A.  Brown  from  J.  Black,  concluding  with  the 
purchase  price  of  a  carriage  bought  by  A.  Brown. 

It  will  be  noted  that  the  items  on  each  side  of  this 
account  total  up  to  the  same  amount,  showing  that  the 
transactions  between  the  parties  result  in  equilibrium. 
If,  however,  the  total  of  the  credit  items  had  exceeded 
the  total  of  the  debit  items,  it  would  have  indicated  that 
Black  was  Brown's  creditor  for  the  difference,  and  vice 
versa.     Such  differences  are  termed  "Balances." 

It  is  customary  in  the  case  of  all  Ledger  accounts, 
whatever  be  their  nature,  to  add  up  the  two  sides  of  the 
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account  at  periodical  intervals,  and,  after  having  inserted 
on  one  side  the  difference  (or  "  Balance  ")  necessary  to 
make  the  two  sides  of  the  account  equal  in  amount,  to 
rule  them  off  and  to  insert  the  balance  afresh  below  the 
ruled  lines.  This  "  Balance  brought  down,"  as  it  is  termed, 
forms  the  starting-point  for  further  transactions  and 
relieves  the  account  of  unwieldy  totals. 

Ledger  accounts  kept  by  a  trader  for  the  purpose  of 
recording  his  transactions  in  material  objects  are  con- 
structed as  under,  viz. — 

All  objects  (e.  g.  goods)  acquired  by  the  trader  are 
entered  by  him  in  his  Ledger  on  the  debit  (left  hand)  side 
of  the  account  headed  with  the  name  of  the  object  dealt 
in,  and  all  objects  disposed  of  by  him  are  entered  on  the 
credit  (right  hand)  side. 

In  the  case  of  such  accounts,  the  amount  by  which 
the  items  on  the  debit  side  of  the  account  exceed  the 
items  on  the  credit  side,  at  any  particular  date,  represents 
the  stock  of  the  particular  thing  remaining  in  the  trader's 
possession. 

An  example  of  a  Real  Account  {i.  e.  an  account  relating 
to  dealings  in  material  objects)  is  appended,  in  which  the 
balance  is  brought  down  at  the  close  of  a  month  in  the 
manner  previously  indicated. 

II.  Real  Account  in  the  Ledger  of  A.  Brown,  recording  his 
transactions  in  horses 


Dr. 


Horses 


Cr. 


1908. 
Jan.  1 

„    14 

.     14 

To  cost  of  1 
horse  bought 
from  A.  Carr 

,,  cost  of  1 
horse  bought 
from  A.  Carr 

„  cost  of  1 
horse  bought 
for  ready 
uioney 

,,cost  of  1 
yiorse  bought 
from  J.Jones 

To    Balance 
brought 
down,     3 
horses  at cost 

£ 

£ 

60 
70 

80 

40 
250 

«. 

0 
0 

0 
0 

d. 

0 
0 

0 

0 
0^ 

1908. 
Jan.17 

„    30 

By  proceeds  of 
1  horse  sold 
to  J.  Black.. 

„  Balance  car- 
ried down, 
3  horses  at 
cost...  . 

£ 

£ 
60 

190 
250 

s. 
0 

0 

d. 
0 

0 

„    lo 

1908. 

0 

Jan.  31 

,190 

0 

.0 

In  this  account  the  items  on  the  debit  side  represent 
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k.  Brown's  purchases  of  horses  during  the  month,  four 
in  all,  and  on  the  credit  side  appears  the  record  of  a  sale. 
It  should  be  observed  that  Brown  is  net  here  shown  as 
having  made  any  profit  on  this  sale. 

Eeferring  again  to  the  two  Ledger  accounts  (Eeal  and 
Personal)  illustrated  above,  it  will  be  noticed  that  one 
transaction,  viz.  the  sale  of  a  horse  (on  credit)  by  A. 
Brown  to  James  Black  on  January  17,  appears  in  each  of 
the  two  accounts.  Following  the  rules  already  laid 
down  a  transaction  of  this  nature  must  perforce  appear 
in  A.  Brown's  books  as  under — 

1.  On  the  debit   side   of  James  Black's   Personal 

Account. 

2.  On  the  credit  side  of  "  Horses  *"•  Account 

and  in  the  accounts  shown  above  this  principle  is  carried 
out. 

It  will  thus  be  apparent  that  the  transaction  illustrated 
has  affected  tico  Ledger  accounts,  and  that  it  has  affected 
them  in  opposite  ways  ;  this  simple  illustration  will  enable 
the  student  to  appreciate  the  general  nature  of  the  main 
principle  of  Double  Entry  book-keeping,  which  is  as 
follows — 

That  every  one  of  a  trader's  transactions  is  twofold,  or 
tico-sided  in  its  nature,  that  it  can  he  recorded  simultane- 
ously in  two  Ledger  acco^tnts,  and  that  in  one  of  these  two 
accounts  the  entry  must  he  placed  on  the  dehit  side,  ichile 
appearing  on  the  credit  side  in  the  other* 

All  this  has  been  somewhat  laboriously  set  forth,  but 
it  is  of  paramount  importance  that,  at  the  outset  of  his 
career,  the  student  should  clearly  grasp  the  fact  that,  in 
Double  Entry  book-keeping,  every  entry  must  be  com- 
pensated elsewhere  by  some  other  entry  of  corresponding 
amount. 

Since  (as  laid  down  above)  every  entry  appears  once 
on  each  side  of  the  Ledger  it  follows,  as  a  corollary, 
that  the  sum  of  the  entries  made  on  the  debit  side  of  the 
Ledger  is  equal  in  amount  to  the  sum  of  the  entries 
appearing  on   the  credit   side,   and   that,  assuming  the 

*  In  order  that  the  student  may  intelligently  grasp  the  applica- 
tion of  the  Double  Entry  principle,  it  must  be  clearly  borne  in  mind 
that  each  transaction  stands  entirely  alone,  on  its  own  merits,  and 
has  no  connection  with  other  items  that  may  follow  or  precede  it. 
Unless  this  fact  is  always  held  in  view  confusion  of  mind  is 
inevitable. 
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Ledger  to  have  been  correctly  kept,  these  two  totals,  if 
extracted  or  conipiled  from  the  Ledger  accounts,  should 
agree.  This  fact  is  of  the  greatest  value  to  a  trader,  and 
enables  him  to  check  the  accuracy  of  his  book-keeping. 
If  the  totals,  when  so  extracted,  fail  to  agree,  it  follows, 
either  that  the  totals  have  been  incorrectly  compiled,  or 
that  the  Ledger  has  been  entered  up  inaccurately.  It  is 
usually  a  comparatively  simple  matter  to  eliminate  errors 
made  in  compiling  the  totals  of  Ledger  postings,  and 
their  subsequent  agreement  or  disagreement  either  raises 
an  inference  (not  of  necessity  conclusive)  that  the  posting 
of  the  Ledger  is  correct,  or  proves,  on  the  other  hand,  that 
it  contains  an  error  or  errors.  This  possibility  of  readily 
ascertaining,  from  the  disagreement  of  the  totals  of  the 
**  Trial  Balance,"  that  error  exists  in  the  Ledger  is,  in 
practice,  one  of  the  principal  utilities  of  Double  Entry 
book-keeping;  other  systems  provide  no  such  means  of 
disclosing  error. 

The  totals  of  Ledger  postings  extracted  from  a  Ledger 
are,  as  has  been  indicated,  known  as  the  Trial  Balance. 
In  former  days  Trial  Balances  were  compiled  exactly 
as  has  been  explained.  It  is  generally  customary  in 
practice  now-a-days  to  extract  the  balances  of  the  various 
accounts  contained  in  a  Ledger  instead  of  compiling  the 
totals  of  the  entries  appearing  on  both  sides,  but  inasmuch 
as  each  balance  itself  incorporates  the  effect  of  the  post^ 
ings  on  either  side  of  the  account  in  which  it  appears,, 
the  principle  remains  unchanged.  In  preparing  Trial 
Balances  in  answer  to  examination  questions,  the  student 
will  be  wise  to  enter  balances  in  preference  to  totals. 

In  cases  where  the  trader  exchanges  one  material  object 
for  another,  or  enters  into  transactions  in  material  objects 
with  his  debtors  or  creditors,  only  Eeal  and  Personal 
Accounts  are  involved,  and  sufficient  has  been  stated 
already  to  enable  the  student  to  understand  how  to  effect 
the  necessary  "  double  entry  "  in  each  instance.  There 
remain  to  be  considered  those  transactions  which,  at  first 
sight,  appear  only  to  concern  one  Personal  Account,  or 
one  Eeal  Account,  and  which  consequently  may  seem  to 
be  incapable  of  being  resolved  into  the  necessary  form  of 
a  "double"  entry.  The  most  numerous  of  these  trans- 
actions are  those  wherein — 

1.  The  trader  acquires  an  object,  or  a  debt  becomes 
due  to  him,  without  his  giving  any  corresponding 
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object  or  property  in  exchange,  i.  e.  where  he 
makes  a  profit.  Or  where, 
2.  The  trader  parts  with  some  object,  incurs  a 
liability,  or  is  deprived  of  some  portion  of  his 
property  without  acquiring  anything  in  exchange 
which  he  can  regard  as  property,  i.  e.  where  he 
incurs  an  expense  or  a  loss. 

Transactions  of  the  above  nature  are  entered  firstly, 
so  far  as  they  concern  Eeal  or  Personal  Accounts,  in  such 
accounts  on  their  appropriate  sides,  and  secondly,  in 
order  to  complete  the  double  entry,  in  accounts  termed 
Nominal  Accounts,  opened  in  the  Ledger  to  record  the 
opposite  aspect  of  the  transactions.  In  other  words,  to 
complete  the  double  entry  in  the  case  of  profits  made  or 
received  by  the  trader,  accounts  are  opened  in  the  Ledger 
for  such  profits,  and  in  these  accounts  the  receipts  are 
entered  on  the  credit  side.  Conversely,  losses  made  or 
expenses  incurred  by  the  trader  are  recorded  in  separate 
"  Loss  "  or  Expense  Accounts  on  the  debit  side,  again  for 
the  necessary  purpose  of  completing  the  double  entry. 

Example. — If  the  trader  receives  in  cash  £20  by  way  of  com- 
mission, and  pays  thereout  £5  for  travelling  expenses,  both  the  £20 
and  the  £5  will  appear  in  his  Cash  Account,  the  former  on  the  debit 
aide  and  the  latter  on  the  credit  side.  By  opening  a  Ledger 
account  for  "  Commission,"  and  by  crediting  the  £20  in  this 
account,  the  double  entry  is  completed  as  regards  this  item,  and 
by  opening  a  Ledger  account  for  "Travelling  Expenses,"  to  which 
the  £5  is  aebited,  the  double  entry  of  the  other  transaction  is  also 
effected. 

It  would  be  possible  for  the  trader  to  keep  only  one 
nominal  account  in  his  Ledger  to  record  all  his  gains 
and  losses,  instead  of  keeping  a  separate  nominal  account 
to  complete  the  double  entry  of  each  kind  of  loss  or  gain, 
and  in  point  of  fact  many  of  the  older  books  on  book- 
keeping prescribe  this  method.  In  practice,  however,  this 
procedure  is  not  convenient,  as  the  trader  usually  desires 
to  know  the  totals  of  each  kind  of  loss  or  gain  over  a  given 
period  of  time,  and  this  object  cannot  be  attained  without 
tedious  analysis  if  all  items  of  gain  and  loss  are  merged 
more  or  less  confusedly  in  one  account.  At  the  end, 
however,  of  a  given  period  of  time,  e.  g.  at  the  end  of  a 
year,  it  is  customary  for  the  various  accounts  repre- 
senting losses  and  gains  to  be  combined  in  a  new 
Ledger  account,  styled  the  Profit  and  Loss  Account, 
opened  for  that  special  purpose ;  each  separate  "Loss"  or 
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"  Gain  "  account  previously  existing  is  closed  by  making 
an  entry  representing  the  total  of  the  items  already 
appearing  in  it,  on  the  opposite  side  to  that  upon  which 
such  items  appear,  and  a  fresh  entry  for  the  total  only 
is  then  made  in  the  "  Profit  and  Loss  Account,"  on  the 
same  side  as  that  upon  which  the  original  items  appeared 
in  the  separate  Ledger  account. 

These  total  entries  in  the  Profit  and  Loss  Accoimt  then 
replace  the  masses  of  separate  items  previously  entered 
on  one  side  or  the  other  in  the  original  accounts  recording 
losses  or  gains. 

•  One  other  nominal  account  is  to  be  found  in  the  Ledger 
of  every  trader,  and  in  every  example  of  Double  Entry 
book-keeping,  and  remains  to  be  explained,  viz.  the 
Capital  Account.  This  account,  again,  arises  out  of 
the  necessity  for  completing  the  "double  entry"  as 
previously  explained,  and  it  represents  the  difference 
between  a  trader's  possessions  and  his  indebtedness, 
either  at  the  date  of  his  commencing  to  keep  books 
by  Double  Entry,  or  at  any  subsequent  date  upon  which 
he  may  calculate  his  net  worth. 

When  a  trader  commences  to  keep  his  books  by  Double 
Entry  all  property  owned  by  him  is  entered,  according 
to  the  rules  previously  laid  down,  on  the  debit  side  of 
the  appropriate  Keal  or  Personal  Account,  and  all  sums 
owing  by  him  are  entered  on  the  credit  side  of  accounts 
opened  under  the  names  of  his  creditors.  Except  in  the 
very  unlikely  case  of  the  trader's  total  liabilities  being 
exactly  equal  in  amount  to  the  total  value  of  his  posses- 
sions the  total  entries  (for  property  and  debtors)  thus  made 
on  the  debit  side  in  his  Ledger  will  not  exactly  equal  the 
total  entries  (for  creditors)  made  on  the  credit  side ;  and, 
consequently,  in  order  to  make  the  double  entry  complete, 
an  account  headed  "  Capital  "  is  opened  for  the  difference 
between  the  trader's  possessions  and  his  liabilities.  In 
this  account  is  entered  (on  the  credit  side)  the  excess  of 
the  possessions  over  the  habilities  at  the  date  of  opening 
the  books,  or  (on  the  debit  side)  the  excess,  if  such  there 
be,  of  the  trader's  liabilities  over  his  possessions ;  in  this 
way  it  is  brought  about  that  the  total  balances  entered  on 
the  debit  side  of  the  Ledger  equal  exactly  the  amount  of 
the  balances  entered  on  the  credit  side.  The  balance 
appearing  on  the  "Capital"  Account  thus  represents 
either  the  net  worth  of  the  trader  in  his  business,  or 
the  net  amount  by  which  he  is  insolvent. 

B  2 
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Example. — J.  Jones  starts  book-keeping  with  the  following  assets  : 
(1)  Shop  property  valued  at  £1,200,  (2)  Goods  worth  £300. 
He  owes  Brown  &  Company  £600.  Jones  is  thus  really  worth 
£1,200  +  £300  -  £600  =  £900,  and  in  opening  his  hooks  he  must 
(1)  debit  £1,200  to  a  "Shop  Property"  Account,  (2)  debit  £300  to 
*•  Stock  "  Account,  (3)  credit  £600  to  Brown  k  Company's  acoount, 
and  finally,  (4;  credit  £900  to  "Capital"  Account. 

The  net  balance  of  the  trader's  combined  Profit  and 
Loss  Account  (cf.  supra)  is,  at  the  date  at  which  the 
latter  is  prepared,  transferred  from  the  Profit  and  Loss 
Account  to  the  Capital  Account,  thereby  recording  the  in- 
crease (or  decrease)  in  the  trader's  net  worth  at  the  close 
of  the  period  to  which  the  Profit  and  Loss  Account 
relates. 

Sufficient  has  now  been  said  to  indicate  the  general 
nature  of  the  accounts  appearing  in  a  Ledger  kept  upon 
the  Double  Entry  principle,  and  by  way  of  further  illustra- 
tion a  brief  example  is  appended.  It  may,  however, 
be  said  for  the  purposes  of  reference  that  the  balances 
appearing  in  a  Ledger  at  any  particular  date  may  be 
classified  as  follows,  viz. — 

Debit  Balances  {i.e.  balances  of  accounts  wherein 
the  entries  on  the  debit  side  exceed  those  on  the 
credit  side),  representing  either  (1)  Property,  (2) 
Debts  due  to  the  trader,  or  (3)  Losses  or  expenses. 

Credit  Balances,  representing:  (4)  Debts  owing  by 
the  trader,  (5)  Profits  made,  or  (6)  The  amount 
of  the  trader's  capital  at  the  last  date  up  to  which 
it  was  ascertained. 

When  (3)  and  (5)  (Losses  and  Profits)  have  been  com- 
bined in  a  single  "  Profit  and  Loss  Account,"  whereof  the 
net  balance  has  been  transferred  to  (6)  (Capital),  the 
balances  on  the  Ledger  remaining  are  (1)  Property,  (2) 
Debts  owing  to  the  trader,  (3)  Debts  owing  by  the  trader, 
and  (6)  the  Trader's  Capital  or  net  worth. 

A  trader's  gross  possessions  and  the  debts  due  to  him 
are,  in  book-keeping,  known  as  his  Assets,  and  the 
debts  owing  by  him  to  other  persons  are  known  as  his 
Liabilities ;  capital  may  thus  be  crudely  described  as  the 
excess  of  a  trader's  assets  over  his  liabilities.  If  the 
trader's  liabilities  exceed  his  assets,  the  entry  in  the 
*' Capital"  Account  must  perforce  appear  on  the  debit 
side,  and  indicates  a  condition  of  insolvency ;  the  use  of 
the  term  "Capital"  in  such  a  case  obviously  becomes 
somewhat  of  a  misnomer. 
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Example. — 1.  James  Wilson  started  business  on  Novemler  2, 
1908,  as   a  cycle  dealer. 

2.  On  November  3  he  borrowed  £100  from  Robert  Wilson  in 
cash. 

3.  On  November  4  he  bought  on  credit  10  bicycles  from  the 
Speed  Manufacturing  Company  at  £8  each 

4.  On  November  5  he  sold  5  bicycles  to  H.  Brown  on  credit  at  £10 
each. 

5.  On  November  6  he  paid  the  Speed  Manufacturing  Company 
£40  on  account. 

6.  On  November  7  he  sold  5  bicycles  for  cash  at  £9  10s.  each, 
receiving  the  money. 

7.  On  November  9  he  paid  £4  cash  for  expenses  to  date. 

8.  On  November  10  he  wrote  up  his  books  and  ascertained  his 
position. 

These  transactions  must  be  recorded  in  Jatnes  Wilson's 
Ledger  as  follows — 

(2)  Debit  Cash  Account  and  credit  R.  Wilso7i  with 
£100. 

Cash  having  been  received,  and  a  debt  to  E.  Wilson 
having  been  incurred. 

(3)  Debit  Bicycles  Account  and  credit  Speed  Manu- 
facturing Company  with  £80. 

Bicycles  of  that  value  having  been  received,  and  a  debt 
to  the  Speed  Manufacturing  Company  for  a  like  amount 
having  been  incurred. 

(4)  Debit  H.  Brown  aiid  credit  bicycles  Account  with 
£50. 

Bicycles  having  been  parted  with,  and  a  debt  from  H. 
Brown  having  become  due  to  the  trader  (J.  Wilson). 

(5)  Debit  the  Speed  Manufacturing  Company  and 
credit  Cash  Account  with  £40. 

Cash  to  this  amount  having  been  parted  with  to  the 
Speed  Manufacturing  Company. 

(6)  Debit  Cash  Account  with  £^7  10s.  and  credit 
Bicycles  Account. 

Cash  having  been  received,  and  bicycles  of  this  value 
having  been  parted  with. 

(7)  Debit  "  Expenses  "  Account  and  credit  Cash  with 
£4. 

Cash  to  this  amount  having  been  parted  with,  without 
any  material  property  having  been  received. 
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J.   WILSON'S  LEDGER 


Account  No.  1. 

Dr. 


CASH 


Cr. 


1908. 
Nov.  3 


1908, 
Nov.  10 


£ 

,. 

. 

1908. 

3 

100 

0 

0 

Nov.  6 

2 

47 

10 

0 

»     9 
»  10 

£ 

147 

10  0 

v/ 

1 

1 
103 

10 

0 

By  Speed  Man- 
ufacturing 
Company, 
payment  on  | 
account j  5 

„  Expenses  to ' 
date 6 

„  Balance  car-  j 
ried  down...  \  \/ 


Account  No.  2. 


Dr. 

BICYCLES  ACCOUNT 

Cr 

1903. 

£ 

» 

d. 

1908. 

£ 

8. 

d. 

Nov.  4 

To  Cost  of  10 
bic  ycles 
bought  from 

Nov.5 

By  Proceeds  of 
6     bicycles 

sold   to  H. 

Speed  Man- 

Brown  

4 

50 

0 

0 

ufacturing 

>i    7 

„  Proceeds  of 

Company... 

5 

80 

0 

0 

5     bicycles 

„  10 

,,  Balance 
transferred 
to       Profit 
and      Loss 
Account.,... 

7 

17 

10 

0 

sold  for  cash 

2 

47 

i 
i 

1 

10 

0 

£ 

97 

10 

0 

£ 

,97 

10 

0 

Account  No.  3. 

Dr.  R.   WILSON  (Loan  Account) 


Cr. 


1908. 

Nov.  3  By  Cash  (loan) 


..V 

0,0 


Account  No,  4. 

Dr. 


H.   BROWN 


Cr. 


1908. 
Nov.5 

To  5  Bipycles 
at  £10  each. 

2 

£ 
50 

8. 
0 

d. 
0 
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Account  No,  5. 

Dr.  SPEED  MANUFACTURING   COMPANY  Cr. 


1908.  j 

Nov.  6  To     Cash    on 

I      account 

„  10|  „  Balance  car- 
i      rieddown... 


£ 

». 

d. 

1908. 
Nov.4 

1 

40 

0 

0 

^/ 

40 

0 

0 

£ 

80 

0 

0 

1908. 
Nov.  10 

By  10  Bicycles 
at  £8  each... 


By  Balance 
brought 
down 


2 
£ 

£ 
80 



80 

s. 
0 

d. 

0 
0 

40 

0 

» 

Account  No.  6. 

Dr.  EXPENSES  ACCOUNT 


Cr. 


Nov.  9   To  Cash. 


4-0 


1908.    I 

Nov.  10  By  Balance 
traiisfern  d 
to  Profit 
and  Loss 
Account ... 


4    iolo 


Account  No.  7. 

Dr.    PROFIT  AND  LOSS  ACCOUNT    cr. 


1908. 

£ 

». 

d. 

1908. 

£ 

«. 

d. 

Nov.  10 
..    10 

To  Expenses 

„  Net  Profit 

transferred 

to   Capital 

Account ... 

6 

8 

4 
13 

0 

10 

0 
0 

Nov.  10 

By   Bicycles 
(gross  pro- 
fit on) 

2 

17 

10 

0 

i. 

17 

10 

0 

£ 

17 

10 

0 

Account  No.  8. 

Dr. 


CAPITAL  ACCOUNT 


1908. 

Nov.  10  By  Net  Profit 
to  date, 
transferred 
from  Profit 
and  Loss 
Account ... 


Cr. 


13 


The  above  entries  (2 — 7)  having  been  entered  in  the 
Ledger,  James  Wilson  proceeds  to  balance  and  rule  off 
his  books  to  ascertain  how  he  stands. 
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In  order  to  prove  that  he  has  correctly  posted  his 
Ledger  he  first  extracts  his  "  Trial  Balance,"  i.  e.  he  copies 
on  a  separate  loose  sheet  the  balances  appearing  on  the 
Ledger  accounts,  discriminating  between  those  in  which 
the  excess  of  entries  appears  on  the  Debit  side,  and  those 
in  which  the  excess  appears  on  the  Credit  side. 

For  example,  the  Cash  Account  on  November  9th  shows 
debit  entries  totalling  £147  10s.  against  credit  entries 
amounting  to  £44.  There  is  thus  an  excess  of  entries 
on  the  Debit  side  of  £103  10s.,  which,  incidentally,  repre- 
sents the  amount  of  cash  in  hand  on  November  9th. 

Following  the  abovb  principle,  J.  Wilson  constructs 
the  Trial  Balance  as  under — 


TRIAL  BALANCE,  November 

9th, 

1908 

Accounts 

Folio 

Dr. 

Cr. 

Cash 

1 
2 
3 
4 
5 
G 

£ 
103 

50 

4 

s. 
10 

0 
0 

0 

0 
0 

£ 

17 
100 

40 

B. 
10 

0 
0 

d. 

Bicvcles  

0 

R.  Wilson 

0 

H.  Brown 

Speed  ManufacturingCompany 
Expenses 

0 

£157 

10 

0 

£157 

10 

0 

Since  the  totals  of  the  two  sides  of  the  above  Trial 
Balance  tally,  J.  Wilson  is  justified  in  assuming  that  his 
Ledger  posting  is  correct. 

Turning  again  to  the  above  Trial  Balance,  it  will  be 
noted  that  there  are  two  accounts  which  represent,  one 
a  profit,  and  the  other  a  loss,  viz.  "Bicycles"  Account 
and  *'  Expenses"  Account  respectively. 

As  long  as  J.  Wilson  possessed  any  stock  of  bicycles 
the  account  kept  for  bicycles  disclosed  a  Debit  balance 
representing  an  asset,  but  since  all  his  bicycles  have  been 
sold  the  balance  has  become  a  Credit,  and  now  repre- 
sents a  profit. 

The  balances  on  "  Bicycles  "  Account  and  "  Expenses  " 
Account  are  transferred  to  a  new  account  called  "  Profit 
and  Loss  Account,"  wherein  they  are  entered  on  the  same 
sides  of  the  account  as  those  upon  which  they  appear  in 
the  Trial  Balance. 

There  is,  then,  a  balance  of  £13  10s.  to  the  credit  of  the 
Profit  and  Loss  Account ;  this  balance  represents  the  net 
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earnings  of  J.  Wilson  in  his  cycle  business  from  Novem- 
ber 2nd  to  November  10th,  and  must  be  transferred  to 
J.  Wilson's  Capital  Account.  It  is  to  be  noted  that 
whereas  J.  Wilson  started  business  without  possessing 
anything,  and  with  £100  borrowed  from  a  friend,  he 
has  now  made  .£13  10s.,  and  to  that  extent  has  become 
a  capitalist.  Following  the  above  definition  of  Capital  as 
an  excess  of  x\ssets  over  Liabilities,  the  student  will 
naturally  expect  to  find  that  J.  Wilson  possesses,  in  one 
shape  or  another,  £13  10s.  more  than  he  owes,  and  a  refer- 
ence to  the  Trial  Balance  will  show  this  to  be  the  case. 

J.  Wilson's  assets  are  cash  (£103  10s.)  and  a  debt  due 
to  him  by  H.  Brown  (£50),  i.  e.  £153  10s.  in  all;  on  the 
other  hand,  he  owes  a  total  of  £140  to  E.  Wilson  and 
the  Speed  Manufacturing  Company,  and  the  difference 
between  these  totals,  in  other  words,  his  "  Capital,"  is 
found  to  correspond  with  the  balance  (£13  10s.)  appearing 
on  his  Capital  Account  as  on  November  10th.  This,  of 
course,  is  an  inevitable  consequence  of  correct  Double 
Entry  book-keeping. 

Having  transferred  the  balance  of  the  Profit  and  Loss 
Account  to  the  Capital  Account,  J.  Wilson  "balances" 
{i.e.  rules  off  and  briDgs  down  the  balances  on)  his 
Ledger,  and  then  constructs  a  fresh  Trial  Balance  with 
the  sides  reversed.  This  second  compilation  is  called  a 
*' Balance  Sheet,"  and  is  drawn  in  the  form  which  is 
usually  adopted  in  Enghsh  commercial  practice. 

J.  WILSON,   BALANCE  SHEET,  as  on 
November  loth,  1908 


Liabilities. 

Capital  Account — 
J.  Wilson 


Creditors — 

R.Wilson  (Loan).. 

Speed  Manu- 
facturing Com- 
pany  , 


a 

<. 

d. 

13 

10 

0 

100 

0 

0 

40 

0 

0 

£153 

10 

0 

Assets. 
Cash  in  Hand. 


Debton— 
H.  Brown. 


103 


50 


£153 


10 


In  the  foregoing  example  J.  Wilson  has  been  shown  as 
having  disposed  of  the  whole  of  his  bicycles  before  the  end 
of  his  trading  period ;  had  this  not  been  the  case  a  sHghtly 
different  procedure  would  have  been  necessary,  as  follows. 
After  having  extracted  his  Trial  Balance,  and  before 
opening  his  Profit  and  Loss  Account,  it  would  have  been 
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necessary  for  J.  Wilson  to  place  a  value  upon  the  bicycles 
remaining  on  hand  unsold,  as  on  the  10th  of  November ; 
for  the  total  value  of  the  stock  of  bicycles  thus  arrived  at 
an  entry  vp^ould  have  been  passed  through  the  books 
crediting  the  Bicycles  Account  for  the  period  2nd  to  10th  of 
November  (as  if  the  bicycles  on  hand  had  been  disposed 
of  immediately  prior  to  closing  the  books  for  the  period), 
and  debiting  a  new  Bicycles  Account  opened  for  the  suc- 
ceeding period;  in  this  new  account  the  "stock  at  cost 
brought  forward"  would  have  formed  the  first  entry.  The 
Bicycles  Account  for  the  period  2nd  to  10th  of  November 
would  then  have  been  shown  in  such  a  form  that  all  the 
bicycles  would  appear  to  have  been  disposed  of,  the  credit 
balance  then  disclosed  by  the  account  would  represent 
the  gross  profit  made,  just  as  in  the  account  set  forth  on 
page  12,  and  would  have  been  transferable  to  the  Profit 
and  Loss  Account. 

The  following  example  illustrates  the  Bicycles  Account 
of  J.  Wilson  as  it  would  have  appeared  had  he,  on  the 
7th  of  November,  sold  only  four  bicycles  at  £9  10s. 
apiece  instead  of  five.  In  this  case  one  bicycle  would 
have  remained  on  hand  at  the  10th  of  November,  and 
would  have  required  to  be  carried  forward  to  a  fresh 
bicycle  account  to  be  opened  for  the  succeeding  period. 
The  starting  balance  of  £8  "  brought  down"  in  the  new 
Bicycles  Account  for  the  period  commencing  11th  of 
November  would  have  formed  one  of  the  Ledger  balances 
outstanding  as  on  the  10th  of  November,  and  would,  of 
course,  have  required  to  be  taken  into  any  Trial  Balance 
prepared  at  that  date,  in  order  that  the  two  sides  might 
agree. 

Account  No.  2a. 

BICYCLES  ACCOUNT,  for  the  period  from  November  2nd 
Dr.  to  November  loth,  1908  Cr. 


1908. 
Nov.  4 


To  cost  of  10  bi- 
cycles bought 
from  the  Speed 
Manufacturing 
Company 

,,  Balance  trans- 
ferred to  Proflt 
and  Loss  Ac- 
count  


£ 

8. 

d. 

1908. 
Nov.  5 

5 

80 

" 

0 

.,     7 

,,    10 

7 

16 

0 

0 

£96" 

0" 

0 

By  proceeds  of  5 
bicycles  sold  to 
H.  Brown 

„  Proceeds  of.  4 
bicycles  sold  for 
cash 

„  Stock  (1  bicycle) 
on  hand  carried 
forward  to  Bi- 
cycles Account 
for  next  period 
valued  at  cost 
(£8) 


£      8.d, 


50 


£96   0   0 
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Account  No.  2b. 
BICYCLES  ACCOUNT,  for  the  period  from  November 

Dr.  nth,    1908,  to 1909  Cr. 


1908. 

Nov.n 


To  Stock  (1  bi- 
cycle)  brought 
forward  from 
last  period 

valued  at  cost.. 


8.d. 


EXERCISES. 

Enter  the  following  transactions  in  a  Ledger,  preparing  therefrom 
a  Trial  Balance,  Trading  and  Profit  and  Loss  Accounts,  and  a 
Balance  Sheet,  upon  the  lines  laid  down  in  Chapter  I. 

Exercise  1a. 

The  transactions  of  R.  Jones  were  as  follows  ;— 

1909. 

Jan.  1.     Started  business  as  a  tea-dealer. 
, ,     2.     Borrowed  £200  from  Brown  Bros. 
,,     3.     Bought  on  credit  tea  from  the  Lampan  Plantations, 

Ltd.,  £250. 
,,     4.     Paid  Lampan  Plantations,  Ltd.,  on  account,  £150. 
„     5.     Sold  part  of  the  tea  to  Harris  &  Co.  on  credit  for  £200. 
„     6.     Sold  the  remainder  of  the   tea  by  auction  for  cash, 

£105. 
,,     8.     Received  from  Harris  k  Co.  cheque  for  £200. 
,,     9.     Paid  Lampan  Plantations,  Ltd.,  further  on  account, 

£50. 
,,  10.     Paid  expenses  in  cash,  £5.      * 


Exercise  1b. 
The  transactions  of  0.  Smith  were  as  follows : — 

Started  business  with  £100  cash  in  hand.- 

Bought  for  cash  fancy  goods,  £80. 

Lent  Home  &  Co.,  £10. 

Sold  to  Robertson  Bros,  half  the  fancy  goods  bought 
on  Feb.  2  for  £70,  which  sum  was  immediately 
paid  by  Robertson  Bros,  to  0.  Smith  in  cash. 

Lent  Home  &  Co.,  £30. 

Paid  in  cash  expenses,  £4. 

Bought  on  credit  fancy  goods  from  the  Western 
Manufacturing  Company,  £60. 

•  Note. — Stock  of  goods  on  hand  as  on  Feb.  8th  is  to  be  valued  at 
cost,  £100  (made  up  of  the  cost  price  of  the  remaining  half  of 
the  goods,  bought  on  Feb.  2nd,  £40,  plus  cost  of  the  goods  bought 
on  Feb.  8tli,  £60). 


eb 

a. 

.   1. 

2. 

>> 

3. 

»» 

4. 

>> 

5. 

»« 

6. 

>> 

8. 
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Exercise  Ic. 

The  transactions  of  William  Murray  were  as  follows : — 

1909. 
Mar.  17.     Started  business  with  Stock  of  Goods  valued  at  £150, 

Cash  £50,  and  owing  Wallace  Brothers  £85. 
,,     19.     Sold  to  Harriman  &  Co.,  goods  on  credit  £25  10s. 
„     20.     Bought  goods  from  A.  Morris  upon  credit,  £36  5s. 
,,     21.     Paid  to  A.  Morris,  in  cash,  £20  on  account,  and  paid 

to  Wallace  Brothers  £15  on  account. 
,,     22.     Received  from  Harriman  &  Co.,  cash,  £25  10s. 
„    23.     Paid  expenses,  cash,  £4. 

Note. — Stock  on  hand  as  on  March  23rd  to  be  valued  at  £170. 

Exercise  Id. 

Tfie  transactions  of  G.  Smith  were  as  follows : — 

1909. 

April  6.  Started  business  with  £500,  cash. 

,,     7.  Bought  goods  for  cash,  £365. 

,,     9.  Sold  goods  on  credit  to  A.  Brown,  £350. 

,,    11.  Paid  in  cash,  expenses  and  advertising,  £10. 

,,    12.  Sold  goods  on  credit  to  R.  Jones,  £19. 

i,    13.  Paid  in  cash  salaries,  £2. 

,,    15.  Received  cash  from  A.  Brown  on  account,  £300. 

,,    17.  Paid  in  cash  office  rent  and  housekeeping  expenses, 
£2  5s. 

Note. — Stock  on  hand  as  on  April  17th,  Nil. 

Answers. 

1  A.     Net  Profit,  £50 ;  Final  Balance  of  Capital  Account,  £50. 
iB.  „  £26;  „  „  „         £126. 

lo.  „  £5  5s.  ;       „  „  „         £120  5*. 

Id.     Net  Loss,  £10  5«.  ;     „  „  „        £489  15s. 


CHAPTEE    II 

ELEMENTARY    COMMEECIAL   PEACTICE 

Before  proceeding  to  outline  the  methods  of  Double 
Entrj'  book-keeping  in  its  application  to  modern  com- 
mercial practice,  some  brief  explanation  of  the  main 
features  of  a  trader's  ordinary  transactions  may  be  useful, 
and,  indeed,  is  perhaps  needful ;  this  chapter  is  conse- 
quently utilized  for  the  purpose  of  explaining  certain 
matters  of  everyday  occurrence  in  the  business  of  almost 
every  trader. 

The  custom  of  keeping  a  Banking  Account,  and  the 
extensive  use  of  cheques  in  paying  and  receiving  sums  of 
money  first  claim  attention. 

In  countries  where  a  proper  system  of  banking  cannot 
be  said  to  have  been  established,  the  trader  is  naturally 
forced  to  keep  his  spare  cash  in  the  form  of  coined  gold 
and  silver,  and  to  retain  the  same  in  his  own  possession, 
subject  to  such  safeguards  in  the  way  of  locks  and  strong 
boxes  as  circumstances  will  permit.  Whenever  money 
is  paid  to  any  person  he  is  put  to  the  trouble  of  counting 
it  over,  and  of  satisfying  himself  as  to  its  weight  and 
currency,  and  where  large  sums  change  hands  frequently 
the  loss  of  time  arising  out  of  these  tedious  operations  is 
obviously  considerable. 

The  above  difficulties  are  surmounted,  to  a  large  extent, 
by  the  modern  practice  of  banking.  Now-a-days  very  few 
traders  retain  any  considerable  sum  in  specie  in  their 
possession,  the  majority  depositing  their  spare  money 
with  a  Bank.  A  Bank  is  an  institution  the  object  of  which 
is  the  receipt  of  deposits  of  money  from  the  community  at 
large,  coupled  with  the  obligation  of  repaying  the  same  to 
the  depositor,  or  to  any  person  or  persons  designated  by 
him,  when  called  upon  to  do  so.  The  trader  who  thus 
keeps  his  cash  balance  with  his  Banker,  instead  of  in  his 
own  possession,  avoids  the  risks  attendant  upon  the 
custody  of  a  large  sum  in  specie,  and  acquires  the  facility 
of    being  able  to  direct  payment   by  the  Bank  of  any 
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desired  sum  of  money  to  himself  or  to  any  other  person 
or  persons  within  the  Umits  of  the  amount  held  by  the 
Bank  on  his  behalf  at  any  particular  time.  Money  thus 
placed  with  a  Banker  to  be  drawn  against  at  sight  by 
means  of  cheques  is  said  to  be  placed  with  the  Banker 
upon  "  Current  Account." 

The  payments  thus  made  by  Bankers  on  behalf  of  the 
trader  are  made  by  them  on  presentation  of  signed  orders 
called  "Cheques,"  which  set  out  the  sum  of  money  to  be 
paid  and  the  name  of  the  payee,  and  bear  the  trader's 
signature.  Cheques  can  be  made  out  for  any  sum  of 
money,  however  large  or  small,  provided  always,  of 
course,  that  they  do  not  exceed  the  trader's  credit 
balance  with  his  Banker. 

On  the  following  page  is  a  form  of  cheque  in  common  use. 

The  left-hand  portion  of  the  above  form  is  called  the 
"  Counterfoil."  When  the  cheque  itself  has  been  filled  in 
it  is  torn  off  where  the  perforated  line  is  shown  and 
handed  or  posted  to  the  person  in  whose  favour  it  has 
been  made  payable,  who  is  called  the  **  Payee."  The 
details  of  the  cheque  (date,  payee,  what  the  payment  is 
for,  amount,  etc.)  are  entered  in  brief  on  the  counterfoil, 
and  the  details  thus  recorded  are  subsequently  used  for 
writing  up  and  checking  the  Cash  Book  and  for  compari- 
son, in  due  course,  with  the  Bank  Pass  Book. 

The  many  advantages  of  the  cheque  system  of  making 
payments  have  become  so  generally  recognized  that  by 
far  the  greater  part  of  a  trader's  receipts  come  to  him  in 
the  form  of  cheques,  which  he,  in  his  turn,  deposits  with- 
his  own  Banker  for  collection  on  his  behalf.  Such  cheques, 
when  collected,  are  duly  placed  by  the  Banker  to  the 
credit  of  the  trader's  account.  Similarly,  almost  all  the 
modern  trader's  payments  are  made  by  cheque. 

For  the  settlement  of  retail  transactions,  and  for  small 
cash  payments,  the  use  of  cheques  has  not  attained  as 
great  a  vogue  as  is  the  case  with  wholesale  transactions, 
and  in  making  payments  of  moderate  amount;  most 
traders,  consequently,  are  still  obliged  to  keep  small  sums 
in  coin  on  their  premises,  but  the  sums  so  held  are,  in  the 
majority  of  cases,  relatively  insignificant.  The  name 
commonly  applied  to  the  small  sums  so  held  in  coin  for 
the  purpose  of  making  payments  of  a  trifling  nature  is 
that  of  "Petty  Cash,"  and,  in  most  businesses,  all  money 
except  the  **  Petty  Cash  "  is  kept,  as  indicated  above,  in 
the  hands  of  the  Bankers. 
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The  book  supplied  by  a  Banker  to  his  customer  con- 
taining a  copy  of  the  latter's  Ledger  Account  with  the 
former  is  called  the  "Bank  Pass  Book,"  or,  briefly,  the 
"  Pass  Book."  This  book  is  delivered  to  the  customer  at 
the  time  of,  or  soon  after,  the  opening  of  his  Banking 
Account,  and  is  periodically  returned  by  him  to  his 
Banker  to  be  written  up  to  date. 

In  the  course  of  his  business  operations  a  trader 
frequently  requires  additional  funds  wherewith  to  embark 
upon  special  transactions,  or  to  enable  him  to  cope  with 
the  increasing  magnitude  of  his  business,  and  for  these 
purposes  he  often  obtains  loans  either  from  his  Bank  or 
among  his  friends  at  such  rates  of  interest  as  he  is  able  to 
bargain  for.  It  may  be  assumed  that,  as  a  general  rule,  a 
Banker  will  not  advance  money  to  a  trader  without  some 
substantial  and  tangible  security,  whereas  private  friends 
may  be  willing,  in  certain  cases,  to  trust  to  the  trader's 
reputation  for  ability  and  integrity  without  any  special 
security  to  cover  their  advances.  In  almost  every  case  it 
is  the  question  of  the  presence  or  absence  of  security, 
specifically  given  to  cover  the  loan,  which  fixes  the  rate 
of  interest  the  trader  is  obliged  to  pay  for  the  convenience 
extended  to  him ;  a  loan  may  be  obtainable  from  a  Bank 
at  slightly  above  current  bank  rate,  if  the  security  offered 
is  considered  to  be  adequate,  whereas  upon  an  unsecured 
loan  obtained  from  business  or  other  friends  a  higher 
rate  of  interest  will,  naturally,  frequently  be  demanded. 

As  regards  a  trader's  Current  Account  with  his  Banker, 
the  latter  always  contemplates,  in  opening  an  account, 
that  a  sufficient  balance  shall  be  maintained  by  the  trader 
to  cover  the  Banker's  expenses  and  to  allow  a  small  margin 
of  profit  for  the  trouble  of  keeping  the  account.  As  a 
general  rule  a  permanent  balance  of  £100  in  London  and 
£50  in  the  country  will  be  regarded  by  the  Banker 
as  sufficient  in  the  case  of  an  account  where  no  very 
large  number  of  cheques  are  drawn,  but,  if  the  balance 
frequently  falls  below  these  limits,  the  Banker  will 
usually  make  an  annual  charge  (called  a  "  commission  ") 
for  conducting  the  trader's  Banking  Account. 

According  to  the  custom  of  London  Bankers  no  interest 
is  allowed  to  the  trader  upon  money  placed  by  him  to 
the  credit  of  his  Current  Account,  but  interest  is  allowed 
upon  sums  specifically  placed  with  the  Banker  upon 
"  Deposit  Account."  Deposit  Accounts  cannot  be  drawn 
upon  by  cheque,  nor  is  the  money  usually  repayable  upon 
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demand  as  in  the  case  of  Current  Accotllits;  a  stated 
period  of  notice  (usually  seven  days)  is  required  before  the 
withdrawal  of  any  part  of  a  Deposit  Account  balance,  and 
upon  the  money  entrusted  with  a  Banker  upon  these  ierms 
interest,  varying  with  the  value  of  money  for  the  time 
being,  is  allowed.  The  rate  allowed  is  usually  1 J  per  cent, 
below  "  Bank  rate,"  i.  e.  the  current  official  discount  rate 
of  the  Bank  of  England.  A  trader  who  finds  that  his 
Current  Account  shows  a  balance  considerably  in  excess 
of  his  immediate  future  requirements  can  transfer  a  portion 
of  the  money  thus  lying  idle  from  Current  Account  to 
Deposit  Account,  and  thus  obtain  the  advantage  of  the 
interest  allowed  on  the  latter;  he  can  subsequently  re- 
transfer  from  Deposit  Account  to  Current  Account  such 
sums  as  he  may  need  from  time  to  time. 

In  the  north  of  England  an  ajrangement  sometimes 
exists  among  Bankers  of  (1)  allowing  the  trader  interest 
upon  sums  kept  with  them  upon  Current  Account,  and  (2) 
charging  him  a  fixed  rate  of  commission  upon  the  total  of 
the  cheques  drawn  by  him  over  any  given  period;  this 
custom  is  perhaps  more  equitable  to  both  parties  than 
the  London  custom  of  allowing  no  interest  upon  Current 
Account,  and  of  charging  no  commission  for  keeping  the 
account  unless  the  balance  falls  well  below  the  standard 
which  is  usually  expected  to  be  maintained,  but  the  labour 
involved  to  the  Banker  in  calculating  both  interest  and 
commission  upon  a  large  number  of  Current  Accounts 
is  obviously  very  great.  The  custom  of  allowing  interest 
upon  Current  Accounts,  and  of  charging  a  commission 
upon  the  drawings,  exists  largely,  also,  upon  the  Continent, 
where,  however,  the  system  of  making  payments  by  cheque 
has  not  attained  the  same  popularity  with  which  it  is 
regarded  in  this  country. 

Another  commercial  practice  requiring  explanation  is 
the  method  usually  adopted,  by  traders  when  effecting 
purchases  and  sales  of  the  commodities  in  which  they 
deal. 

A  trader  may  buy  or  sell  goods  for  immediate  payment, 
or  he  may  sell  them  on  the  condition  that  he  receives  pay- 
ment for  them  at  some  future  date;  in  the  former  case 
the  transaction  is  said  to  be  "  For  Cash,"  and  in  the  latter 
it  is  said  to  be  "  Upon  Credit." 

When  a  trader  has  sold  goods  Upon  Credit,  that  is, 
when  payment  for  them  must  be  made  on  a  future 
specified  date,  he  usually  allows  any  purchaser  who  may 


24  BOOK-KEEPING  AND  ACCOUNTS 

desire  to  pay  for  the  goods  before  that  specified  date,  a 
percentage  on  the  amount  payable.  This  allowance  or 
deduction  is  called  a  Discount  for  Cash,  or  Cash  Discount. 
There  is  another  kind  of  discount,  called  Trade  Discount, 
which  may  be  described  as  follows : — Many  wholesale 
traders  issue  Price  Lists  (or  Catalogues)  in  which  their 
goods  are  described  and  advertised  for  sale  at  standard 
prices.  From  these  prices  certain  deductions,  called 
Trade  Discounts,  are  made,  the  percentage  varying  in 
different  trades. 

Cash  Discount  and  Trade  Discount  must  not  be 
confounded  with  each  other ;  both  of  them  may  be,  and 
frequently  are,  allowed  to  the  purchaser  in  the  same 
transaction.  The  Trade  Discount  reduces  the  catalogue 
price  to  the  real  selling  price  ;  while  the  Cash  Discount  is 
offered  as  an  inducement  to  the  purchaser  to  discharge  his 
obligation  to  pay  at  an  earlier  date  than  he  otherwise  would. 

The  great  advantage  of  the  Trade  Discount  system  lies 
in  the  fact  that  in  many  trades  prices  are  subject  to 
frequent,  and  often  sudden,  fluctuations.  These  fluctua- 
tions may  be  caused  by  excess  of  the  demand  over  the 
supply  of  the  manufactured  articles  ;  or  by  excess  of  the 
supply  over  the  demand ;  or  by  an  excessive  or  a  dimin- 
ished production  of  the  raw  material ;  or  by  other  causes. 
It  is  obvious  that  the  alteration  of  a  great  number  of 
prices  in  a  trade  catalogue  to  meet  every  fluctuation 
would  involve  the  necessity  of  continually  issuing  new 
Price  Lists,  with  a  consequent  waste  of  time  and  money. 
On  the  other  hand,  a  notification  to  the  trader's  customers 
that  the  Trade  Discount  has  been  changed  is  as  effective 
and  is  a  much  quicker  and  more  convenient  method  of 
adjusting  prices. 

In  modern  practical  book-keeping,  Trade  Discounts  are 
not  incorporated  as  such  in  the  trader's  Ledger ;  a  memo- 
randum of  their  having  been,  granted  is  made  in  the  book 
wherein  the  sale  is  first  recorded,  and  the  transaction  is 
passed  through  the  Ledger  as  though  the  goods  had 
originally  been  sold  at  the  standard  list  price,  less  the 
Trade  Discount. 

Goods  which,  upon  delivery  by  a  seller  to  a  purchaser, 
are  found  to  be  unsatisfactory  in  some  respect,  e.  g.  "  not 
up  to  sample,"  are  usually  permitted  to  be  returned  by 
the  latter  to  the  former,  and  an  allowance  is  usually  made 
for  them,  calculated  at  the  full  original  price  agreed  upon 
between  the  parties.      These  transactions    are  termed 
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"  Returns,"  and  are  styled  "  Returns  Inwards "  and 
"  Returns  Outwards,"  according  as  they  are  received  by 
or  returned  by  the  trader  whose  transactions  are  to  be 
recorded. 

An  enterprising  trader  usually  prefers  to  receive  prompt 
payment  of  the  debts  due  to  him,  even  at  the  sacrifice  of 
a  portion  of  the  profit  on  each  transaction ;  he  has  his  own 
creditors  to  satisfy,  and,  in  addition,  he  is  usually  in- 
fluenced by  the  reflection  that  the  more  rapidly  he  can 
obtain  payment  of  the  debts  due  to  him,  the  more 
expeditiously  he  can  embark  in  fresh  transactions. 

In  order  to  combine  the  debtor's  inclination  to  defer 
payment  until  the  extreme  limit  of  his  credit  with  the 
creditor's  desire  foi  prompt  settlement,  a  document  called 
a  "  Bill  of  Exchange  "  has  been  brought  into  use. 

A  Bill  of  Exchange  is  a  short  written  document,  specimen 
forms  of  which  will  be  found  in  Chap.  XII,  whereby  a 
debtor  promises  to  pay  a  certain  sum  of  money  at  a 
stated  future  date  to  his  creditor,  or  to  any  other  person 
to  whom  his  creditor  may  direct  the  money  to  be  paid. 
A  Bill  of  Exchange  resembles  a  bank-note  in  so  far  that 
any  bond  fide  holder  of  it  can  confer  upon  any  other 
person  the  right  to  receive  the  amount  of  the  bill  at 
maturity  by  merely  handing  the  bill  to  him;  on  the 
other  hand,  a  bill  differs  from  a  bank-note  in  that  it 
requires  an  *'  endorsement  "  (*.  e.  a  signature  on  the  back 
of  the  bill)  by  the  transferor  to  complete,  in  many 
instances,  the  transferee's  legal  position. 

The  practical  utility  of  a  document  of  this  nature  will 
be  obvious ;  in  the  first  place,  it  is  a  written  acknowledg- 
ment of  indebtedness,  coupled  with  a  definite  promise  of 
payment,  and  for  these  useful  characteristics  alone,  if  for 
no  others,  a  creditor  usually  prefers  a  Bill  of  Exchange  in 
place  of  an  ordinary  book  debt,  and  obtains  the  former 
as  embodying  the  latter.  Secondly,  the  creditor  who 
has  obtained  a  Bill  of  Exchange  signed  or  "  accepted  "  by 
his  debtor,  possesses  a  negotiable  piece  of  paper  which,  if 
the  reputation  of  the  "  acceptor  "  be  good,  is  readily  real- 
izable. Banks  and  discount  companies  are  always  willing 
to  "  discount  "  {i.  e.  purchase  for  something  less  than  their 
face  value)  Bills  of  Exchange  bearing  the  names  of  well- 
known  traders,  and  the  possessor  of  an  accepted  bill  of 
this  high  standing  will  have  no  difficulty  in  discounting 
it,  and,  having  disposed  of  it,  he  can  of  course  employ 
the  proceeds  in  entering  into  fresh  transactions. 
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It  must,  however,  be  stated  that  the  creditors  signature 
must  ordinarily  appear  on  a  Bill  of  Exchange  as  well  as 
that  of  the  debtor,  although  the  latter  is  the  person  by 
whom  the  money  is  expressed  to  be  payable ;  and,  as  a 
consequence  of  this  fact,  if  the  creditor  parts  with  a  bill 
accepted  by  his  debtor,  he  is  himself  liable  to  pay  the 
amount  of  it  to  any  third  party  holding  it,  if  the  debtor 
fails  to  meet  his  obligation  upon  the  presentation  of  the 
bill  at  maturity.  The  double  liability  which  attaches  to 
Bills  of  Exchange  constitutes  another  cogent  reason  why 
good  trade  bills  are  favoured  by  Bankers  as  temporary 
investments. 

When  a  debtor  signs  a  Bill  of  Exchange  in  favour  of 
his  creditor  he  is  said  to  "accept"  it,  and  the  creditor  is 
said  to  "  draw  "  upon  him.  As  will  be  seen  by  a  reference 
to  the  illustration  in  Chap.  XII,  the  actual  form  of  a  Bill 
of  Exchange  is  that  of  a  letter  addressed  by  the  creditor 
to  his  debtor  requesting  payment  of  a  certain  sum  at  a 
fixed  future  date,  to  which  request  the  debtor  signifies  his 
assent  by  writing  his  name  across  the  letter  itself. 

From  the  point  of  view  of  an  **  acceptor  "  outstanding 
bill  obligations  are  termed  in  book-keeping  "  Bills  Pay- 
able," from  that  of  a  "drawer"  they  are  described  as 
"Bills  Receivable."  The  deduction  made  by  a  banker 
when  buying  a  Bill  of  Exchange  from  any  one  possessed 
of  it  is  called  "  Discount,"  or  "Banker's  Discount,"  audits 
measure  is  usually  the  interest  on  the  face  value  of  the 
bill  from  the  date  of  purchase  to  the  date  of  maturity  at 
an  agreed  rate  per  cent,  per  annum.  Bills  of  Exchange 
are  usually  expressed  as  being  payable  at  certain  fixed 
periods  of  time,  e.  g.  60  days,  90  days,  etc.,  from  the  date 
of  their  original  date  or  date  of  acceptance,  and  this  period 
of  time  is  termed  the  "Tenor"  of  any  particular  bill.  A 
custom  of  old  standing  permits  the  acceptor  three  ad- 
ditional days  in  which  to  meet  the  bill,  immediately 
following  the  number  of  days  actually  mentioned  in  the 
bill,  and  this  custom  of  allowing  three  "  Days  of  grace  '* 
has  been  incorporated  in  English  law,  although  it  does 
not  prevail  universally  in  foreign  countries ;  a  bill  there- 
fore which  is  expressed  as  being  payable  "ninety  days 
after  date  "  is  consequently  actually  payable  ninety-three 
days  after  the  date  of  its  original  execution.  Where  the 
tenor  of  a  bill  is  expressed  in  months,  calendar  months 
are  to  be  understood,  and  the  three  days  of  grace  must 
be  added  in  order  to  obtain  the  actual  date  of  maturity. 
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EXERCISES. 
Exercise  2a. 

1.  How  does  a  trader  keep  his  spare  cash  [a]  in  primitive  countries, 
(h)  in  countries  where  a  banking  system  has  been  established? 

2.  How  does  a  trader  make  payments  from  the  sums  kept  by 
his  Banker  for  him  on  Current  Account  ? 

3.  Explain  the  characteristics  of,  and  the  difference  between,  a 
"Current  Account"  and  a  "  Deposit  Account"  with  a  Bank. 

4.  What  is  the  difference  between  a  sale  of  goods  "  for  cash"  and 
"  upon  credit  "  ? 

5.  In  the  case  of  a  sale  of  goods  by  a  trader  to  another  person 
* '  on  credit, "  explain  what  various  methods  of  payment  or  discharge 
of  the  debt  are  usually  open  to  the  debtor. 

6.  Distinguish  between  "Cash  Discounts"  and  "Trade  Dis- 
counts."    How  are  they  treated  in  practical  book-keeping? 

Exercise  2b. 

1.  Explain  the  terms  "Returns  Inwards"  and  "Returns  Out- 
wards. " 

2.  What  is  the  use  of  a  Bill  of  Exchange  (1)  to  the  person  who 
receives  it  in  discharge  of  a  debt,  (2)  to  the  person  who  "  accepts" 
it  to  satisfy  a  debt  ? 

3.  What  is  the  basis  upon  which  Bankers  calculate  the  amount  of 
the  "  discount "  when  buying  a  Bill  of  Exchange  ? 

4.  What  is  meant  by  the  term  "  days  of  grace  "  ? 

5.  A  trader  wishes  to  raise  a  loan  to  employ  in  his  business, 
discuss  the  questions  of  security  and  rates  of  interest  in  connection 
with  such  a  loan  from  a  general  standpoint. 

6.  Where  is  it  customary  (1)  to  allow  interest  on  Current  Accounts 
kept  with  a  Bank,  (2)  not  to  make  such  allowance?  Explain  the 
working  of  a  trader's  Banking  Account  under  eack  system. 

Exercise  2c. 

1.  What  is  meant  by  the  term  "  Bank  Rate  "  ? 

2.  W^hat  is  meant  by  the  term  "  Banker's  discount"  ? 

3.  W^hat  is  meant  by  the  "  tenor  "  of  a  given  Bill  of  Exchange  ? 

4.  Explain  the  terms  "  Bills  Payable  "  and  "  Bills  Receivable." 

5.  A  Bill  drawn  on  the  2nd  of  January,  1909,  is  expressed  to  be 
payable  "  sixty  days  after  date"  ;  at  what  date  does  it  mature  for 
payment  ? 

6.  State  the  reason  why,  under  ordinary  circumstances,  a  Trader 
prefers  to  receive  prompt  payment  of  the  debts  due  to  him,  even  if 
he  is  compelled  to  forego  a  small  jjortion  of  his  profit  in  order  to 
obtain  it. 

Exercise  2d. 

1.  Explain  the  liability  of  the  "  drawer  "  upon  a  Bill  of  Exchange 
received  by  him  and  discounted  with  his  Bankers. 

2.  Explain  the  following  expressions,  an  "Endorsement,"  a  sale 
"  for  Cash  "  and  a  sale  "upon  Credit." 

3.  Explain  briefly  the  nature  and  form  of  a  Bill  of  Exchange. 

4.  How  does  a  Bill  of  Exchange  [a)  resemble  and  [h)  differ  from  a 
Bank-note? 

5.  Are  "days  of  grace  "  universally  allowed  in  the  case  of  Bills  ol 
Exchange  ? 

6.  What  are  the  characteristics  of  a  "  Deposit  Account  "  with  a 
Banker  ?  Explain  the  advantages  of  such  an  account  (a)  from  the 
depositor's  and  {h)  from  the  Banker's  point  of  view. 


CHAPTER  III 

Pbactical  Book-keeping 

books  of  account,  statistical  books,  the  ledger 

In  Chapter  I  an  endeavour  was  made  to  explain  that,  in 
theory,  the  record  of  the  transactions  of  a  business  could 
be  fully  dealt  with  by  means  of  Ledger  entries.  It  will 
probably,  however,  be  obvious  to  the  student  that,  in 
actual  practice,  this  method  must  be  considerably  modi- 
fied in  order  that  the  same  results  may  be  attained  with 
far  greater  economy  of  time  and  trouble. 

At  this  point  it  is  advisable  to  request  the  student  to 
impress  clearly  upon  his  mind  the  fact  that,  in  order  that 
the  books  of  any  commercial  concern  may  approach  as 
nearly  as  possible  to  the  maximum  of  usefulness  and 
economy,  three  essentials  must  be  attained,  viz.  (1)  The 
utmost  possible  use  of  "  original  entries  "  {i.  e.  of  entries 
made  at  the  time  of  the  occurrence  of  each  transaction), 
(2)  the  prevention  and  localization  of  errors,  (3)  the 
suitable  division  of  the  various  books  for  the  convenience 
of  the  counting-house  staff. 

The  books  commonly  employed  by  a  trader  in  his 
business  may  be  grouped  into  two  classes,  (1)  **  Books  of 
Account "  and  (2)  "  Statistical"  or  «*  Memorandum  Books." 

The  former  class  consists  of  those  books  which  form 
integral  parts  of  the  system  of  book-keeping  employed, 
and  includes  the  Ledger,  together  with  the  books  which 
are  subsidiary  to  it.  The  Ledger  is  always  the  principal 
book  in  Double  Entry  book-keeping,  and,  as  has  been 
explained  above,  could  be  designed  so  as  to  contain  within 
itself  the  whole  permanent  record  of  a  trader's  transac- 
tions ;  but,  in  view  of  the  multiphcity  of  detail  occurring 
in  any  large  business  undertaking,  and  the  excessive 
amount  of  clerical  labour  which  would  be  required  to 
deal  with  each  transaction  as  a  separate  matter,  various 
labour-saving  devices  have  of  necessity  been  evolved  by 
successive  generations  of  accountants,  with  the  result 
that,  in    modern    practice,   transactions    are   generally 
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grouped  togetHer  in  totals  for  the  purpose  of  being 
recorded  in  their  final  resting-place  on  one  side  or 
the  other  of  the  Ledger. 

By  entering  transactions  in  subsidiary  books,  or  books 
of  original  entry,  a  considerable  amount  of  grouping  in 
totals,  and  the  consequent  avoidance  of  unnecessary  detail 
in  the  Ledger  is  rendered  possible.  This  procedure  is 
the  more  desirable  in  large  business  undertakings,  where, 
as  almost  invariably  occurs,  book-keeping  by  Double 
Entry  is  the  only  method  permitted,  inasmuch  as  the 
entering  of  every  transaction  in  duplicate  would,  if  no 
system  of  grouping  were  employed,  involve  an  almost 
prohibitive  amount  of  clerical  labour. 

The  books  of  original  entry  commonly  employed  in 
practice  necessarily  differ  in  form  to  a  great  extent  ac- 
cording to  the  nature  of  the  business  in  which  they  are 
used,  but  such  books  usually  group  themselves  into  two 
classes,  viz.  "Cash  Books"  and  "Journals." 

A  Cash  Book  is  nothing  more  nor  less  than  the  Cash 
Account  in  the  Ledger,  removed  from  the  latter  for 
purposes  of  convenience,  and  bound  up  separately. 

A  Journal  is  a  book  employed  to  classify  or  sort  out 
entries  in  a  form  convenient  for  their  subsequent  entry 
in  the  Ledger.  According  to  the  particular  department 
of  a  business,  or  to  the  special  type  of  transaction  in 
or  for  which  any  particular  Journal  is  to  be  used,  so  the 
name  given  to  the  book  varies  ;  a  Journal  kept  solely  to 
record  sales  is  called  the  "  Sales  "  Journal,  or  the  Sales 
Day  Book ;  a  Journal  for  recording  purchases  is  called  a 
**  Purchase  Book  "  or  Journal,  and  so  forth. 

A  Book  of  Account  may  be  defined  briefly  as  any 
book  which  forms  an  integral  part  of  the  system  of  book- 
keeping employed  in  any  particular  business,  and  con- 
sequently includes  both  the  Ledger  and  the  books  of 
original  entry.  On  the  other  hand,  "Statistical"  or 
"Memorandum"  books  are  those  which  are  used  in  a 
business  as  accessories  to  the  general  system  of  book- 
keeping, and  which  serve  to  explain  or  to  elaborate  the 
necessarily  limited  amount  of  detailed  information  con- 
tained in  the  "  Books  of  Account." 

The  books  employed  in  a  warehouse,  providing  detailed 
information  as  to  the  nature,  qualities,  quantities  and  values 
of  the  various  pieces  of  merchandise  comprising  a  trader's 
stock-in-trade  are  of  a  "  statistical "  nature,  and  serve  to 
explain  or  amplify  the  entries  appearing  in  a  trader's 
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Sales  and  Purchase  Accounts  in  his  Ledger.  Similarly, 
factory  books  kept  to  record  the  successive  processes  to 
which  an  article  is  subjected  in  the  course  of  its  manu- 
facture, including  records  of  the  successive  costs  of  these 
processes,  are  "  statistical." 

Statistical  books  obviously  vary  greatly,  both  as  re- 
gards form  and  contents,  according  to  the  purpose  for 
which  they  are  used ;  and,  being  of  an  accessory  nature, 
any  attempt  to  outline  their  nature  must  be  postponed 
until  the  student  has  thoroughly  grasped  the  principles 
underlying  the  main  system  of  accounting  as  employed 
in  Double  Entry  book-keeping.  Consequently,  the  re- 
mainder of  this  chapter  and  the  chapters  immediately 
following  are  devoted  to  an  explanation  of  the  Books  of 
Account  commonly  used  in  modern  commercial  book- 
keeping, and  to  some  description  of  their  many  uses. 

The  Ledger 

The  student  has  already  been  informed,  in  Chapter  I, 
that  the  whole  of  a  trader's  book-keeping  could,  in  theory, 
be  contained  within  the  limits  of  one  book,  viz.  the  Ledger, 
and,  in  the  same  chapter,  an  endeavour  was  made  to 
illustrate  this  fact. 

In  a  previous  part  of  this  present  chapter  the  student 
has  again  been  told  that,  in  practice,  the  Ledger  is  the 
principal  book  in  any  system  of  Double  Entry  book-keep- 
ing, but  that,  in  order  to  save  time  and  labour,  certain 
modifications  and  various  subsidiary  books  are  employed. 
The  author  has  found  that  many  students  experience  con- 
siderable difficulty  owing  to  the  fact  that,  at  the  outset, 
they  are  taught  that,  in  theory,  a  Ledger  can  be  made  the 
sole  repository  of  a  trader's  transactions,  and  then  that, 
subsequently,  they  are  informed  that  in  practice  this 
principle  is  not  adhered  to.  In  theoretical  book-keeping 
entry  in  the  Ledger  immediately  follows  upon  the  happen- 
ing of  each  transaction,  but  in  practical  book-keeping 
transactions  are  .  entered  upon  their  occurrence,  not 
directly  in  the  Ledger,  but  in  one  or  more  books  "of 
original  entry,"  from  whence  their  entry  in  the  Ledger 
is  effected  subsequently.  Some  students,  it  has  been 
found,  are  therefore  apt  to  wonder  why  an  explanation 
of  Double  Entry  book-keeping  could  not  commence 
with  a  description  of  the  books  of  original  entry,  and 
then  proceed  to  a  description  of  the  Ledger,  which  is 
the  final  destination  of  all  transactions,  and  this  per- 
plexity on  their  part  is  not  wholly  unreasonable.     The 
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fact  is,  however,  that  whatever  books  of  original  entry 
may  be  employed,  they  are  designed  simply  and  solely 
to  facilitate  the  subsequent  entering  up  of  the  Ledger 
and  to  relieve  the  latter  of  unnecessary  and  cumbersome 
detail.  It  is  to  the  Ledger,  and  to  the  compilation  of 
an  efficient  trial  balance  from  the  Ledger,  that  all 
subsidiary  books  gradually  work  up;  and,  although  it 
may  seem  to  the  student  at  first  sight  to  be  reversing  the 
chronological  order  of  events  in  regard  to  a  trader's 
book-keeping  entries,  it  is  essential  to  explain  the  Ledger 
(which  epitomizes  the  general  operation  of  the  principles 
of  book-keeping)  before  explaining  the  peculiarities  of  the 
various  books  of  original  entry,  which  are  subsidiary  to 
the  Ledger,  and  only  contribute  in  a  minor  degree  to  the 
efficient  working  of  the  general  scheme  of  book-keeping. 

The  Ledger  may  be  briefly  defined  as  a  book  in  which 
a  trader's  transactions  are  "  laid  up  "  or  recorded  in  a 
form  easily  accessible  for  future  reference. 

In  practical  modern  book-keeping  it  is  commonly 
taken  for  granted  that  the  Ledger  does  not  include  the 
Cash  and  Bank  Accounts,  which  are  usually  bound  up 
separately  in  the  form  of  one  or  more  "  Cash  Books  "  ;  it 
must,  however,  be  clearly  understood  that  they  are  in 
essence  Ledger  accounts,  and  require  to  be  included  in 
a  Trial  Balance  (see  Chapter  IX)  just  as  though  they 
were  bound  up  in  the  Ledger  itself. 

Regarding  for  a  moment  the  Cash  Book  and  the 
Ledger  as  forming  together  one  "  Ledger,"  the  cardinal 
principle  of  Double  Entry  book-keeping,  it  will  be  remem- 
bered, is  that  every  transaction  is  capable  of  being  recorded 
in  two  accounts  contained  in  the  Ledger,  on  the  Debit 
(or  left-hand)  side  in  one  account  and  on  the  Credit  (or 
right-hand)  side  in  the  other.  The  "Accounts"  referred 
to  are,  of  course,  the  classified  sections  into  which  a 
Ledger  is  divided. 

The  effect  of  this  essential  principle  may  be  expressed 
shortly  as  that  '*  every  debit  requires  its  credit,  and  vice 
versa.'* 

A  specimen  form  of  a  Ledger  account  is  set  out  below — 
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Ledger  accounts  may  be  grouped  in  three  classes, 
viz. — 

Personal  Accounts,  recording  the  trader's  financial 
transactions  with  his  debtors  and  creditors,  and  furnish- 
ing a  record  of  the  sales  or  loans  to  or  purchases  or 
loans  from  these  persons. 

Eeal  Accounts,  recording  the  trader's  dealings  in 
property  (other  than  debts  due  to  him),  and  material 
objects  such  as  Machinery  and  Plant,  Buildings,  Patents, 
etc. 

Nominal  Accounts,  recording  the  trader's  losses,  ex- 
penses, profits  and  gains,  or,  in  other  words,  his  income 
and  expenditure,  and  his  net  worth  or  (in  the  case  of  a 
business)  the  amount  he  has  embarked  in  the  business. 
Sub-divisions  of  the  Profit  and  Loss  Account,  such  as 
Discounts,  Eent,  Taxes,  Salaries,  Wages,  Ofiice  Expenses, 
etc.,  offer  examples  of  Nominal  Account  items. 

In  the  case  of  Personal  Accounts  all  the  individual 
amounts  or  things  yaid  or  sold  to  any  person  by  the 
trader  are  entered  on  the  debit  side  of  the  Ledger  account, 
the  person  dealt  with  being  regarded  as  a  debtor  to  the 
trader  for  each  of  these  various  sums,  irrespective  of  the 
pre-existing  relations  or  dealings  between  them. 

Conversely,  all  sums,  properties,  or  values,  received  by 
the  trader  from  any  person  are  entered  on  the  credit 
side  of  the  account  kept  by  the  trader  for  the  party  from 
whom  they  are  received.  The  person  transferring  these 
values  or  things  to  the  trader  is  regarded  as  being  the 
trader's  creditor  for  the  value  of  each  of  them,  again  irre- 
spective of  the  position,  on  striking  a  balance,  between 
them. 

Students  sometimes  experience  considerable  difficulty 
in  appreciating  the  essential  rule  that  each  transaction 
must  be  considered  by  itself,  quite  apart  from  any  trans- 
actions with  any  particular  person  which  may  have  pre- 
ceded it.  For  instance,  J.  Brown,  a  debtor  to  the  trader 
whose  books  aro  being  written  up,  may  discharge  his 
debt  (say  .£100)  by  a  payment  in  cash.  To  record  the 
entry  of  this  cash  payment  the  Cash  Account  must  perforce 
be  debited,  and  J.  Brown  must  be  credited.  In  other 
words,  J.  Brown  is  shown  as  a  creditor  for  this  £100  in 
his  Personal  Account  as  kept  by  the  trader,  whereas  the 
student  is  sometimes  at  a  loss  to  understand  how  this  can 
be,  inasmuch  as  by  the  payment  of  this  sum  J.  Brown, 
on  striking  a  balance,  becomes  neither  a  debtor  nor  a 
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creditor  of  the  trader,  the  debt  between  them  being  at 
an  end.  The  correct  way  to  regard  the  matter  is  that 
J.  Brown,  when  buying  goods  from  the  trader,  necessarily 
became  his  debtor  for,  say,  £100 ;  that  on  paying  the  same 
amount  of  money  to  the  trader  he  becomes  his  creditor 
for  £100,  and  that  these  two  separate  relationships  to  the 
trader  cancel  one  another. 

In  the  case  of  "  Eeal "  Accounts  (sometimes  called 
"Property  Accounts")  all  property  acquired  is  entered 
on  the  debit  side  of  the  Ledger  account,  the  Property 
Account  being,  so  to  speak,  personified  and  regarded  as 
a  debtor  to  the  trader  for  the  amount  invested  in  that 
direction.  Conversely,  when  property  is  parted  with  the 
Property  Account  is  credited. 

"  Nominal "  Accounts  (sometimes  called  "  Impersonal 
Accounts  "),  representing  losses,  are  debited  with  all  losses 
incurred,  and  may,  for  purposes  of  illustration,  be  re- 
garded as  if  they  were  Personal  Accounts,  all  sums  sunk 
in  the  particular  type  of  loss  being  regarded  as  amounts 
paid  to  the  imaginary  person.  In  the  case  of  Nominal 
Accounts  representing  profits,  the  entries  appear  on  the 
credit  side  of  the  account,  and  may  be  likened  to  receipts 
from  imaginary  persons.  In  point  of  fact,  to  be  strictly 
literal,  the  trader  would  head  the  account  ^^  My  Office 
Expenses  Account,"  ''My  Sales  Account,"  etc. 

The  Capital  Account,  upon  which  appears  the  excess 
of  the  trader's  assets  over  his  liabilities,  may  be  regarded 
as  a  species  of  Personal  Account  kept  by  the  business  for 
the  proprietor  of  it,  and  as  showing  at  any  time  the 
amount  which  the  latter  has  invested  in  the  concern.  In 
the  case  of  limited  companies  this  supposition  becomes 
an  actual  fact. 

A  trader's  transactions  are  first  entered,  as  and  when 
they  occur,  in.  the  various  books  of  "  original  entry."  From 
the  books  of  original  entry^  the  necessary  records  in  the 
Ledger  are  made,  and  this  process  is  called  "  Posting  the 
Ledger." 

Postings  in  the  Ledger  are  made,  (1)  in  the  case  of 
"  Cash  Book  "  entries,  on  the  opposite  side  to  that  upon 
which  they  appear  in  the  Cash  Book ;  and  (2)  in  the  case 
of  entries  from  *'  Journals,"  on  the  same  side  as  that  which 
is  indicated  in  the  Journal.  This  difference  of  treatment 
arises  out  of  the  fact  that  the  Cash  Book  is  really  a 
Ledger  Account  itself,  and  contains  debit  entries,  which 
must,  to  complete  the  "double  entry,"  be  posted  to 
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the  credit  of  some  other  account  or  accounts  in  the 
Ledger,  and  vice  versa,  while  the  Journals,  as  previously 
explained,  merely  arrange  the  entries  in  a  convenient 
form  for  subsequent  posting,  both  on  the  debit  and  credit 
sides  in  the  Ledger  itself. 

Eegarding  the  Cash  Book  as  a  Ledger  Account  which 
has  been  bound  up  separately,  it  may  be  said  that  if  the 
balances  of  all  the  accounts  in  a  Ledger  are  extracted  and 
classified  under  the  respective  sides  (Dr.  or  Cr.)  upon 
which  they  appear  in  the  Ledger,  the  total  Debit  balances 
must  agree  with  the  total  Credit  balances.  If  this  agree- 
ment fails  to  ensue  it  follows  either  (1)  that  the  extraction 
of  the  balances  has  been  done  inaccurately,  or  (2)  that  the 
posting  of  the  Ledger  is  incorrect.  For  instance,  if  an 
entry  be  posted  in  the  Ledger  twice  on  the  credit  side 
instead  of  once  to  the  debit  and  once  to  the  credit,  the 
Trial  Balance  will  disagree,  and  will  show  that  such  an 
error  exists,  its  location  being  then  merely  a  matter  of 
search. 

As  has  been  already  indicated,  the  Ledger  is  often 
subdivided  into  several  parts,  bound  up  separately,  for 
the  convenience  of  the  counting-house  work,  or  in  order  to 
reduce  the  various  sub-Ledgers  to  a  convenient  size.  In  an 
undertaking  of  some  importance,  for  example,  the  follow- 
ing subdivisions  might  well  be  found  : — (1)  Sales  Ledger, 
for  the  record  of  all  sales  to  customers ;  (2)  Bought  Ledger, 
for  the  record  of  all  purchases  from  creditors ;  (3)  Im- 
personal or  Nominal  Ledger,  for  the  accommodation  of  the 
various  "  Asset,"  "  Eeserve,"  and  other  accounts  of  a  like 
nature ;  (4)  Private  Ledger,  for  the  record  of  the  partners' 
*'  Capital  "  and  "  Drawing  "  Accounts,  and  the  Profit  and 
Loss  Account.  The  "Sales"  and  "Bought"  Ledgers, 
again,  if  the  accounts  were  very  numerous,  would  be 
divided  alphabetically,  thus:  A — K,  L — Z.  Or,  if  more 
convenient,  the  subdivisions  might  be  arranged  upon  geo- 
graphical lines,  thus  :  Town  Sales  Ledger,  Country  Sales 
Ledger,  Foreign  Sales  Ledger,  and  so  on. 

EXERCISES. 
3a. 

1.  What  is  a  Ledger  ?  Briefly  discuss  its  position  (1)  in  theoretical 
book-keeping,  (2)  in  practical  book-keeping, 

2.  What  are  (a)  Personal  Accounts,  {b)  Nominal  Accounts,  (c) 
Real  Accounts  ? 

3.  What  is  a  Cash  Book  ? 

4.  What  is  the  object  of  a  Journal? 
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5.  Why  are  "Books  of  Original  Entry"  employed  in  practical 
book-keeping  ? 

6.  What  is  meant  by  ' '  Posting  the  Ledger  "  ? 

7.  What  is  the  difference  between  a  "Boole  of  Account"  and  a 
"  Statistical  Book  "  ? 

8.  Wliat  is  the  cardinal  principle  of  Double  Entry  book-keeping  ? 

3  b. 

1.  What  is  a  trader's  "  Capital  Account,"  and  what  does  its 
balance  represent  ? 

2.  Classify  the  following  Ledger  accounts  as  among  (a)  Real, 
(6)  Personal,  and  (c)  Nominal  Accounts,  viz.  Capital  Account, 
Machinery  Account,  Telegrams  and  Postages  Account,  J.  Wilson 
&  Co.'s  Account,  Discounts  Received  Account,  Profit  and  Loss 
Account,  Wages  Account,  R.  Brown  (Loan)  Account,  Buildings 
Account,  Bad  Debts  Account,  Office  Expenses  Account. 

3.  In  which  Ledger  or  other  accounts,  and  upon  which  side  of 
such  accounts,  would  you  expect  to  find  the  following  items  ? — 

(a)  £1,000  paid  for  a  plot  of  land. 

(6)  £50  received  as  commission  for  efifecting  a  sale  of  another 

person's  property. 
{c)  £70  paid  for  wages. 
{d)  £100  paid   to-day  to   R.    Jones   in  full   settlement  of  an 

account  for  £104  12s.  6rf.  due  to  him  two  months  hence, 
(e)  £200  received  from  J.  Brown  in  part  repayment  of  money 

lent  to  him. 

4.  What  are  the  essentials  to  be  attained  in  order  tliat  the  books 
of  a  commercial  concern  may  approach  as  nearly  as  possible  to  the 
maximum  of  usefulness  and  economy  ? 

5.  Explain  the  term  "Books  of  (Original  Entry"  ;  what  are  these 
books? 

6.  Give  a  specimen  ruling  of  a  Ledger  account  (Personal),  and 
enter  therein  three  entries  on  the  debit  and  three  on  the  credit 
side,  and  bring  down  the  balance. 

7.  Open  the  necessary  Ledger  (or  other)  accounts  from  the 
following  items:  On  January  1,  1909,  John  Jones  had  cash  at 
the  Bank,  £150  ;  freehold  shop  value,  £1,000  ;  a  horse  and  cart  value 
£110 ;  debts  owing  to  him,  £560 — viz.,  R.  Brown,  £400  ;  J.  Robinson, 
£160  ;  whOst  he  owed  £670  (viz.  J.  Fitter,  £420  ;  R.  Roberts,  £250) ; 
he  also  had  stock  of  goods  on  hand  valued  at  £312. 

3c. 

Menzies  Bros,  of  London  carry  on  a  general  agency  and  mercantile 
business  ;  Brown,  Knox  &  Co.  of  Gibraltar  area  firm  doing  business 
with  them.  From  the  following  particulars  prepare  the  account  of 
Brown,  Knox  &  Co.,  as  it  appears  in  Menzies  Bros.'  Ledger,  bringing 
down  the  balance  at  the  31st  January. 

Menzies  Bros.'  transactions: — 
1909. 

Jan.  ].     Balance  owing  by  Brown,  Knox  k  Co.,  £462  55.  Sd. 
,,     2.     Sold  Brown,  Knox  &  Co.,  goods  on  credit,  £214  95.  5d. 
,,     3.     Paid  R.  Merton  on  behalf  of  Brown,  Knox  k  Co.,  £40. 
„     4.     Sold  Brown,  Knox  &  Co. ,  goods  on  credit,  £212  10s.  9d. 
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1909. 

Jan.  4.  Purchased  for  cash  on  account  of  Brown,  Knox  &  Co. , 
3  sewing  machines  at  £7  each,  and  shipped  these  to 
Brown,  Knox  &  Co.  at  Gibraltar,  paying  freight, 
£4.  Charge  a  special  commission  of  5s.  on  this 
transaction. 

,,  10.  Received  from  Brown,  Knox  &  Co.  goods  returned  as 
unsuitable,  invoiced  at  £12  9s.  QcL,  allowed  them 
full  invoice  price  therefor. 

„  11.  Received  from  Brown,  Knox  &  Co.  cheque  on  the 
Eastern  Counties  Bank,  Ltd.,  £105  10s,  M.  for 
credit  of  their  account. 

„  13.  Brown,  Knox  &  Co.  advise  that  they  have  remitted 
through  the  Gibraltar  office  of  the  London  and 
•  Peninsular  Bank,  Ltd.,  £300  to  be  placed  to  the 
credit  of  their  account,  and  enclose  a  sight  draft 
for  £500  drawn  on  Baring  &  Co.  of  London  for 
their  credit.  This  draft  was  duly  honoured  on 
presentation. 

,,  14.  Received  from  the  London  office  of  the  London  and 
Peninsular  Bank,  Ltd.,  the  £300  referred  to  in  the 
preceding  paragraph. 

„  19.     Sold  Brown,  Knox  &  Co.  goods  on  credit,  £39  2s.  Ad. 

,,  21.  Brown,  Knox  &  Co.  forwarded  a  £200  Japanese 
Government  4i-per-cent.  Bond  for  sale  on  their 
account  ;  sold  the  same  and  received  cheque  from 
the  stockbrokers,  £195  10s. 

„  23.  Brown,  Knox  &  Co.  requested  Menzies  &  Co.  to 
purchase  on  their  account  £200  London  County 
Consolidated  3.Vper-cent.  Stock  ;  purchased  the 
same  at  par  and  paid  the  stockbroker  £200  therefor. 

„  25.  Paid  on  behalf  of  Brown,  Knox  &  Co.  the  following, 
viz. — 

To  Mrs.  M.  Jones,  £250. 
To  Owen  Jones,  £125. 
To  Griffith  Jones,  £125. 
Charge  Brown,  Knox  &  Co.  a  special  commission  ol 
10s.    6^.  on   the   above  payments  to  cover  clerk's 
travelling  expenses  and   time  occupied  in  making 
inquiries  as  to  the  foregoing  payments. 

„  29.  Received  from  Albert  Heather  £15  in  cash,  to  be 
placed  to  the  credit  of  Brown,  KLnox  &  Co. 

3d. 

Open  Ledger  accounts  with  the  following  oalances  under  date 
January  1st,  1909.  Stock  of  Timber,  £500  ;  Cash  at  Bank,  £600  ; 
Bill  Receivable  in  hand,  0.  Child,  due  Januarv  3rd,  £100  ;  Debtor, 
B.  Nugent,  £32  10s.  R.  Jones'  Capital  Account,  £1,232  10s.  Post 
by  double  entry  the  following  transactions  and  prepare  a  Trial 
Balance  upon  their  completion. 

1909. 
Jan.  1.     Bought  a  cargo  of  timber  from  V.  Oscarsson,  gross, 
£385,  less   10  per  cent,  trade  discount.     Paid  V. 
Oscarsson  by  cheque  £340  in  settlement  of  account. 
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1909. 

Jan.  2.     Sold   to  Smith   Bros.,  on   credit,    timber,  £262  15s. 

Drew  on  Smith   Bros,  at  3  months  for  £200  on 

account  of  the  above  sale. 

,,     3.     Discounted  Smith  Bros.'  draft  with  the  Bank,   being 

charged  Bankers'  discount,  £2. 

3.     Sold  timber  for  cash,  £200,  paid  the  same  to  the  Bank. 

3.  O.  Child's  bill,  £100,  due  to-day,  paid  through  the 
Bank. 

4.  Paid  by  cheque  for  office  furniture  purchased,  £25. 

4.  Drew  from  Bank  £4  \0s.   in  cash,  and  employed  the 
same  in  paying  wages  for  the  week. 

5.  Bought  for  cash  a  cargo  of  timber  ex.  s.s.  L^onie  for 
£325  net. 

5.  Paid  by  cheque  electric  light  bill,  £4  6s. 

6.  Received  from  B.  Nugent  cheque  for  £32  and  banked 
same  ;  allowed  him  discount,  10s. 

Answers.— 3b  (7).     Capital,  £1,462. 

3c.  Deoit  Balance  of  Account,  Jan.  31st,  £565  13s 

3d.  Trial  Balance  Totals,  £1,238  10s. 


CHAPTER   IV 

THE     CASH     BOOK 

When  the  principles  of  Double  Entry  book-keeping 
were  first  applied  to  the  methods  employed  in  recording 
commercial  transactions,  a  Ledger  account  was  kept  for 
the  purpose  of,  recording  all  receipts  and  payments  of 
Cash  in  just  the  same  manner  as  separate  Ledger  accounts 
were  maintained  for  all  other  types  of  commercial  property: 
in  these  early  days  no  other  record  of  Cash  was  made. 
It  soon  became  apparent  that  the  Cash  Account  greatly 
exceeded  in  bulk  every  other  Ledger  account,  and,  of 
necessity,  the  custom  consequently  arose  of  binding 
the  account  up  as  a  separate  book.  The  Cash  Book 
having  thus  come  into  existence  as  a  separate  book,  was 
henceforth  used  as  the  sole  book  in  which  the  original 
entries  of  all  cash  receipts  and  payments  were  recorded. 
Its  nature,  however,  as  an  integral  part  of  the  Ledger 
remained  unchanged^  and  the  items  appearing  in  it  con- 
tinued to  form  the  separate  halves  of  twofold  entries,  the 
remaining  halves  of  the  "  double  entries"  being  posted  in 
the  relative  Ledger  accounts  upon  their  respective  opposite 
sides;  in  other  words,  every  entry  appearing  on  the 
Debit  side  of  the  Cash  Book  had  its  corresponding  Credit 
entry  in  some  appropriate  Ledger  account,  and  vice  versa. 

In  modern  practice  cash  entries  are  first  made  in  the 
Cash  Book  from  the  memoranda  or  counterfoils  in  the 
trader's  possession,  upon  the  debit  or  credit  side  accord- 
ing to  their  nature  (receipts  or  payments),  and  the  corre- 
sponding entries  (to  credit  or  debit)  in  the  necessary 
Ledger  accounts  are  made  as  soon  thereafter  as  is  con- 
veniently possible. 

The  balance  of  the  Cash  Book,  at  any  date,  shows 
the  amount  of  money  which  should  be  in  the  trader's 
possession. 

A  specimen  ruling  of  an  elementary  Cash  Book,  in  its 
simplest  form,  is  appended.  It  will  be  noticed  that  the 
form  employed  is  merely  that  of  an  ordinary  Ledger 
account — 
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The  above  form  is  designed  to  contain  the  record  of 
receipts  and  payments  in  money,  i.  e.  actual  coin  ;  but  if, 
as  is  now  usual,  and  as  has  been  indicated  in  Chapter  II, 
the  trader  keeps  none  of  his  money  in  his  own  possession, 
but  pays  all  his  receipts  into  his  Bank  and  effects  all  his 
payments  by  means  of  cheques,  the  form  of  Cash  Book 
given  above  will  serve  equally  well  to  record  the  trader's 
Banking  transactions.  AH  sums  paid  to  the  Bank  in  such 
a  case  are  entered  on  the  debit  side,  and  all  cheques  drawn 
appear  on  the  credit  side ;  the  balance  of  the  Cash  Book 
will  show,  at  any  date,  the  amount  held  by  the  Banker 
on  behalf  of  the  trader,  i.e.  his  "  Bank  Balance." 

A  specimen  form  of  Cash  Book,  utilized  to  record  the 
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trader's  Bank  transactions,  is  set  out  above.  The  typical 
transactions  entered  in  the  form  will  explain  themselves. 

The  particulars  contained  in  the  columns  of  this  Cash 
Book  are  those  which  will  ultimately  appear  in  the 
trader's  Bank  Pass  Book,  and  it  will  be  obvious  to  the 
student  that  there  will  therefore  be  no  need  to  keep  a 
Bank  Account  in  the  Ledger. 

In  practical  experience,  certain  businesses  will  not 
infrequently  be  met  with  in  which  the  owner  of  the 
undertaking  keeps  the  greater  part  of  his  money  with  his 
Banker,  but  is  nevertheless  obliged  to  retain  some  ready 
cash  in  hand  at  his  office ;  for  instance,  in  undertakings 
where  the  receipts  from  debtors  are  partly  in  the  form 
of  cheques  and  partly  in  coin,  and  in  cases  where 
occasional  payments  in  cash  are  required. 

To  meet  the  needs  of  such  businesses  a  composite  form 
of  Cash  Book  is  necessarily  employed,  containing  two 
money  columns  on  each  side,  designed  to  record  receipts 
and  payments  both  in  cash  and  through  the  Banker. 
Apart  from  the  necessary  difference  in  form  there  is  no 
change  whatever  in  the  principle,  or  the  uses,  of  this  style 
of  Cash  Book  as  compared  with  the  elementary  form 
given  above. 

In  this  kind  of  Cash  Book  all  receipts  in  coin  or  notes 
are  entered  on  the  debit  side  in  the  ordinary  way,  the 
amount  being  placed  in  the  "  Cash "  money  column. 
All  payments  made  in  cash  are  placed  on  the  credit  side 
in  the  "  Cash "  column,  with  their  appropriate  details, 
and  payments  made  by  cheque  appear  similarly  in  the 
"  Bank  "  credit  money  column.  Cheques  received  by  the 
trader,  and  immediately  banked  by  him,  are  entered  in 
the  Cash  Book  in  the  debit  "  Bank "  column. 

Where  the  trader  himself  pays  into  his  Bank  any  sum 
from  his  office  cash-box  (it  frequently  occurs  that  his 
receipts  in  coin  are  in  excess  of  his  immediate  cash 
requirements  for  payments),  the  amount  so  taken  from 
office  cash  is  treated  as  a  payment  made  from  "Cash" 
on  the  one  hand  and  as  a  receipt  by  the  '*  Bank  "  on  the 
other  hand ;  the  sum  consequently  appears  as  a  credit 
entry  in  the  "  Cash "  column  and  as  a  debit  entry,  for 
the  same  amount,  in  the  **  Bank  "  column. 

Conversely,  when  the  trader  draws  cash  from  his  Bank 
for  the  purposes  of  replenishing  his  Office  Cash  Balance, 
the  matter  is  recorded  under  the  guise  of  a  payment  made 
out  of  the  Bank  Balance  and  as  a  receipt  by  "Office 


THE  CASH  BOOK 


41 
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1908. 

Oct.  1.     Balance   of   Office   Cash   in   hand,  £60;   Bank 
Balance,  £120. 
„   2.     Eeceived  in  cash  from  J.  Jones,  £20,  and  from 
W.  Brown  £10  5s. 
Eeceived  cheque   from  Smith  &  Co.,  £60,  and 
banked  the  same. 
„    3.     Paid  for  wages  from  Office  Cash,  £48. 
Paid  from  Office  Cash  to  Bank,  £35. 
Drew  cheque    in  favour    of  Wilson  Bros,  for 
£94  15s. 
„   4.     Drew  from  Bank  for  Office  Cash,  £10. 

The  Cash  Book  is  balanced  off  as  on  October  4,  and  the 
balances  are  then  carried  down. 

In  many  businesses  it  is  customary  for  the  trader  both 
to  allow  and  receive  small  "  Discounts"  (known  as  "  Cash 
Discounts  "),  when  his  debtors  discharge  their  obligations 
to  him  or  he  himself  pays  his  own  creditors.  It  is  fre- 
quently found  in  practice  that,  in  many  businesses,  almost 
every  such  receipt  or  payment  of  money  is  accompanied 
by  a  "  Discount "  allowance,  and,  in  order  to  avoid  the 
posting  of  an  unnecessary  number  of  separate  discount 
entries,  an  economical  practice  of  passing  these  discount 
entries  into  the  Ledger  simultaneously  with  the  cash 
entries  out  of  which  they  arise  has  become  general.  If 
John  Jones  pays  the  trader  £49  in  full  settlement  of  a  debt 
of  £50  due  by  him,  it  is  obvious  that  the  cash  payment 
(£49)  and  the  discount  (£1)  must  in  one  way  or  another 
be  placed  to  the  credit  of  John  Jones  in  the  trader's 
Ledger.  If  the  £49  only  were  to  be  posted  to  the  credit  of 
John  Jones  from  the  Cash  Book,  a  separate  double  entry, 
debiting  "  Discount"  and  crediting  John  Jones,  would  be 
necessary,  and  similar  entries  would  be  needed  for  every 
one  of  the  many  corresponding  discount  allowances. 

The  custom  has  consequently  arisen  of  noting  in  the 
Cash  Book  all  such  discounts  allowed  or  received,  and  of 
posting  to  the  appropriate  Personal  Account  in  the 
Ledger  both  the  cash  passing  and  the  discount  allowed 
in  one  sum.  Under  this  method  the  discount  is  entered 
in  the  Personal  Account  in  the  Ledger  in  company  with 
the  cash  payment,  and  the  relation  between  the  two 
items  is  readily  seen.  At  the  end  of  any  particular 
period  the  total  discounts  so  allowed  and  received  are 
added  up  in  the   Cash  Book  and  posted  in  one  total 


THE  CASH  BOOK  43 

fco  the  debit  or  credit  of  the  "  Discount  Account "  in 
the  Ledger,  thus  completing  the  double  entry.  The 
economy  of  time  and  labour  thus  effected  will  be  obvious 
to  the  student. 

An  example  may  serve  to  make  the  principle  thus 
described  more  readily  understood.  Taking  again  the 
transaction  with  J.  Jones  given  above,  the  entries  which, 
under  the  system  of  noting  discounts  in  the  Cash  Book, 
take  place  would  be  as  follows — 

1.  The  receipt  of  £Jf.9  is  debited  in  the  Cash  Book. 

2.  A  note  is  made  in  the  Cash  Book  (in  the  column 

provided  for  that  purpose)  that  £1  discount  has 
been  allowed  to  J.  Jones. 

3.  £50  ("  Cash   and    Discount ")   is  credited  to  J. 

Jones's  Personal  Account  in  the  Ledger. 

4.  At  a  subsequent  date  all  the  discounts  allowed, 

inclvAing  the  £1  on  this  transaction,  are  debited 
to  the  "  Discount  Account  "  in  the  Ledger. 

In  this  v.ay  £50  is,  under  one  guise  or  another, 
posted  on  each  side  of  the  Ledger  (remembering,  of 
course,  thi-t  the  Cash  Book  is  a  Ledger  account),  and  the 
double  entry  is  thus  complete. 

A  similar  method  is  adopted  in  deaUng  with  the  dis- 
count received  by  the  trader  on  the  cash  payments  made 
by  him.  In  this  instance  the  total  debit  to  the  trader's 
creditor  both  for  cash  paid  to  him  and  discount  allowed 
by  him  on  the  payment  appears  in  the  creditor's  per- 
sonal Ledger  account ;  the  credit  entry  in  the  Cash 
Book  for  the  cash  paid,  plus  the  ultimate  credit  entry  in 
the  Discount  Account  for  the  total  discounts  received, 
completes  the  necessary  double  entry. 

A  specimen  form  of  Cash  Book,  including  a  memorandum 
column  for  noting  discounts  on  each  side,  is  appended. 
The  "memorandum"  nature  of  the  discount  columns  must 
be  clearly  borne  in  mind;  the  debit  column  represents 
discounts  allowed,  and  its  total  is  destined  to  be  posted 
ultimately  to  the  debit  of  the  **  Discount  Account  " ;  and, 
in  the  case  of  discounts  received,  the  total  appearing  in 
the  credit  discount  column  is  to  be  posted  to  the  credit  of 
the  "  Discount  Account."  If  the  discount  columns  were 
to  form  part  of  the  Cash  Book  in  the  same  manner  that 
the  "  Cash  "  and  "  Bank  "  columns  form  part  of  it,  one 
would  naturally  expect  to  find  the  contra  entries  for 
their  totals  appearing  on  the  ojyj^osite  sides  of  the  Ledger, 
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but  inasmuch  as  they  are  merely  "memorandum" 
columns,  the  general  rule  of  posting  from  the  debit  side 
of  the  Cash  Book  to  the  credit  side  of  the  Ledger  does 
not  apply  to  these  totals.  The  individual  items  appearing 
in  the  discount  columns  are  posted  to  the  appropriate 
Personal  Accounts  in  the  Ledger  (in  company  with  the 
cash  passing)  upon  the  opposite  sides  to  those  upon 
which  they  appear  in  the  Cash  Book,  and  at  the  end 
of  a  given  period  the  total  of  these  allowances  is  posted 
in  the  Ledger  in  the  Discount  Account  upon  the  same 
side  as  that  upon  which  they  appear  in  the  Cash  Book. 

The  following  transactions  are  entered,  by  way  of 
illustration,  in  the  appended  specimen  three-column  Cash 
Book— 

1908. 
Oct.  1.     Cash  Balance,  £60 ;  Bank  Balance,  £105. 
„    2.     Eeoeived  from  J.  Jones  £40  in  cash  and  allowed 

him  discount,  £2.  / 

„     3.     Paid  £70  to  the  Bank  from  Office  Cash. 
„     4.     Drew  a  cheque  in  favour  of  W.  Brown  for  £62 ; 

discount  received,  £3. 
„     5.     Eeceived  a  cheque  from  J.  Jones,  £30 ;  allowed 

him  discount,  £3,  and  banked  the  cheque. 

The  Cash  Book  is  balanced  as  on  October  5,  when 
the  balances  are  brought  down  ;  at  this  date  the  £5  and 
£3,  representing  the  debit  and  credit  totals  of  the 
**  Discount "  columns,  are  then  posted  respectively  to 
the  debit  and  credit  of  the  "  Discount  Account "  in  the 
Ledger.  Occasionally,  in  practice,  the  Balance  only  of 
the  discount  columns  [i.  e.  the  difference  between  their 
totals)  is  posted,  but  it  will,  in  most  cases,  be  found  pre- 
ferable to  post  the  totals  of  each  column  in  the  Discount  • 
Account. 

Other  specimen  forms  of  Cash  Books  will  be  given  in 
due  course  to  illustrate  the  various  uses  to  which  extra 
columns  in  the  Cash  Book  can  be  put.  In  common  with 
all  the  other  books  employed  in  modern  commercial 
undertakings,  one  of  the  salient  points  of  a  good  Cash 
Book  is  to  facilitate  the  balancing  of  the  books  and  to 
economise  labour. 

The  employee  to  whom,  in  a  mercantile  office,  the  work 
of  keeping  the  Cash  Book,  and  of  supervising  the  cash 
transactions  is  entrusted  is  generally  styled  the  "  Cashier." 
His  duties  comprise  the  receipt  of  all  sums  of  money 
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coming  into  the  office  and  the  subsequent  payment  into 
the  Bank  Account  of  such  of  them  as  are  not  to  be 
retained  in  the  office  cash-box,  together  with  the  custody 
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of  the  latter,  and  the  drawing  of  cheques  for  signature. 
When  the  "  cash  "  transactions  are  at  all  numerous  the 
Cashier  should  make  a  point  of  balancing  his  Cash  Book 
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daily.  It  will  usually  be  advantageous  also  to  keep  a 
small  memorandum  book  showing  the  details  composing 
the  d?,ily  balancing  of  cash  for  future  reference  in  case 
of  need.  It  is  also  the  cashier's  duty  to  obtain  from  the 
Bankers  the  Bank  Pass  Book  at  regular  intervals,  and  to 
prepare  statements  showing  that  the  balance  shown  by 
the  Pass  Book  tallies  with  the  balance  as  shown  by  the 
"  Bank  "  columns  of  the  Cash  Book  kept  by  him.  It  is 
always  desirable  that  the  Cashier,  who  handles  the  cash 
received  from  customers  and  others,  should  have  no  part 
in  the  writing  up  of  the  Ledgers  wherein  the  customers' 
accounts  are  recorded,  and  that,  as  far  as  he  is  con- 
cerned, the  Ledgers  and  the  posting  of  them  should  be 
a  matter  in  which  he  has  neither  part  nor  control. 

The  Cashier  is  also  responsible  for  the  correctness  of 
all  the  discounts  allowed  to  customers  upon  payment  of 
their  accounts,  and  he  is  also  charged  with  seeing  that 
his  employers  themselves  obtain  the  full  benefit  of 
all  the  customary  discount  allowances  obtainable  from 
creditors  when  the  amounts  owing  to  the  latter  are 
discharged. 

As  indicated  above  one  of  the  duties  of  the  cashier 
consists  in  the  periodical  "  reconciliation "  of  the  Cash 
Book  with  the  Bank  Pass  Book.  The  amount  shown  by 
the  Cash  Book  as  remaining  in  the  hands  of  the  Bank 
at  any  particular  time  rarely  tallies  exactly  with  the 
balance  shown  by  the  Banker's  Pass  Book  at  the  same 
date.  This  apparent  discrepancy  arises  from  the  fact 
that  {a)  short  periods  of  time  must  necessarily  elapse 
between  the  drawing  of  a  cheque  by  a  firm  and  its 
subsequent  payment  by  the  Banker  upon  whom  it  is 
drawn,  and  {b)  on  the  other  hand  from  the  similar  lapse 
of  time  which  must  perforce  take  place  between  the 
drawing  and  dispatch  of  a  cheque  by  a  customer  to  the 
firm  and  the  date  upon  which  such  cheque  is  eventually 
credited  by  the  Banker  to  whom  it  is  entrusted  for 
collection.  In  order  to  explain  this  divergence  it  is 
necessary  to  construct  a  statement,  known  as  a  "  Recon- 
ciliation Statement,"  wherein  the  two  differing  balances 
and  the  outstanding  items  which  cause  them  to  disagree 
are  clearly  set  forth.  A  specimen  example  is  appended 
showing  how  this  "  reconciliation  "  is  arrived  at — 

Example. — On  December  31,  1908,  the  Cash  Book  of  Messrs. 
Brown,  Jones  &  Co,  showed  that  £1,152  16s.  M.  should  be  in  the 
hands  of  their  Bankers  ;  the  latter's  Pass  Book,  however,  showed  a 
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balance  of  only  £624   125.   M.,   the  difference  being  due  to   the 
following  items — 

1.  A  cheque  drawn  by  Brown,  Jones  &  Co.  on  December  29, 

1908,  for  £7  6s.  5d.  had  not  yet  been  presented  to  the 
Bankers  for  payment  (although  it  had  of  course  been 
entered,  when  drawn,  upon  the  credit  side  of  the  firm's 
Cash  Book). 

2.  A  cheque  received  by  Brown,  Jones  &  Co.  on  December  29, 

1908,  for  £535  10s.  2d.,  drawn  upon  Aberdeen,  had  not  yet 
been  *'  collected  "  by  the  Bankers,  and  consequently  had 
not  yet  been  placed  by  the  latter  to  the  credit  of  their 
customers'  account  with  them. 

These  differences  are  expressed  in  the  following  statement — 

Bank  Reconciliation  Statement,  December  31,  1908. 

Balance  as  per  Bank  Pass  Book     ....     £624  12    8 
Jjedud  cheque  drawn,  but  not  yet  presented  to 

Bankers  for  payment 7     6    5 

617     6     3 
Add  cheque  on  Aberdeen  paid  to  Bankers  on 
December  29,  1908,  but  not  yet  collected  by 
them 535  10    2 


Balance  as  per  Office  Cash  Book    .        .        .        .£1,152  16    5 

When  balancing  his  Cash  Book  (weekly  or  monthly  as 
the  case  may  be)  it  is  usual  for  the  Cashier  to  write  up, 
in  red  ink,  in  the  Cash  Book  itself,  for  future  reference, 
the  Eeconciliation  Statement  prepared  by  him  when 
agreeing  the  Bank  columns  in  his  Cash  Book  with  the 
Bank  Pass  Book. 

Petty  Cash  Book 

Even  in  businesses  where  all  the  cash  receipts  are 
paid  immediately  into  the  Bank  and,  where  possible, 
all  payments  are  made  by  cheque,  it  is  usually  found 
necessary  to  keep  small  sums  of  ready  money  in  the 
office  for  the  purpose  of  meeting  those  small  disburse- 
ments which  are  practically  inseparable  from  every 
business,  e.  g.  postages,  telegrams  and  office  sundries. 
The  sum  so  kept  in  hand  is  usually  termed  the  Petty 
Cash,  and,  in  practice,  it  may  be  found  entrusted  either 
to  the  Cashier  or  to  a  separate  Petty  Cashier,  according 
to  the  amount  of  the  work  involved,  to  the  size  of  the 
undertaking,  or  to  the  organization  of  the  clerical  staff. 

The  book  in  which  the  various  sums  drawn  from  the 
Bank  and  handed  over  to  the  Petty  Cashier  are  recorded, 
and  in  which  also  appears  the  detailed  record  of  his 
disbursements,  is  termed  the  Petty  Cash  Book'     This 
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book  should  be  specially  ruled  so  as  to  show  clearly  ih.& 
total  expenditure  to  date  upon  any  particular  class  of 
business  expense,  in  order  that  extravagance  in  any 
direction  msLy  be  readily  revealed,  and  it  must,  of  course, 
be  designed  so  as  to  show  the  balance  which,  at  any 
particular  date,  should  exist  in  coin  or  notes  in  the  hands 
of  the  Petty  Cashier. 

The  expenditure  made  by  a  Petty  Cashier  is  usually 
comprised  almost  entirely  of  payments  for  small  expenses, 
but  cases  arise  occasionally  when  small  sums  are  ex- 
pended by  him,  either  for  assets  purchased  or  for  the  debit 
of  Personal  Accounts  in  the  Ledger.  The  payments 
made  by  a  Petty  Cashier,  being  numerous  and  of  a  con- 
stantly recurring  nature,  are  more  convenient  to  deal 
with  when  collected  into  periodical  totals,  for  subsequent 
posting  to  the  debit  of  the  Expense  Accounts  in  the 
Ledger,  by  means  of  analysis  columns  provided  in  the 
Petty  Cash  Book ;  while  the  occasional  payments  for  the 
debit  of  Personal  or  Eeal  Ledger  Accounts  must  usually 
be  posted  direct  to  the  Ledger  separately  and  in  detail. 

tjpon  the  principles  thus  enumerated  the  subjoined 
form  of  the  Petty  Cash  Book  is  based. 

This  Petty  Cash  Book,  as  far  as  the  debit  and  credit 
total  columns  are  concerned  (Columns  Tl  and  T2),  forms- 
an  integral  part  of  the  system  of  accounts  just  in  the 
same  way  that  an  ordinary  Cash  Book  does.  It  ranks, 
therefore,  of  course,  as  a  book  of  original  entry,  and 
the  balance  of  Petty  Cash  on  hand  at  any  time 
requires  inclusion  in  the  Trial  Balance  in  order  that  the 
latter  may  "  agree,"  just  as  was  described  to  be  the  case 
in  reference  to  the  balance  of  the  Cash  Book  (p.  31).  All 
the  sums  received  by  the  Petty  Cashier  from  the  Chief 
Cashier  are  entered  directly  in  Column  Tl  (Debit  Column), 
while  all  payments  made  by  him  are  recorded  in  Column 
T2  (Total  Credit  Column) ;  the  difference  between  these 
two  columns  at  any  time,  therefore,  represents  the  balance 
of  Petty  Cash  in  hand,  and  this  figure  should,  of  course, 
tally  with  the  Petty  Cashier's  actual  holding  of  notes  and 
coin. 

The  Analysis  Columns  A  to  H  are  designed  for  the 
repetition,  and  analysis,  of  the  expenditure  falling  under  the 
various  headings  as  set  out  at  the  head  of  these  columns. 
The  posting  to  the  Impersonal  (Expenses)  Ledger  Account 
of  all  petty  cash  expenditure  made  is  effected  by  posting- 
;>e  totals  shown  at  the  foot  of  these  various  oolumns  at 
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the  end  of  any  given  period  (usually  monthly) ;  by  thus 
effecting  a  classification  of  expenditure  simultaneously 
with  the  actual  disbursement  of  the  money,  and  by 
posting  the  totals  only  of  the  various  classes  of  expendi- 
ture, the  credits  (for  expenses  paid)  in  the  Petty  Cash 
Book  are  offset  by  a  moderate  number  of  "  total  "  debits 
subsequently  made  in  the  Ledger,  and  thus  the  necessary 
double  entry  is  effected  with  the  minimum  expenditure  of 
labour.  This  principle  of  summarizing  transactions  in 
order  to  post  them  to  the  Ledger,  either  in  one  total  or  in 
as  few  totals  as  possible,  is  not  a  new  one  to  the  student ; 
it  will  be  remembered  that  similar  procedure  is  made  use 
of  in  the  case  of  the  "  discount  "  columns  of  the  Cash 
Book  :  it  is  also  used  in  the  case  of  "  Analyzed  "  Purchases 
Books  (see  Chapter  V)  and  in  other  places,  although  the 
exact  form  under  which  the  principle  appears  must 
necessarily  differ,  according  to  the  needs  of  the  varying 
books  in  which  it  is  adopted. 

There  remains  still  to  be  explained  the  use  of  the 
"  Ledger  "  columns  on  the  extreme  right-hand  side  of  the 
Petty  Cash  Book  as  given  above. 

These  columns  are  designed  for  the  accommodation  of 
any  amounts  paid  away  out  of  Petty  Cash  for  the  ultimate 
debit  either  of  "  Personal  "  or  "  Real  "  accounts  in  the 
trader's  Ledger,  i.e.  for  payments  which  cannot  be  allo- 
cated to  any  **  expenses  account,"  or  collocated  as  coming 
under  any  of  the  classes  set  out  in  columns  A  to  H  ;  items 
of  this  nature  consequently  require  posting  individually  to 
some  special  "  Asset "  or  other  account  in  the  trader's 
Ledger.  A  not  infrequent  example  of  a  payment  of  this 
type  would  be  the  purchase,  out  of  Petty  Cash,  of  such 
small  tools  or  parts  of  machinery  as  might  be  immediately 
required  in  the  workshop — sums  expended  in  this  manner 
would  be  inserted,  not  in  any  of  the  "  Expenses  "  columns, 
but  in  the  "  Ledger  "  column,  with  the  designation  "  Tools 
Account "  or  "  Machinery  Account,"  as  the  case  might  be, 
and  the  subsequent  posting  would  be  effected  direct  from 
the  "  Ledger  "  column  in  the  Petty  Cash  Book  to  the  debit 
of  the  "  Tools  "  or  "  Machinery  "  Account  in  the  Ledger. 

The  plan  of  having  a  "  Ledger  "  column  in  the  Petty 
Cash  Book  for  the  repetition  of  those  items  which  need 
to  be  posted  individually  direct  to  the  Ledger,  is  of  con- 
siderable assistance  to  the  Petty  Cashier,  although  at  first 
he  may  be  inclined  to  regard  the  unavoidable  repetition, 
before  posting,  as  savouring  of   extra  and  unnecessary 
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labour ;  the  duplication,  however,  on  the  credit  side  of  the 
book  in  one  column  or  another  of  every  payment  made 
enables  a  useful  check  to  be  effected  as  to  the  correctness 
of  the  additions  of  Columns  A  to  H.  Since  the  record  of 
every  payment  as  and  when  made  is  repeated  in  the 
analysis  columns,  the  latter,  if  added  across,  should,  of 
course,  equal  the  total  of  the  payments  appearing  in  the 
Credit  Total  Column  (T2).  It  will  be  obvious  that  it  is 
essential  that  the  additions  of  the  expenses  columns  A 
to  H  should  be  correctly  made,  as  otherwise  the  Trial 
Balance  would  be  rendered  incapable  of  agreement. 

The  best  method  of  conducting  and  safeguarding  the 
keeping  of  the  Petty  Cash  is  that  known  as  the  **  Imprest  " 
System.  Under  this  system  a  round  sum,  estimated  to  be 
BuflQcient  to  provide  for  all  petty  expenditure  for  a  given 
period  {e.g.  a  month)  is  placed  in  the  Petty  Cashier's 
hands  at  the  outset,  and,  at  the  end  of  the  specified 
period,  the  exact  sum  he  has  spent  during  that  period  is 
repaid  to  him,  i.e.  the  sum  necessary  to  restore  the  balance 
he  has  remaining  in  hand  to  its  original  round  sum. 
For  example,  if  a  £50  balance  were  agreed  upon  as 
sufficient  to  cover  the  anticipated  expenditure  for  a  month, 
this  sum  would  be  drawn  from  the  Bank  upon  the  in- 
ception of  the  scheme  and  placed  in  the  Petty  Cashier's 
hands,  the  necessary  recording  entries  being  passed 
through  the  General  Cash  Book  (on  the  credit  side) 
and  the  Petty  Cash  Book  (on  the  debit  side).  If  at  the 
end  of  the  first  month  the  Petty  Cashier  had  spent 
£34  5s.  6^.,  as  set  forth  in  detail  in  the  "  analysis  "  or 
"  expense  "  columns  of  his  Petty  Cash  Book,  a  cheque  for 
this  sum,  drawn  on  the  trader's  banking  account,  would  be 
handed  to  him.  At  the  same  time  the  totals  of  the  analysis 
columns  would  be  ruled  off  and  posted  to  the  debit  of 
their  respective  Impersonal  Accounts  in  the  Trader's 
Ledger,  and,  with  the  bringing  down  of  a  balance  of  £50 
at  the  commencement  of  the  ensuing  montia,  a  fresh  start 
in  all  respects  would  be  made.  The  same  process  would 
be  repeated  at  the  close  of  each  month.  If  the  original 
estimate  of  £50  subsequently  proved  to  be  too  low,  or 
too  high,  for  the  requirements  of  the  business,  the  limit 
would,  of  course,  be  raised  or  reduced  as  was  deemed 
expedient  at  any  time,  further  round  sums  being  con- 
tributed to  Petty  Cash  from  the  Bank  account,  or 
payments  being  made  from  the  former  to  the  latter  to 
meet  the  needs  of  the  case. 
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EXEBCISES. 

4a. 

From  the  following  particulars  compile  the  Cash  Book  of  J.  Brown- 
ing (ruling  the  necessary  form),  and  bring  down  the  closing  balance 
of  Cash  on  hand  as  on  February  10th,  1909. 

1909. 

Feb.  1.  Cash  in  hand       .... 

2.  Received  from  Wilson  &  Co. 

3.  Paid  to  Harris  &  Sons,  Ltd, 

4.  Paid  for  Electric  Light  to  Dec.  31 

5.  Paid  for  Goods  bought  for  Cash 

6.  Received  from  Wilson  &  Co. 

8.  Received  for  old  materials  sold  . 

9.  Lent  V.  Smith    .... 
J,  10.     Owen  Roberts  repaid  the  amount  lent 

to  him  on  Dec.  1st  last  (principal) 
With  Interest  to  date 

4b. 

From  the  following  particulars  compile  the  Cash  Book  of  Hall, 
Warren  &  Co.,  ruling  the  necessary  form  so  as  to  include  "Cash," 
"Bank,"  and  "Discount"  columns,  and  bring  down  the  balances 
on  March  14th,  1909. 

1909.  £    s.   d. 

March  1.     Cash  in  Hand  .  ...       82    4    9 

„        1.     Balance  at  the  Bank         .         .         .     362    0    5 
,,       2.     Paid  Salaries  for  the  month   from 

Office  Cash 22    3    9 

„       4.     Paid  to  Spooner  &  Co.,  Ltd.,  by 

cheque 260    3    9 

Being  allowed  discount        .         .         16    0 
„       5.     Received  from  Reid  &  Co.  on  account 
(by  cheque  paid  direct  to  Bank- 
ers)         400    0    0 

Allowed  them  discount         .         .         8    0    0 
„       6.     Bought  goods  for  cash  (paid  from 

Office  Cash)  .         .         .         .        5    4    9 

„       7.     Paid  from  Office  Cash  into  Bank     .       50    0    0 
„       8.     Paid  Sharp  Bros,  by  cheque  .         .       64    2    9 

Being  allowed  discount         .         .         3    2    0 
„       9.     Received  from  Harris  Bros,  in  coin 

and  notes 25    0    0 

„      11.     Paid  from  Office  Cash  into  Bank      .       20    0    0 
,,      12.     Received  from  Chase  Bros,  cheque 

and  paid  same  to  Bank  .         .       61     9     3 

,,      13.     Chase   Bros.'    cheque   returned   by 

Bankers,    the  same   having  been 

dishonoured  .         .         .         .       61     9    3 

„      14.     Received  from  Chase  Bros,  in  coin 

and  notes  in  exchange  for  their 

dishonoured  cheque     .        .        .      61    9    3 
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4c. 

Rule  a  form  of  Petty  Cash  Book  containing  analysis  columns  for 
the  following  kinds  of  Petty  Cash  Expenditure,  viz.  Stationery, 
Postages,  Telegrams,  Carriage,  Travelling  Expenses,  Cleaning, 
Lighting,  Firing,  together  with  a  column  for  such  payments  as  may 
require  to  be  posted  direct  to  the  Ledger,  and  enter  therein  the 
following  transactions,  bringing  down  the  balance  on  hand  at  the 
conclusion  and  showing  how  the  necessary  double  entry  is  effected 
throughout. 


1909. 
March  1. 


1. 
1. 
2. 

2. 

2. 
3. 
3. 

4. 
4. 
4. 

5. 
6. 
8. 
9. 
9. 

9. 

10. 

10. 
11. 
12. 
12. 


Received    cheque    from    the    chief 

cashier  for  starting  balance,  and 

cashed  same .... 

Paid  for  Postages    . 

Telegram  to  Liverpool    . 
Electric  Light  Bill  to  Decern 

ber  31  last  . 
Housekeeper's  Book  for  Clean 

ing        .         .         .         . 
Housekeeper's  Book  for  Fires 
Fares  to  Kuston 
Carriage  of  samples   sent   to 

Brown  &  Co. 
Postages  for  March  2,  3,  and  4 
Telegram  to  Paris  . 
New    Copying    Press    (Debit 
Office  Furniture  Account) 


£    s.   d. 


Bus  Fares  to  Charing  Cross 
I '     'ijres,  6th  and  8th     . 
'n...  „ram  to  Aberdeen    . 
Housekeeper's  Book  for  Clean 

ing        ...         . 
Housekeeper's  Book  for  Fires 
New  Typewriter  (Debit  Office 

Furniture  Account) 
Typewriting  Paper 
Postages,  9th  and  IQth   . 
11th  and  12th 
Fares  to  High  Barnet 


50 
0 
0 


12  10 
0  8 
0  4 
0  3 
0    4 


6    9 


0  13 
0  10 
0    8 


4d. 

1.  What  is  a  Cash  Book  ?  Compare  its  characteristics  with  those 
of  a  Ledger  account, 

2.  Ex  plain*  (a)  the  form  and  (&)  the  special  utilities  of  each  of  the 
following  forms  of  Cash  Book — 

(1)  The  Single  Column  Cash  Book. 

(2)  The  Double  Column  Cash  Book. 

(3)  The  Three  Column  Cash  Book. 

3.  Explain  the  practical  working  of  a  Cash  Book  from  the  stand- 
point of  the  employee  to  whom,  in  a  mercantile  office,  it  is  entrusted. 
Discuss  the  employee's  duties  and  responsibilities. 

4.  From  the  following  particulars  compile  a  Statement  showing 
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how  the  difference  between  the  Cash  Book  balance  and  the  balance 
shown  in  the  Bank  Pass  Book  is  reconciled — 

Pass  Book  balance,  December  31,  1909     . 
Cheques  drawn  prior  to   December  31,   1909, 
but  not  presented  until  after  that  date — 

A.  B 

CD 

E.  F 

Country  cheques  paid  into  the  Bank  on  Decem- 
ber 29,  1909,  not  collected  until  January  1, 
1910     ........ 

Cash  Book  balance,  December  31,  1909     . 

5.  Explain  the  working  of  a  Petty  Cash  Book  of  '*  analysis  "  form 
in  a  case  where  the  Imprest  System  is  adopted.  Discuss  the 
advantages  of  the  latter  system. 

Answers. — 4a.  Balance  of  Cash  in  hand,  February  10th,  £108  9s.  5d. 
4b.  Balances,     March     14th,     1909 :— Discount     (Dr.), 

£8;   Cr.,  £4    %s.  ;    Cash,    £71    5s.    Qd.  ;    Bank, 

£507  13s.  Ud. 
4c.  Balance  m  hand,  March  12th,  £27  16s.  Qd, 


£    s. 
1,104  16 

d. 
2 

21     9 

800    0 
1     2 

4 
0 
5 

16    3 

298    8 

11 
4 

CHAPTER  V 

the  purchases  book 
(invoice  book  or  bought  book) 

The  purchases  of  goods  made  by  a  trader  are  usually 
found  to  constitute  a  considerable  part  of  his  everyday 
transactions,  and,  in  view  of  the  fact  that,  in  the  majority 
of  businesses,  successive  purchases  of  goods  resemble 
each  other  in  almost  every  respect,  special  methods  of 
recording  them  concisely  and  economically  have  become 
general. 

By  employing  a  system  of  grouping  purchases  of  a  like 
nature,  as  far  as  is  possible,  the  trader  is  usually  able 
to  diminish  the  labour  involved  in  their  record  in  his 
books. 

The  entry  necessary  to  be  made  in  order  to  record  a 
purchase  of  goods  by  the  trader  consists  of  a  debit  to 
the  "  Purchases  "  Account  in  the  Ledger,  coupled  with  a 
credit  to  the  Personal  Account  of  the  seller,  or  a  credit 
in  the  Cash  Account,  dependent  upon  whether  the  trans- 
action took  place  "on  credit"  or  *' for  cash."  If  every 
such  purchase  were  to  be  made  the  subject  of  a  separate 
double  entry,  the  debits  to  the  '•  Purchases  Account " 
would  necessarily  be  as  numerous  as  the  transactions, 
and  any  method  by  which  the  labour  involved  in  their 
record  can  be  reduced  is,  therefore,  obviously  to  be 
approved. 

In  an  ordinary  business  it  is  the  purchases  "  on  credit " 
which  are  by  far  the  most  numerous,  and  these  transac- 
tions involve  debit  entries  in  the  "  Purchases  Account " 
and  credit  entries  in  .the  several  Personal  Accounts  of  the 
various  persons  from  whom  the  goods  have  been  bought. 

In  order  to  avoid  the  tedious  repetition  of  every  such 
credit  purchase  in  detail  in  the  Purchases  Account,  a 
"Purchases  Book"  or  "  Purchases  Journal"  is  employed; 
in  this  book  all  the  purchases  on  credit  are  recorded  upon 
their  occurrence,  and  from  it  the  necessary  entries  are 
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made  in  the  Ledger  upon  the  credit  side  of  the  P :  "^-onaJ 
Accounts  kept  by  the  trader  to  record  his  transaction^ 
with  the  parties  by  whom  the  goods  were  supphoa,  hi 
the  end  of  any  given  period  (usually  monthly)  this  book 
is  added  up  and  the  total  of  the  purchases  for  the  period 
is  posted  to  the  debit  of  the  "  Purchases  "  Account  in  the 
Ledger,  and  thus  the  necessary  double  entry  is  com- 
pleted. 

The  effect  of  this  procedure  is  that  numerous  succes- 
sive credit  entries  (in  the  Personal  Accounts)  are  com- 
pensated for,  or  completed  by,  one  debit  entry  for  their 
total  (in  the  "  Purehases  "  Account).  This  principle,  of 
offsetting  numerous  entries  upon  one  side  of  the  Ledger 
by  one  total  entry  upon  the  other  side,  will  be  found  to 
be  extensively  employed  in  modern  book-keeping,  and 
obviously  saves  much  tedious  and  unnecessary  labour. 

A  specimen  of  a  "Purchases  Book,"  in  its  simplest 
form,  is  appended,  the  transactions  in  which  will  be 
self-explanatory. 


PURCHASES  BOOK  (Simple  Form) 


Column 
A 


Column 
B 


Column  Column 
C  D 


Column 
E 


Date. 

DeUilB. 

^ 

£     <.    d. 

£«.<{. 

1908. 
Dec.  1 

Brown  Jc  Co. — 

36 

21 
12 

85 
6 

91 

4: 

65 
6 

0 
0 

0 
11 

0 
0 

0 
0 

0 
0 

86 

58 
15 

9 

10 
0 

Chairs,  4  at  £1  in« 

»    3 

Less  5  per  cent.  Trade  Discount 

Euston  Manufactui-ing  Company — 

Mahogany  sideboard  (Type  86, 

Quality  B)                

0 

»    5 

Less  10  per  cent.  Trade  Discount 

Wilson  Bros. — 
Mirror   346X7 

0 
0 

Carried  forward  to  next  page*.... 

£159 

19 

0 

*  At  a  later  <1ate  the  total  purchases  for  the  period  are  posted  to  the 
debit  of  the  "Purchases  Account"  in  the  Ledger. 

Column  A  of  the  above  form  is  designed  to  contain  the 
date  upon  which  a  purchase  takes  place,  while  Column  B 
contains  the  particulars  of  the  goods  acquired  and  the 
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name  of  the  seller,  the  different  parcels  acquired  at  the 
same  time  from  the  same  person  being  ranged  immediately 
underneath  one  another ;  the  cost  of  each  parcel  is  entered 
in  Column  D,  and  the  total  cost  of  the  complete  purchase 
made  from  the  seller  is  extended  in  Column  E.  The  total 
purchases  are  added  up  in  the  Purchases  Book  and  carried 
forward  from  page  to  page  until,  at  any  desired  point  of 
time  (usually  each  month),  the  total  to  that  date  is 
entered  in  the  "  Purchases  Account "  in  the  Ledger ; 
thereupon  a  fresh  start  is  made  as  regards  the  addition 
of  the  Purchases  Book,  and  another  total  commences  to 
be  built  up  for  entry  in  the  Purchases  Account  in  its  turn. 

The  student  will  already  have  noted  that  the  account  to 
which  the  Purchases  are  debited  is,  as  explained  above, 
the  Ledger  account  denominated  "  Purchases,"  and  that 
the  debit  entry  is  not  made  immediately  or  directly  in  a 
Ledger  account  headed  with  the  word  "  Goods." 

Judging  by  the  work  sent  in  at  Book-keeping  Examina- 
tions, it  would  appear  that  the  student  is  very  generally 
taught  to  open  a  "  Goods  Account "  immediately  he  com- 
mences to  record  a  set  of  transactions  in  the  Ledger; 
under  this  method,  the  Goods  Account  is  debited  with  the 
amount  of  stock  on  hand  at  the  commencement  of  trading, 
and  the  monthly  (or  other  periodical)  totals,  as  built  up  in 
the  Purchases  Book  and  Sales  Book  (including  both  Sales 
and  Purchases  returns),  are  also  posted  to  the  credit  or 
debit  of  this  account  successively  as  they  are  compiled  ; 
this  procedure,  of  course,  satisfies  the  strict  requirements 
of  the  theory  of  Double  Entry  book-keeping,  but  an  account 
compiled  upon  these  lines  tends  to  become  obscure  in  its 
reading,  owing  to  the  multiplicity  of  entries  and  reversing 
entries  which  appear  on  either  side.  The  author  has 
never  seen  an  Account  of  this  nature  in  actual  practice. 

It  is  preferable,  in  every  way,  to  open  separate  Ledger 
accounts  for  "  Purchases  "  and  "  Sales,"  for  goods  returned 
after  purchase  or  sale  by  the  trader,  and  for  the  initial 
stock  of  goods  on  hand,  and,  when  these  accounts  have 
been  completed,  to  build  up  a  separate  account,  called  a 
"Trading  Account,"  by  transferring  to  it  the  totals  of 
these  various  "purchases,"  "sales,"  and  other  accounts 
which  have  been  confined  to  record  items  of  one  special 
description.  In  this  manner  the  Trading  Account  prac- 
tically becomes  a  "  Goods  "  Account  in  summarized  form, 
and  the  totals  of  stock,  purchases  (for  the  period),  sales 
(for  the  period),  returns  (for  the  period),  closing  stock, 
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and  gross  profit,  stand  out  complete  in  themselves,  and 
without  losing  their  identity  by  being  obscured  in  a 
multiplicity  of  detailed  entries.  Further  information  as 
to  the  nature  and  effect  of  a  Trading  Account,  and  as  to 
the  manner  of  its  compilation,  should  be  sought  under 
the  appropriate  heading  in  Chapter  IX.  At  this  stage 
of  the  subject  it  will  suffice  to  say  that,  in  actual  practice, 
the  totals  of  the  Purchases  Book,  and  indeed  these  also 
of  all  the  other  books  of  original  entry,  analogous  in 
their  uses  and  method  to  the  Purchases  Book,  are  posted 
to  separate  and  distinct  Ledger  accounts  under  their 
respective  appropriate  denominations,  and  that  they  are 
not  posted  to  a  "  Goods  "  Account  immediately  they  have 
been  compiled.  By  means  of  transferring  the  totals  of 
these  "  side  "  accounts  into  a  combined  Trading  Account, 
the  same  effect  (generally  speaking)  is  produced  as 
though  a  "  Goods  Account "  had  been  kept  open  through- 
out the  trading  period,  but  the  stating  of  the  Account 
is  more  workmanlike  and  infinitely  preferable. 

It  frequently  occurs  that  a  trader's  business  consists  of 
two  or  more  distinct  departments,  or  that  his  purchases 
of  goods  group  themselves  naturally  into  two  or  more 
well-defined  classes.  In  such  cases  the  trader  usually 
desires  to  be  able  to  ascertain  at  any  time  the  amounts 
of  his  purchases  to  date,  classified  under  the  departments 
to  which  they  relate,  or  according  to  their  nature,  e.  g.  a 
trader  whose  operations  take  place  in  furs,  woollen,  and 
cotton  goods  will  naturally  desire  to  have  his  purchases 
of  furs  kept  separate  from  his  purchases  of  woollen 
goods,  and  the  latter  again  kept  distinct  from  his  pur- 
chases of  cotton  goods ;  this  division,  too,  is  absolutely 
necessary  if  the  trader  wishes  to  ascertain  what  profit 
he  is  making  in  each  department,  or  upon  each  kind  of 
merchandise  in  which  he  deals. 

To  meet  these  requirements  a  more  elaborate  form  of 
Purchases  Book  is  employed,  in  which,  besides  the 
columns  included  in  the  example  given  above,  additional 
"  analysis "  columns  are  appended.  These  analyses 
columns  are  in  each  case  designed  to  contain  the  pur- 
chases made  for  any  one  department,  or  of  any  one 
kind  of  goods,  and  the  name  of  the  particular  depart- 
ment or  sort  of  goods  appears  at  the  head  of  its  respective 
analysis  column.  The  analyses  columns  are  added  up 
and  carried  forward  from  page  to  page  in  the  same  manner 
in  which  the  accompanying  "  total  "  column  is  dealt  with. 
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At  the  end  of  any  given  period  of  time  the  trader  will 
post  the  total  purchases  to  date  to  the  debit  of  the  Pur- 
chases Account  in  the  Ledger,  which,  in  its  turn,  will  be 
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ruled  in  columns,  every  column  representing  a  department 
or  a  particular  class  of  goods  as  was  the  case  in  the  Pur- 
chases Book.     As  has  already  been  mentioned,  and  as  will 
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be  explained  more  fully  later  on  in  this  treatise,  the  grand 
total  of  the  entries  appearing  in  the  Purchase  Account  is 
subsequently  transferred,  at  the  close  of  any  given  period, 
to  the  debit  of  the  "  Trading  Account."  The  Purchases 
Account  in  the  Ledger  can  therefore  be  described  as  a 
temporary  resting-place  only,  for  the  purposes  of  record 
and  analysis,  of  the  items  appearing  in  it. 

There  is,  of  course,  practically  no  limit  to  the  extent 
to  which  analysis  can  be  carried  out  by  means  of  a 
Columnar  Purchases  Book,  and  in  some  modern  businesses 
it  is  not  uncommon  to  employ  twenty  or  more  analysis 
columns.  Again,  where  the  volume  of  business  is  such 
as  to  necessitate  the  subdivision  of  the  books  in  order  to 
facilitate  their  expeditious  posting,  the  Purcnases  and 
Sales  Books  are  often  multiplied  in  number,  and  divided 
alphabetically  or  geographically  into  sections,  to  meet  the 
needs  of  the  business  and  the  staff.  Where  more  than 
one  Purchases  Book  is  employed  there  may  be  either  one 
Purchases  Account  in  the  Ledger  to  which  the  totals  of 
these  books  are  all  posted,  or,  in  an  extreme  case,  more 
than  one  Purchases  Account  may  be  kept. 

Specimen  forms  of  a  Columnar  Purchases  Book  and  the 
analyzed  account  kept  in  the  Ledger  under  the  title  of  the 
"  Purchases  "  Account  are  given  on  the  previous  page. 
The  entries  appearing  in  the  Columnar  Purchases  Book  are 
posted  in  the  Columnar  Purchases  Account  in  the  Ledger 
upon  the  assumption  that  no  further  transactions  took 
place  during  the  month  of  December. 

EXERCISES. 

5a. 

Write  up  the  following  transactions  in  King  &  Co.'s  Purchases 

Book,  ruling  the  necessary  form,  and  indicate  what  should  be  done 

as  regards  the  posting  of  the  various  items  and  of  the  total  in  the 

Ledger. 

Note. — All  purchuses  stated  below  are  "  on  credit.'' 

1909. 
April  1.     Bought  from  the  Western  Distributing  Company  1,000 

tons  large  steam  coal  at  17s.  Qd.  per  ton. 
,,  13.     Bought  from  Harris  Bros.  2,000  tons  large  steam  coal 

at  17s.  9d.  per  ton,  less  5  per  cent,  trade  discount. 
,,   14.     Bought  from  the  Brown  Colliery  Company  850  tons 

large  coal  at  17s.  per  ton,  less  5  per  cent,  trade 

discount,  and  350  tons  small  coal  at  9s.    3d.  per 

ton,  less  7^  per  cent,  trade  discount.* 
„  26.     Bought  from  the  Aberwryn  Deeps  Coal  Syndicate  2,000 

tons  large  coal   at  18s.    per  ton,  less  2^  per  cent. 

trade  discount,  and  1,000  tons  small  coal  at  7s.  lOrf. 

per  ton. 
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5b. 
Rule  a  form  of  Purchases  Book  containing  Analysis  Columns  for 
Clocks,  Watches,  and  Jewellery  departments,  and  enter  therein  the 
following  transactions — 
1909. 
May  2.     Purchased  from  Verner  &  Cie. — 

3  clocks,  nos.  A621-623,  at  £4  16s.  1  -r  .r. 
each.                                                   I  -^^^^    ^"    V^^ 

10    watches,   nos.    B32416-25,   at  f      5^"*-   *^^^® 
£3  15..  each.  J       discount. 

,,  13.     Purchased  from  Harris  &  Co, — 

25  pendants,  assorted  types,    nos.  Cl  840-64,  at  a 
price  of  £38  45.  M.  for  the  lot,  less  2^  per  cent, 
trade  discount. 
„  18.     Bought  from  Breguet  Fr^res — • 

12  watches,  nos.  B32426-37,  at  £8  45.  Qd.  each  net. 

4  clocks,  nos.  A624-7,  at  £16  each,  less  5  per  cent, 
trade  discount. 

,,  26.     Bought  from  the  New  York  Clock  Company — 

50  alarm  clocks,  nos.  D14167-216,  at  35.  6d.  each, 

less  15  per  cent,  trade  discount. 
25  clocks,  nos.  V324-48,  at  12s.  6c?.  each,  net. 

5c. 
Rule  an  Analysis  Purchases  Book  containing  Analysis  Columns  for 
the  following  departments,  viz.    (1)    Furniture,    (2)    Carpets,    (3) 
Cutlery,  (4)  China  and  Glass,  (5)  Jewellery,  and  enter  therein  the 
following  transactions — 
1909. 
April  1.     Bought    from    Welton    &    Co.,    subject    to     trade 
discount  of  10  per  cent. — 
20  doz.  table-knives,  Jl,  at  25s.  M.  per  dozen. 
30  doz.  dessert-knives,  J34,  at  59s.  per  dozen. 
15  gold  bracelets,  J716,  at  26s.  9d.  each. 
„     1.     Bought  from  the  Household  Furniture  Manufacturing 
Company,  subject  to  trade  discount  of  2^  per 
cent. — 
3  writing  tables,  W929  (4  ft.),  at  £3  Os.  %d.  each. 
3   fumed   oak    bookcases,  W1042    (3  ft.    6 in.),   at 

£4  18s.  M.  each. 
Walnut  dining-room  suite,   X109'2   (tapestry),   at 
£9  15s.  Qd. 
„     2.     Bought  from  the  Midland  China  Corporation,  Ltd., 

30  toilet  services,  G1342/3,  at  £1  5s.  Qd.  each. 
„     2.     Bought  from  Hansen  k  Co.,  subject  to  5  per  cent, 
trade  discount — 
100  art  squares  Axminster  carpets,  assorted  patterns, 

9  ft.  X  9  ft.,  at  £3  Os.  M.  each. 
10    Brussels    carpet    squares,     9  ft.  x  12  ft.,    at 
£2  lOs.  3c?.  each. 
„     3.     Bought  from  Hervin  &  Co.,  subject  to  15  per  cent. 
trade  discount — 
SO  18-ct.   pearl  and  turquoise  flower  brooch-pins 

at  20s.  each. 
25  15-ct.  gold  curb  bracelets,  turquoise  collet,  at 
£2  each. 
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April  4.     Bought  from  the  Universal  Furnishing  Company— 
50  kitchen  chairs  at  2s.  M.  each. 
30  bedroom  chairs  at  2s.  9c?.  each. 

5d. 

1.  Explain  why  a  Purchases  Book  is  made  use  of  in  practical 
book-keeping. 

2.  Give  an  elementary  form  of  Purchases  Book,  and  explain  the 
method  of  its  use. 

3.  What  is  meant  by  an  "  Analysis"  Purchases  Book?  What  are 
its  special  uses  and  advantages  ? 

4.  Rule  a  form  of  an  "  Analysis  "  Purchases  Book  suitable  for  an 
undertaking  consisting  of  the  following  departments — viz.  (1) 
Groceries,  (2)  Provisions,  (3)  Wines  and  Spirits,  and  (4)  Household 
requisites,  and  pass  five  specimen  entries  through  this  book. 

Answers. — 5a.  Total  purchases,  £5,544  Os.  M. 
5b.  Total  purchases,  £266  lis.  \d. 
6c.  Total  purchases,  £581  6s.  IQd, 


CHAPTEK  VI    • 


THE    SALES   BOOK   (OR   DAY   BOOK) 

The  principles  which,  in  modern  practice,  underlie 
the  recording  of  a  trader's  Sales,  are  almost  identical  with 
those  described  in  the  preceding  chapter  as  regulating 
the  record  of  a  trader's  Purchases,  subject  to  the  differ- 
ence that  the  sides  upon  which  Sales  are  entered  in  the 
Ledger  (whether  in  the  Personal  or  Impersonal  Accounts) 
are,  of  course,  the  reverse  of  those  upon  which  the 
Purchases  appear. 

Inasmuch  as  the  sales  effected  by  a  trader  frequently 
form  a  large  proportion  of  his  transactions,  and  also  as 
sales  upon  credit  are  usually  largely  in  excess  of  sales 

SALES   BOOK  (Simple  Form) 


Date. 

Particulars. 

.2- 

2i 

£    «.     d. 

£      «.    d. 

1908. 
Dec.  1 

Warmington  <fc  Co. — 
fcJuite  of  Furniture 

132 
146 

27 

4 
20 

51 
2 

64 
6 

10 
0 
0 

10 
11 

"" 

in 

9 

0 
0 
0 

0 
6 

0 
0 

48 
58 

18 

1 

4  Chairs  at  £1  each 

»    2 

4  Mirrora  at  £5  each.. 

Less  5  per  cent.  Trade  Discount 

Brown  Bros. — 
Mahogany  sideboard      

6 

Less  10  per  cent.  Trade  Discount 

Carried  forward  to  the  next  page 
of  the  Sales^Book*  

0 

£106 

19 

6 

*  This  total,  upon  its  couii)letion  at  the  end  of-  the  period,  is  posted  to 
the  credit  of  the  "  Sales  Account  "  in  the  Ledger. 

effected  for  cash,  a  special  book  of  original  entry,  called 
the  "  Sales  Book,"  "  Sales  Day  Book,"  or  "  Sales  Journal," 
is  employed  for  the  record  of  all  sales  upon  credit  as  they 
take  place,  and  to  facilitate  the  gradual  compilation  of 
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one  or  more  totals  of  credit  sales  for  subsequent  posting 
to  the  credit  of  the  Sales  Account  in  the  Ledger. 

The  lines  upon  which  the  Sales  Book  is  constructed, 
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and  the  methods  of  its  employment,  ^re  similar  to  those 
already  described  as  applicable  to  the  Purchases  Book ; 
a  simple  form  is  sufficient  for  the  needs  of,  and  id  found 
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in  general  use  in,  small  undertakings;  more  elaborate 
"  analyzed  "  forms  of  Sales  Books  are,  however,  necessary 
in  large  businesses,  where  the  separation  of  the  trans- 
actions into  classes  or  departments  is  essential. 

Sales  upon  credit  are  entered  as  they  occur  direct 
into  the  Sales  Book  (whether  the  simple  or  the  elaborate 
type  be  used),  and  from  thence  they  are  posted  to  the 
debit  of  the  Personal  Accounts  kept  by  the  trader  in 
order  to  record  i^'  transactions  with  the  persons  to 
whom  he  sells  hfr  merchandise. 

The  total  of  the  Sales  Book  is  carried  forward  from 
page  to  page,  and  the  final  total,  for  any  given  period,  is 
posted  to  the  credit  of  a  "  Sales  Account  "  in  the  Ledger. 
As  will  be  seen  later  on,  the  grand  total  of  the  entries 
appearing  in  the  Sales  Account  are  subsequently  trans- 
ferred to  the  credit  of  the  "Trading  Account,"  and  the 
Sales  Account  thus  becomes  merely  a  temporary  resting- 
place  for  the  items  recorded  in  it. 

Specimen  forms  of  Sales  Books  (Elementary  and 
Analyzed  types)  are  given  above,  as  is  also  an  example  of 
a  Columnar  "  Sales  Account "  in  the  trader's  Ledger. 


EXERCISES. 

6a. 

1.  Rule  a  form  of  Sales  Book  suitable  for  a  small  business,  and 
insert  therein  five  specimen  entries. 

2.  Indicate  briefly  the  lines  upon  which  the  foregoing.  Sales  Book 
is  worked,  and  in  what  respect  it  may  be  described  as  saving 
labour. 

3.  What  are  the  consequences,  in  a  book-keeping  sense,  of  an 
incorrect  addition  being  made  in  the  extreme  right-hand  colunm  of  a 
Sales  Book  ? 

6b. 

1.  Rule  a  form  of  "  analyzed  "  Sales  Book  suitable  for  a  business 
consisting  of  the  following  four  departments,  viz.  Furs,  Woollen 
Goods,  Silks  and  Cotton  Goods,  and  pass  tli rough  it  eight  trans- 
actions (two  for  each  department),  four  of  which  are  to  be  for  "  net 
cash,"  while  the  other  four  are  to  be  subject  to  a  trade  discount  of 
5  per  cent. 

2,  Indicate  in  what  respects  an  analyzed  "  Sales"  Book  resembles, 
and  differs  from,  an  analyzed  "  Purchases  "  Book. 

.3.  Give  a  form  of  "Sales"  Ledger  Account  suitable  to  the 
analyzed  Sales  Book  ruled  by  you  in  answer  to  Question  1  of  this 
exercise,  and  state  what  is  eventually  done  with  the  items  posted  to 
this  account. 


k 
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6c. 
Prepare  a  suitable  ruling  for  a  Tabular  Sales  Book  to  record  the 
undermentioned  items,  and  enter  them  therein — 

1909.  £   s.   d. 

March  3.      Sold  to  Charles  Birget  &  Co.  3  Chests 

of  Tea 16  10    0 

,,  4.  Sold  to  Robert  Kilrough  6  Cases  of 
Sugar,  and  allowed  him  10  per  cent, 
trade  discount  .         .         .         .       18     0     0 

„     5.     Sold  to  James  Birchets  10  Bags  of 

Coflfee 40  18    6 

„  7.  Sold  to  John  Warner  4  Chests  of  Tea, 
and  allowed  him  12^  percent,  trade 

discount 19  17     6 

„  12.     Sold  to  George  Coe  3  Cases  of  Sugar  .         9  10    0 
„  14.     Sold  to  Frank  Ball  4  Bags  of  Coflfee, 
and  allowed  him  10  per  cent,  trade 
discount  .         .        .         .        .         .       18    6    4 

6d. 
Rule  an  analyzed  form  of  Sales  Book  containing  columns  for  the 
CoUowing  departments,  viz.  (1)  Gloves,  (2)  Hats,  (3)  Costumes,  and 
(4)  Boots  and  Shoes,  and  enter  therein  the  following  transactions — 
1909. 
April  1.     Sold    to  Brown  &   Co.    50   pairs    12-button    length 
Chamois  Gloves,  at  2s.  per  pair  net,  and  5  dozen 
pairs  2-strap  Glac^  Kid  Ladies'  Shoes  at  8s.  9c?.  per 
pair,  subject  to  5  per  cent,  trade  discount. 
„     1.     Sold  to  Wilson  Bros.  10  Hats,  Paris  models,  at  £10 
16s.  the  lot,  and  4  Ladies'  Costumes,  Ready-made, 
at  £2  15s.  each. 
„     2.     Sold   to  Merriman  &    Honej'dew   2    dozen    Ladies' 
Blouses,  Silk,   Assorted   Colours,  at  7s.    6c?.    each 
(Costume  Department),  and  3  dozen  pairs  Ladies' 
3-button    French    Kid    Gloves,  Imperial    Points, 
at   25s.  per  dozen  pairs,  both  the  foregoing   sales 
being  subject  to  10  per  cent,  trade  discount. 
„     3.     Sold   to    Weston    &    Co.    1    pair    Ladies'    Deerskin 

Gauntlet  Gloves,  made  to  order,  6s.  6flJ. 
„     4.     Sold  to  Myrtle,  Rose  &  Co.  24  Fancy  Frilled  Pyrenees 
Wool  Capes,  Assorted   Colours,  at   15s.  M.   each, 
subject  to  5  per  cent,  trade  discount. 
„     4.     Sold  to  Merriman  &  Honeydew  2  dozen  pairs  Ladies' 
Glace    Kid     Walking    Shoes,     Patent    Cap    and 
Facings,   at   10s.    3o?.   per  pair,  subject  to  2J  per 
cent,  trade  discount. 
„     5.     Sold  to  Verner  &  Co.,  subject  to  3  per  cent,  trade  dis- 
count, 15  Paris   Model   Hats,  at  £1  2s.    each  ;    4 
Costumes,  Ready-made,  at  £2  2s.  M.  each. 
„     6.     Sold  to  Myrtle,  Rose  &  Co.  25  Ostrich  Tips,  assorted 
colours,     at    3s.     9c?.     each,    subject    to    5     per 
cent,  trade  discount. 
„     6.     Sold   to  Warren,    Charles   &   Co.    10  pairs    Ladies' 
Boots,    "Rose"    pattern,    at     15s.    6c?.   per    pair, 
subject  to  2\  per  cent,  trade  discount. 
Answers.— 6c.     Total  Sales,  £123  2s.  \d. 

6d.     Total  Sales,  £129  145.  lOrf. 
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CHAPTER  VII 

THE    JOURNAL 

It  has  already  been  explained  that  the  Ledger  forms  the 
complete  and  permanent  record  of  a  trader's  transactions, 
and,  regarding  the  Cash  Book  as  an  integral  part  of  it, 
it  is  the  Ledger  which  affords  the  necessary  material 
for  the  construction,  successively,  of  the  Trial  Balance 
and  the  Balance  Sheet. 

It  has  also  been  mentioned  that,  for  purposes  of  con- 
venient grouping  of  sales  and  purchases  "on  credit,"  and 
in  order  to  facilitate  their  subsequent  entry  in  the  Ledger, 
transactions  of  these  two  types  are  marshalled  in  sub- 
sidiary books  (called  "  Sales  "  and  "  Purchases  "  Journals) 
prior  to  their  final  record  in  the  Ledger. 

It  still  remains  to  be  explained  that  those  transactions 
which  do  not  pass  through  the  Cash  Book,  Sales  Journal, 
or  Purchases  Journal,  are  similarly  marshalled  in  one  or 
more  subsidiary  books,  called  "Journals,"  prior  to  their 
respective  entry  in  the  Ledger.  The  Sales  and  Purchases 
Books  are  themselves  "  Journals,"  in  the  sense  that  they 
marshal  entries  for  subsequent  posting,  and,  except  for 
the  fact  that  they  occupy  a  somewhat  special  position  in 
a  trader's  system  of  book-keeping,  these  books  could 
have  been  suitably  explained  in  this  chapter  in  company 
with  the  other  Journals  ;  owing,  however,  to  the  extended 
use  to  which  books  of  this  kind  are  put  in  modern 
practice,  it  has  been  considered  advisable  to  explain 
them  in  detail  in  the  two  previous  chapters. 

The  Cash  Book  and  the  Journals  (of  whatever  class) 
form  the  "  books  of  original  entr}^  "  in  common  use,  and  it 
is  an  accepted  rule  in  present-day  book-keeping  that  no 
transaction  shall  be  entered  in  the  Ledger  without  having 
previously  appeared  in  some  "book  of  original  entry." 
This  salient  rule  arises  out  of  the  necessities  of  office 
organization. 

The  various  books  of  original  entry  can  be  written  up 
by  one  or  more  clerks  immediately  upon  the  occurrence  of 
a   transaction,   and   these   books    can  be    subsequently 
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handed  to  the  Ledger-keeper  to  be  posted  by  him  in  the 
trader's  Ledger  at  his  leisure  or  convenience.  Incident- 
ally, in  the  auditing  of  a  trader's  books,  the  fact  that 
the  record  of  each  transaction  appears  in  a  book  of 
original  entry  as  well  as  in  the  Ledger  permits  of  two 
auditors  being  simultaneously  employed  to  check  the 
accuracy  of  the  trader's  postings,  one  auditor  being  able 
to  "call  over  the  transactions  "  from  the  book  of  original 
entry  to  another  auditor  holding  the  Ledger.  It  will  be 
obvious  that  this  convenience  saves  an  immense  amount 
of  time,  especially  when  the  books  are  ponderous  in  size. 
Apart  from  the  Sales  and  Purchases  Books  already 
dealt  with,  the  Journals  employed  by  a  trader  for  the 
purpose  of  marshalling  his  transactions  are  as  under — 

L.  *' Returns"  Journals,  which  are  used  to  record 
transactions  in  which  goods  purchased  are  re- 
turned to  or  by  the  trader  on  account  of  some 
defect,  error,  or  unsuitability. 

2.  Bills  Receivable  and  Bills  Payable  Journals  (or 

"Books ")  which  are  employed  to  marshal  trans- 
actions respecting  the  Bills  Eeceivable  given  to 
the  trader  or  the  Bills  Payable  accepted  by  him. 

3.  Other  Special  Journals,  devised  and  used  to  re- 

cord transactions  of  one  or  more  special  types 
according  to  the  particular  requirements  of  the 
business  in  which  they  are  employed. 

4.  The   Journal  proper,    which   is   used   to   record, 

as  a  book  of  original  entry,  those  transactions 

(other  than   cash   transactions)    which    cannot 

conveniently  be  placed  in  any  of  the  Journals 

previously  mentioned. 

The  student  will  find  that  the  Eeturns  Journals  and 

the  Bills  Payable  and  Eeceivable  Books  are  explained  in 

the  next  chapter;   the  "Special"  Journals,  referred  to 

above  (3),  naturally  vary  according  to  the  character  and 

requirements  of  the  business  in  which  they  are  employed 

or  according  to  the  nature  of  the  transactions  they  are 

designed  to  record,  and  need  no  detailed  mention  here. 

It  is  therefore 

The  Journal  Proper 

which  remains  for  explanation  in  this  place. 

The  generally  accepted  use  of  the  "  Journal  proper," 
in  modern  commercial  book-keeping,  is,  as  has  already 
been  stated,  merely  that  of  a  book  of  original  entry  for 
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the  record  of  transactions  which  cannot  be  conveniently 
marshalled  for  subsequent  posting  in  any  other  book 
of  original  entry.  Its  form,  however,  is  such  that  any 
transaction,  whether  "Cash,"  "Sale,"  "Purchase," 
"  Eeturn,"  or  indeed  whatever  its  nature,  could,  if 
desired,  be  originally  recorded  in  this  book,  although 
the  labour  and  inconvenience  of  such  a  proceeding  in  a 
business  of  any  magnitude  would  obviously  be  enormous. 

In  earlier  times,  however,  the  Journal  was  used  as  the 
main  book  of  original  entry,  and  the  Cash  Book  and  such 
other  books  of  original  entry  as  were  employed  were 
regarded  as  accessory  to  it,  entries  in  many  cases  appear- 
ing first  in  the  one  set  of  original  records  and  subsequently 
in  the  Journal. 

Judging  by  the  work  sent  in  by  examination  candidates 
there  would  still  appear  to  be  great  diversity  of  opinion 
amongst  teachers  of  book-keeping  as.  to  the  practical  uses 
of  the  Journal  proper.  Some  candidates  even  go  to  the 
extreme  length  of  journalizing  every  item  appearing  in 
an  exercise  before  preparing  the  accounts  required  by  the 
terms  of  the  question.  The  inevitable  result  of  this 
proceeding  is  that  examinees  pursuing  these  methods 
rarely  have  time  to  attempt  more  than  a  small  portion 
of  the  paper  set. 

In  the  opinion  of  the  author,  teachers  will  be  wise  to 
encourage  students,  particularly  in  elementary  stages,  to 
acquire  facility  in  quickly  and  correctly  journalizing  any 
transactions  that  may  be  put  before  them.  Ample  practice 
in  this  direction  will  render  many  matters,  which 
often  present  difi&culties  to  the  student's  mind,  much 
easier  of  comprehension,  and  will,  moreover,  enable  him 
to  acquire  the  habit  of  deciding,  with  method  and  rapidity, 
upon  the  proper  destination  of  the  items  composing  any 
transactions  he  may  encounter.  Probably  nothing  will 
exemplify  more  forcibly  the  principle  that  every  debit 
must  have  its  correlative  credit  than  the  cultivation  of 
this  practice.  Let  the  student  therefore  acquire  the 
habit  of  thinking  in  Journal  entries  when  confronted 
by  book-keeping  problems. 

If  a  reference  is  made  to  Chapter  XXII  it  will  also 
be  noted  that,  in  the  author's  opinion,  students  will  be 
wise,  for  the  reasons  there  stated,  to  journalize  the 
adjusting  entries  arising  out  of  any  exercise  or  set  of 
accounts  prepared  by  them  for  examination  purposes. 

Subject  to  the  legitimate  and  helpful  employment  of 
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the  Journal  in  the  above  directions,  the  student  should  be 
given  clearly  to  understand  that  the  uses  to  which  the 
Journal  proper  is  put,  in  modern  practice,  are  strictly 
limited,  as  will  be  explained  hereafter. 

On  the  continent  the  Journal  proper  is  still  extensively 
employed,  and,  in  France,  under  the  Code  Napoleon,  its 
use  is  compulsory,  and  it  is  designed  so  as  to  contain  the 
whole  of  a  trader's  transactions;  but  in  modern  commercial 
practice  in  the  United  Kingdom  the  employment  of  the 
Journal  proper  has  almost  reached  vanishing  point.  It  is 
now  over  twenty  years  since  the  author  last  saw  the  old 
practice  of  journalizing  every  transaction  employed  in 
this  country,  and  its  continuance  in  that  case  was  solely 
due  to  the  obstinacy  of  the  book-keeper  concerned,  who 
eventually  died  as  the  result  of  the  breakdown  occasioned 
by  the  overwork  entailed  by  his  cumbersome  and 
antiquated  methods. 

Many  important  business  houses  employ  no  Journal 
proper  at  all,  making  all  the  necessary  adjustments  by 
means  of  direct  transfers  from  one  Ledger  account  to 
another. 

In  the  opinion  of  the  author,  it  is  advantageous  to 
keep  a  Journal  for  the  reason,  if  for  no  other,  that  it  is 
often  convenient  to  have  a  permanent  record  in  concise 
form  and  chronological  order  of  the  annual  adjustments, 
provisions,  .etc.,  made  upon  closing  the  books  of  a 
business  for  any  given  period. 

It  is  often  useful,  also,  for  future  reference  in  case  oi 
doubt  or  dispute,  for  such  entries  to  be  signed  or  initialed 
by  the  partners  or  by  the  company's  officials  concerned. 
The  entries  passed  through  the  Journal  proper  should, 
however,  be  strictly  limited  to  the  necessary  record  of 
opening  entries,  closing  entries,  adjustments,  corrections, 
etc.,  or  to  such  entries  as  cannot  be  scientifically  passed 
through  any  other  book  of  original  entry.  For  the  ac- 
commodation of  entries  such  as  the  above,  the  Journal 
proper  offers  the  only  convenient  posting  medium. 

The  common  form  of  the  Journal  proper  is  simple.  It 
contains  columns  for  the  date  of  the  transaction,  for  the 
details  of  which  it  is  composed  (including  the  names  of 
the  Ledger  accounts  in  which  the  entry  is  to  be  debited 
and  credited),  a  folio  column,  and  a  pair  of  money  columns 
(Dr.  and  Cr.).  The  purpose  of  Journal  entries  is  merely  the 
lucid  statement  of  transactions  in  correct  form  for  posting 
in  the  Ledger,  a  process  which  is  called  •' JournaUziiig  " 


£ 

s. 

100 

0 

100 

0 
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This  intention  (the  correct  statement  ot  transactions 
in  proper  form  for  posting)  could,  of  course,  be  accom- 
plished by  any  form  of  book  which  permitted  a  succinct 
and  concise  synopsis  of  the  entry  to  be  made,  and  some 
such  form  as  the  one  appended  could  be  used. 

E.g.  It  is  desired  to  state,  in  convenient  form  for 
posting,  the  parting  with  a  horse  worth  £100  in  exchange 
for  a  carriage  worth  a  similar  sum. 

Example. — 


Debit  Carriages  Account  100       0       0 

Cre^ii  Horses  Account 100       0       0 

In  respect  of  the  carriage  received  from  John  Smith  in 
exchange  for  my  horse  "Toby."  * 

*  The  transaction  liere  used  for  the  purposes  of  exemplification,  i.  «.  the  direct 
exchange  of  one  commodity  against  another,  is  not  to  be  taken  as  illustrative  of 
modem  commercial  methods.  Direct  barter  of  one  article  against  another  is  rare 
in  practical  business  ;  transactions  which  are  tantamount  to  barter  in  their  effect 
being  usually  stated  in  the  form  of  sales  and  purchases  between  the  respective 
parties.  The  entries  then  find  their  due  places  in  tlie  customary  Sales  and  Purchases 
Books. 

It  will  be  seen,  however,  that  there  is  one  defect  in  the 
above  form,  viz.  that,  apart  from  the  instructions  as  to 
debiting  and  crediting  at  the  extreme  left-hand  side  of  the 
entries,  there  is  nothing  in  the  relative  positions  of  the 
money  sums  (£100  in  each  case)  to  indicate  upon  which 
side  of  the  respective  Ledger  accounts  the  entries  are  to  be 
made.  It  must  be  remembered  that,  in  glancing  through 
transactions  prior  to  posting  them  in  the  Ledger,  the 
position  of  the  money  sums  (either  on  the  debit  or  the 
credit  sides)  in  the  Cash  Book  and  Sales  and  Purchases 
Journals  indicates,  to  a  greater  or  less  degree,  the  side  of 
the  Ledger  account  upon  which  the  item  is  to  be  entered, 
and  it  is  desirable  that  some  such  indication  should  also 
be  afforded  to  the  Ledger-keeper  when  posting  from  the 
Journal  proper. 

The  form  of  the  modern  Journal  has  therefore  been 
modijfied  in  order  to  include  this  very  desirable  end.  Two 
money  columns  are  provided  in  the  place  of  the  single 
column  given  above,  and  all  entries  which  are  to  be 
posted  to  the  debit  in  the  Ledger  are  entered  in  the  left- 
hand  money  column  in  the  Journal,  while  all  entries 
which  are  to  appear  in  the  Ledger  on  the  credit  side 
are  placed  in  the  right-hand  money  column  in  the 
Journal.     At  the  same  time   and  with  the  same   object 
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(viz.  clearness  in  posting)  the  following  rules  are  followed 
when  compiling  Journal  entries,  viz. — 

(1)  That  the  account  (or  accounts,  if  there  be  more 
than  one)  which  is  to  be  debited  in  the  Ledger  appears 
in  each  Journal  entry  before  the  account  (or  accounts) 
which  is  to  be  credited. 

(2)  That  the  Accounts  which  are  to  be  debited  are 
shown  in  the  Journal  entry  slightly  more  to  the  left- 
hand  side  than  those  Accounts  which  are  to  be  credited. 

A  transaction  stated  in  proper  Journal  form,  ready  for 
posting,  appears,  therefore,  much  in  the  following  form 
(taking  the  same  example  as  previously  used) — 


Carriages  Account 
Horses  Account 
For  property  exchanged  this  day. 


100 


£ 

100 


0    '    0 


A  transaction  stated  in  this  manner  corresponds  almost 
exactly  to  the  form  of  Journal  entry  used  in  modern 
practice. 

The  form  employed  in  commercial  practice  differs  from 
the  above  example  only  in  the  fact  that  it  contains  addi- 
tional columns  for  dates  and  Ledger  folios,  and  a  slight 
verbal  alteration  in  the  method  of  stating  the  entry  also 
takes  place ;  viz.  the  word  "  to  "  is  prefixed  to  all  items 
which  are  to  be  posted  to  the  credit  of  accounts  in  the 
Ledger. 

A  form  of  Journal  is  appended  in  which  the  above 
transaction  is  set  forth  in  proper  commercial  form. 


JOURNAL 

1908. 
Jan.  5 

Carriages  Account          Dr. 

To  Horses  Account 
For  property  exchanged  this 

day. 

£ 
100 

! 

». 
0 

0 

£ 
100 

0 

d. 
0 

The  transaction  shown,  by  way  of  an  example,  in  the 
specimen  form  of  Journal  given  above  is  of  a  simple 
nature,  there  being  only  one  account  to  be  debited  with  a 
certain  sum  of  money  and  another  account  to  be  credited 
with  a  like  amount. 

Transactions,  however,  frequently  occur  which  are 
more  complicated,  wherein,  for  example,  a  single  debit 
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entry  for  a  certain  sum  is  to  be  equalized  by  two  or  more 
credit  entries  for  different  portions  of  this  sum  (the  total 
credit  entries  equalling  in  amount  the  debit  entry),  ox  vice 
versa,  c.  g.  the  trader  may  exchange  a  horse  worth  £50, 
receiving  for  it  a  cart  worth  £30  and  hay  worth  £20. 
In  order  to  record  this  transaction  properly  the  trader 
must  credit  his  "  Horses "  Account  with  £50  and  must 
debit  •'  Cart "  Account  with  £30  and  "  Fodder  "  Account 
with  £20.  The  Journal  entry  will  therefore  appear  as 
follows — 

JOURNAL 


1909. 
Feb.  5 


Sundries,  viz. — 
Cart  Account                            D 
Fodder  Account                        D 
To  Horses  Account 

For  property  exchanged  tLis  day. 


£ 

«. 

d. 

£ 

t. 

30 

0 

0 

20 

0 

0 

50 

0 

I 

I 


Other  compound  entries  must  be  treated,  according  to 
their  requirements,  in  a  similar  manner ;  the  word  "  Sun- 
dries "  being  prefixed  to  the  accounts  which  are  to  be 
debited  or  credited  if  there  is  more  than  one  account  on 
either  side. 

A  further  illustration  may  be  given,  in  which  more  than 
one  entry  is  required  on  each  side  of  the  Journal,  e.g. 
when  the  trader  parts  with  a  horse  worth  £50  and  £10 
worth  of  harness,  receiving  in  exchange  a  cart  worth  £30 
and  fodder  to  the  value  of  £30.  The  entry  for  this  trans- 
action will  be  as  follows — 

JOURNAL 


1909. 
Feb.  5 


Sunrlries 
To  Sundries,  viz.— 

Cart  Account  

Fodder  Account 

Horses  Account 

Harness  Accor.nt 

For  property  exchanged  this  day 


Dr. 


1 

1 

£ 

«. 

d. 

£ 

«. 

d. 

SO 

0 

0 

30 

0 

0 

50 
10 

0 
0 

0 
0 

The  remark  placed  at  the  foot  of  a  Journal  entry  (e.  g. 
'■for  property  exchanged"  as  above)  is  intended  to  furnish  a 
concise  explanation  of  the  nature  of  the  transaction,  and  is 
termed  the  "  Narration."  The  narration,  of  course,  varies 
according  to  the  nature  of  the  entry  to  which  it  relates, 
and  should  not  be  allowed  to  become  too  voluminous. 

The  transactions  which   appear   in   the  Journal 

D  2 


are» 
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as  has  been  indicated  previously,  those  which  from  their 
nature  cannot  be  conveniently  marshalled  in  correct  form 
ready  for  posting  to  the  Ledger  in  any  of  the  other  books 
of  original  entry;  they  are,  in  practice,  consequently 
mainly  confined  to  "  transfers  "  of  amounts  between  any 
Irwo  or  more  Ledger  accounts,  together  with  the  opening 
and  closing  entries  made  at  the  commencement  and 
termination  respectively  of  any  particular  trading  period. 

Entries  which  are  merely  of  the  nature  of  transfers, 
whether  made  during  a  trading  period  or  at  the  close  of 
it,  are  usually  of  a  comparatively  simple  nature,  and 
follow  upon  the  lines  previously  laid  down,  but  the 
records  which  are  necessary  at  the  initiation  of  a  system 
of  book-keeping,  and  at  the  conclusion  of  a  trading  period, 
are  perhaps  of  a  somewhat  special  nature,  and  may  be 
advantageously  explained  in  detail. 

If  a  person  possessing  certain  assets,  and  being  subject 
to  certain  liabilities  (the  difference  between  these  two  sets 
of  figures  representing,  of  course,  his  "  capital ")  engages 
in  business,  the  details  of  these  Assets  and  Liabilities 
require  to  be  marshalled  in  the  Journal  before  the 
necessary  accounts  for  the  respective  items  are  opened 
in  the  Ledger.  The  various  assets  are  set  forth  in  the 
Journal  in  the  debit  column,  and  the  liabilities  and  the 
capital  are  similarly  entered  in  the  credit  column;  the 
totals  of  the  items  on  either  side  counterbalance  each 
other,  and  the  whole  forms  one  comprehensive  and  self- 
explanatory  Journal  entry.  It  must  here  be  mentioned 
that,  contrary  to  the  general  rule  which  prohibits  cash 
entries  from  appearing  in  the  Journal  (their  appropriate 
book  of  original  entry  being,  of  course,  the  Cash  Book), 
the  balance  of  cash  in  hand  with  which  a  trader  com- 
mences business  is  entered  with  the  other  assets  on  the 
debit  side  of  the  Journal,  and  is  posted  from  thence  to  the 
Cash  Book.  This  procedure  arises  out  of  a  desire  to 
include  the  whole  of  the  trader's  initial  financial  position 
in  the  one  comprehensive  Journal  entry,  including  the 
full  figure  of  the  trader's  original  capital,  so  that  a  com- 
plete history  of  the  initiation  of  the  business  may  be 
placed  upon  record. 

This  principle  is  carried  out  in  the  subjoined  example. 

Example.— A.  B.  starts  in  business  on  January  1,  1909,  with  the 
following  assets — 

Cash  at  the  Bank,  £1(M);  Stock  of  Goods  on  hand,  £250;  Bills 
Receivable,  £100. 
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Debtors— W.  Brown,  £365  ;  Holmes  &  Co.,  £45.     (Total,  £860.) 
At  the  same  date  A.  B.  owes  the  following  liabilities — 
Gremaud  &  Co.,  £45  ;  Beck  Bros.,  £250.    (Total,  £295.) 
The  Journal  entry  necessary  in  order  to  open  A.  B.'s  books  will  be 


as  follows- 


JOURNAL 


1909. 
Jan.  1 


Sundries  Dr. 

To  Sundries 

Cash    

Stock  

Bills  Receivable  

W.  Brown 

Holmes  <fe  Co 

Gremaud  &  Co 

Beck  Bros 

Capital  Account 

For  Assets,  Liabilities,  and 
Capital  at  the  commence- 
ment of  business. 


£ 

s. 

d. 

£ 

s. 

100 

0 

0 

i  250 

0 

0 

:  100 

0 

0 

1  365 

0 

,  0 

1   45 

0 

0 

45 
250 
565 

0 
0 
0 

£860 

0 

» 

£860 

0 

At  the  conclusion  of  any  given  period  of  trading  {e.g.  at 
the  end  of  a  half-year)  the  trader  usually  extracts  his 
"  Trial  Balance "  (^.  e.  a  classified  list  of  the  balances 
remaining  on  his  Ledger),  and  prepares  to  construct 
therefrom  his  Trading  and  Profit  and  Loss  Accounts. 

As  has  been  previously  indicated  (see  page  57)  the 
Trading  and  Profit  and  Loss  Accounts  are  constructed  by 
transferring  to  new  accounts,  opened  for  the  special 
pui-pose  under  the  above  headings,  the  balances  of  all 
those  accounts  which  represent  (for  the  Trading  Account) 
transactions  in  goods  and  (for  the  Profit  and  Loss  Account) 
items  of  "loss"  or  "gain."  The  loss  or  gain  shown  on 
the  Trading  Account  is  itself  transferred,  immediately 
upon  its  ascertainment,  to  the  Profit  and  Loss  Account. 

Transfers  of  this  nature  are  effected  by  means  of  the 
Journal,  as  also  are  the  transfers  which  are  necessary  in 
order  to  carry  into  effect  any  desired  writing  down  or 
"depreciation"  of  any  particular  asset,  the  entries 
necessary  to  raise  any  desired  reserves,  and  the  final 
transfer  of  the  net  balance  of  Profit  or  Loss  (in  the  case 
only  of  private  firms  and  partnerships  and  not  in  the 
case  of  Joint  Stock  Companies)  to  the  Capital  Account. 
All  these  matters  will,  however,  be  fully  dealt  with  here- 
after, when  the  preparation  of  the  above  accounts  is  under 
consideration. 

Example. — The  following  balances,  extracted  from  a  trader's  Trial 
Balance,  are  to  be  transferred  to  the  Trading  and  Profit  and  Loss 
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Accounts  through  the  Journal,  and  the  closing  balance  of  the  Profit 
and  Loss  Account  is  to  be  transferred  to  the  Capital  Account. 

Opening  Stock  (Dr.),   £500;    Purchases  (Dr.),   £5,000;   Sales 

(Cr.),  £6,000. 
The  Closing  Stock,  £400  (Dr.),  is  to  be  brought  into  the  books. 
Salaries  (Dr.),  £500  ;  General  Expenses  (Dr.),  £360  ;  Discounts 

received  (Cr. ),  £50. 

JOURNAL  (Closing  Entries) 


Dec.  31  I  Trading  Account  Dr. 

To  Sundries 

viz.  Stock  Account  ... 

(Stock,  Jan.  1,  1908) 

Purchases  Account    ... 

For  Balances  Transferred. 

Sundries  Dr. 

To  Trading  Account 

viz.  Slock  Account 
(Stock,  Dec.  31,  1908) 

Sales  Account 

For  Balances  Transferred. 

Trading  Account  Dr. 
To  Profit  and  Loss  Ac- 
count   

For  Gross  Profit  Trans- 
ferred. 

Profit  and  Loss  Account  Dr. 
To  Sundries 
viz.  Salaries  Accoutrt 
General      Expenses 

Account 

For  Balances  Transferred. 

Discount  Account          Dr. 
To  Profit  and  Loss  Ac- 
count   

For  Balance  Transferred. 

Profit  and  Loss  Account  Dr. 
To  Cai>ital  Accoimt  

For  the  Net  Profit  for  the 
year  1908  transferred  to 
Capital  Account. 


L.F. 
131 

32 


131 


131 
132 


132 

1 

84  i 


74  I 
132  I 


132 
1 


5,500 


400 
.000 


900 


50 


90 


0  0 


'£13,800    0   0 


500 
5,000 

6,400 


900 


500 
860 


50 


£13,800 


0   0 

I 
0  0 


0  0 


0   0 


0   0 

I 


As  has  already  been  suggested,  in  the  earlier  part  of 
this  chapter,  in  many  modern  commercial  houses,  the 
closing  entries  comprised  in  the  above  entry  would  be 
made  by  means  of  direct  transfers  from  one  Ledger 
account  to  another.  The  only  valid  objection  to  this 
course  is  the  fact  that  errors  are  perhaps  more  likely  to 
creep  in  where  this  practice  is  maintained  than  in  cases 
where  the  whole  of  the  transactions  are  marshalled  clearly 
before  the  book-keeper  in  the  form  of  Journal  entries. 
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EXERCISES. 


7a. 

1.  What  is  a  Journil?     Explain  the  expression  "Sales  Journal." 

2.  What  are  the  books  of  "original  entry,"  and  why  are  they  so 
called  ? 

3.  What  is  the  object  and  utility  of  the  rule  that  "  every  trans- 
action shall  pass  through  some  book  of  original  entry  "  ? 

4.  Apart  from  the  Sales  and  Purchases  Books  give  a  list  of  the 
Journals  usually  employed  by  a  trader. 

5.  W^hat  is  tiie  "  Journal  proper  "  ?  Explain  the  nature  of  the 
transactions  which  it  should  contain. 

6.  Briefly  compare  the  present-day  use  of  the  "  Journal  proper  " 
with  the  uses  to  which  it  was  put  in  the  early  stages  of  Double 
Entry  book-keeping. 

7.  If  the  debit  and  credit  money  columns  of  a  Journal  proper 
disagree  as  regards  their  total,  what  would  you  infer  ? 

8.  Give  briefly  the  reasons  which  render  the  journalizing  of  the 
whole  of  a  trader's  transactions  quite  unnecessary  in  modern  practice. 

7b. 

Construct,  from  the  following  details,  the  Journal  entries  neces- 
sary to  open  the  books  of  Arthur  Day  on  January  1,  1909,  ruling 
the  necessary  form.    Show  Arthur  Day's  initial  ' '  Capital  Account. " 


£    s.     d. 

Cash  at  Bank 

362    1     9 

Stock  on  hand 

1,471  14    2 

Creditors  :  Eager  &  Co. 

32    1     0 

Finch  Bros. 

176  15    4 

Bills  Receivable  on  hand 

350    0    0 

Plant  and  Machinery     .... 

549  13    2 

Freehold  Premises          .... 

2,004    6  11 

Amount  owing  to  W.  Brown  for  Loans  . 

1,500    0    0 

Debtors  :  W.  Good        .... 

362  13    9 

R.  Hall           .... 

40    0    0 

Cash  at  Office 

5    2    9 

7C. 


Journalize  the  following  transactions,  ruling  the  necessary  forms — 

April  3.     Exchanged  two  horses  worth  £35  each  for  one  carriage 

worth  £70. 
,,     5.     Exchanged  fodder  to  the  value  of  £60  for  one  horse 

worth  £25  and  seven  sheep  worth  £35. 
,,     8.     Transferred  from  the  Personal  Ledger  Account  of  A. 

Brown  (to  which  account  it  had   been  incorrectly 

credited)  a  sum  of  £35  remitted  by  Brown  k  Co.  for 

their  credit  on   February    14   last  ;    and   credited 

the  same  to  Brown  &  Co. 
,,  30.     Wrote  £30  depreciation  off"  "Horses"  Account  and 

£25  off  "  Building;s  "  Account. 
,,  30.     Wrote  off  as  a  Bad  Debt  £14  6.9.9c?.  owing  by  Wetherall 

Bros. 
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April  30.     Created  a  Reserve  of  £100  as  a  provision  against  Bad 

and  Doubtful  Debts,  this  sum  being  estimated  to  be 

needed  in  future  in  respect  of  debts  owing  at  this 

date. 

„  30.     Wrote  £100  off  Goodwill  and  Patent  Rights  Account. 

7d. 

The  following  balances,  extracted  from  a  trader's  Trial  Balance, 
are  to  be  trans^rred  to  the  Trading  and  Profit  and  Loss  Accounts 
through  the  Journal ;  a  reserve  of  £200  is  to  be  raised  to  cover  the 
estimated  loss  in  connection  with  pending  litigation,  and  the  closing 
balance  of  Profit  and  Loss  is  to  be  transferred  to  the  Capital 
Account.     The  closing  Stock  amounted  to  £1,200. 

£       s.    d. 

Opening  Stock 2,600    0    0 

Purchases 10,400     0     0 

Returns  Inwards 100     0    0 

Sales 13,460     0     0 

Salaries  and  Wages 1,050    0     0 

General  Expenses 150     0     0 

Rent,  Rates  and  Taxes         .        .        .        .  300    0    0 

Answers. — 
7b.  Balance  of  A.  Day's  Capital  Account  (Cr.),  £8,436  165.  2d. 
7c.  Totals  of  Journal,  £434  6s.  M, 
7©.  Net  Loss,  £140. 


CHAPTEE  VIII 

BILLS  PAYABLE   AND  RECEIVABLE  BOOKS.      RETURNS  BOOKS 

It  is  a  matter  of  experience  in  many  trading  concerns 
that  the  transactions  in  Bills  of  Exchange  (whether 
*'  Bills  Payable  "  or  "  Bills  Eeceivable  "  from  the  trader's 
point  of  view)  are  sufficiently  numerous  to  justify,  or  even 
to  necessitate,  the  keeping  of  separate  books  of  original 
entry  in  order  to  conveniently  marshal  them  for  sub- 
sequent Ledger  posting.  It  is  also  a  matter  of  experience 
that  the  main  features  of  a  Bill  of  Exchange,  e.^.  the  dates 
of  acceptance  and  maturity,  the  names  of  the  drawer, 
acceptor,  etc.,  are  too  numerous,  in  the  majority  of  cases, 
for  complete  record  in  the  limited  space  available  for 
Ledger  postings,  and  for  this  reason  also  the  use  of  a 
separate  record  is  desirable.  As  a  result  of  these  essential 
considerations  separate  Journals  are,  in  practice,  almost 
invariably  used  for  the  purpose  of  recording  all  transactions 
in  bills,  and  the  Journals  so  employed  are  commonly 
designed  to  contain  much  information  of  a  statistical 
character  in  addition  to  fulfilling  their  purpose  as  books 
of  original  entry. 

Separate  books  are  used  for  (a)  the  Bills  Payable 
**  accepted  "  by  the  trader,  and  for  (b)  the  Bills  Receivable 
acquired  by  him. 

When  a  trader  "  accepts  "  {i.  e.  undertakes  to  pay  at 
maturity)  a  bill  drawn  upon  him  by  one  of  his  creditors, 
the  necessary  double  entry  consists  of  a  debit  to  the 
creditor's  Personal  Account  for  the  amount  of  the  bill, 
and  a  credit  to  Bills  Payable  Account  for  a  like  sum.  It 
must  be  borne  in  mind  that  the  "  acceptance "  of  a 
creditor's  draft  is  always  treated  as  cancelling  the  original 
debt  to  the  extent  of  the  amount  of  the  draft,  and  as 
creating  a  fresh  obligation  to  the  holder  of  the  bill  (not 
necessarily  the  creditor),  this  obligation  being  recorded 
Tinder  the  account  styled  "Bills  Payable."  When  it  is 
remembered  that  the  Bills  Payable,  accepted  by  the  trader 
in  question,  pass  from  hand  to  hand  in  commercial  circles 
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without  any  notification  to  the  acceptor  of  the  various 
changes  in  ownership,  the  necessity  for  the  Bills  Payable 
Account  at  once  becomes  apparent,  in  view  of  the  fact 
that  it  represents,  at  any  time,  the  amount  owing  by  the 
trader  to  the  world  at  large  on  his  Bills  Payable. 

When  "  accepting "  a  draft  drawn  upon  him  by  a 
creditor  the  trader  could,  should  he  so  desire,  effect  the 
necessary  entry  by  debiting  the  creditor  and  crediting 
Bills  Payable  Account,  by  means  of  an  entry  in  the 
Journal  proper,  and  he  could  of  course  repeat  this  process 
in  order  to  record  every  one  of  his  acceptances  as  they 
occurred  ;  as  a  result  the  credit  entries  of  exactly  similar 
character  appearing  in  the  Bills  Payable  Account  would 
become  so  numerous  that,  in  many  businesses,  the  account 
would  soon  become  unwieldy  if  dealt  with  in  this  manner. 

If,  on  the  other  hand,  these  numerous  separate  credits 
to  the  Bills  Payable  Account  can  be  replaced  by  one  credit 
entry  for  the  total  acceptances  accumulated  during  a  given 
period,  say  monthly,  it  is  obvious  that  economy  and  con- 
venience in  Ledger  posting  has  been  gained,  and  this 
desirable  result  is  effected  by  means  of  the  Bills  Payable 
Book. 

Consequently,  in  practice,  all  the  drafts  accepted  by  the 
trader  are  entered,  upon  acceptance,  in  the  Bills  Payable 
Book,  from  whence  the  Personal  Ledger  Account  of  the 
creditor  is  immediately  debited ;  at  the  end  of  a  given 
period  the  Bills  Payable  Book  is  added  up  and  its  total 
is  posted  to  the  credit  of  the  "  Bills  Payable  Account "  in 
the  Ledger,  thus  completing  the  double  entry. 

The  form  of  a  Bills  Payable  Book  in  common  use 
appears  on  the  opposite  page,  and  three  specimen  trans- 
actions have  been  inserted  therein. 

When  a  trader's  acceptances  mature  they  are  presented 
for  payment  either  at  his  office  or,  more  usually,  at  his 
i^ankers',  according  to  the  wording  of  his  *'  acceptance  " 
as  written  across  the  face  of  the  bill.  In  either  case, 
upon  the  payment  of  the  sum  represented  by  the  bill,  a 
credit  entry  must  be  made  in  the  Cash  Book  (in  the 
"Cash"  or  "Bank"  column  as  the  case  may  be),  and 
this  entry  must  be  posted  to  the  debit  of  the  Bills  Payable 
Account  in  the  Ledger  in  the  ordinary  course.  It  may 
sometimes  happen  that  the  debit  appearing  in  the  Bills 
Payable  Account,  representing  the  payment  of  the  bill, 
will  reach  the  Bills  Payable  Account  (on  the  debit  side) 
before  the  total  entry  for  the  bills  accepted  over  a  given 
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O        O        ©^    1   (N          1 

O        O        O    1   t£         i 

200 
1,000 

1 

Folio  of 
liCtlger 
account 
debited. 

^  ^   z 

Due  date. 

Feb.  4, 
1908 

April  4, 
1908 

April  4, 
1908 

Tenor. 

1    month 
from  date 
3  months 
from  date 
3  montlis 
after  siglit 

Jan.       1, 

I'.OS 
Jan.       1, 

1908 
Dec.     30. 

1907 

'1 

London 
do. 
do. 

For  wliose 
account 
accepted. 

^  i  §1 
idl  il 

In  whose 
favour 
drawn. 

C3      tf      us                1 

il  f 

1         « 

Brown     «t 

Co. 
Jones  Bros. 

J  H.  Beck 

•iiia  JO 

j^uiux 

lis 

Dale. 

2    *      -      - 

1 

5.2 

1.8 


c 

1 

Paid        at 
liiati.rity 

Do. 
/■Discounted 
{  WitliBank 
1,  Feb  5, 1908 
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Due  date. 
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1908 

Mar.    3, 

1908 
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c: 

3  m/d 

2  m/d 
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Bill. 

U 

CO 
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Parr's  Bank, 
Jjombard 
Street 

Yorkshire 
Bink,  York 

Bank  of  Eng- 
land, Hull 

From  whom 
received. 
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Bros. 
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Bros. 
J.    Atkins 

&Co. 

Acceptor.        Drawer. 

J.  R.  Wills 

Selves 

J.    Atkins 
&Co. 
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1 
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period  is  effected  upon  the  credit  side,  although  the 
former  transaction  takes  place  long  after  the  latter ;  this 
apparent  difficulty  is  made  right  when  the  total  credit 
entry  for  acceptances  is  made  in  due  course  from  the 
Bills  Payable  Book,  and  must  not  be  allowed  to  confuse 
the  student. 

The  Bills  Receivable  Book  proceeds  upon  lines  similar 
to  those  already  explained  as  underlying  the  working  of 
the  Bills  Payable  Book,  subject,  of  course,  to  the  fact 
that  the  nature  of  the  transactions  it  contains  is  reversed. 

Bills  Eeceivable  as  and  when  acquired  by  the  trader 
are  entered  in  detail  in  the  Bills  Eeceivable  Book,  and 
are  posted  from  thence  to  the  credit  of  the  Ledger  account 
kept  for  the  person  from  whom  they  have  been  received ; 
at  the  end  of  a  given  period  the  total  of  the  Bills 
Eeceivable  Book  is  posted  to  the  debit  of  the  Bills 
Eeceivable  Account  in  the  Ledger  in  order  to  complete 
the  double  entry. 

When  any  Bill  Eeceivable  held  by  a  trader  is  paid  by 
him  at  maturity  into  his  Bank  for  collection  on  his  behalf, 
a  debit  entry  in  the  Cash  Book  and  a  corresponding 
credit  entry  in  the  "  Bills  Eeceivable  "  Ledger  account  are 
made.  If,  by  any  mischance,  the  Bill  should  be  returned 
**  dishonoured,"  i.  e.  unpaid,  it  will  be  necessary  to  credit 
the  Cash  Book  (in  order  to  reverse  the  preceding  debit 
to  this  account)  and  to  debit  the  Ledger  account  of 
the  person  who  has  failed  to  honour  his  obligation.  It 
then  remains  for  the  trader  to  consider  what  steps  he  will 
take  with  regard  to  his  defaulting  debtor.  The  small 
charges  paid  by  the  trader's  Bankers  for  formally 
^'  noting,"  on  his  behalf,  the  dishonour  of  the  acceptance 
are  also  debited  to  the  Personal  Account  of  the  defaulter. 
It  sometimes  happens  that  a  debtor,  having  previously 
dishonoured  acceptances  in  the  trader's  hands,  and 
having,  consequently,  been  debited  in  the  trader's  Ledger 
with  the  amounts  they  represented,  will  offer  some  sort 
of  composition,  e.  g.  the  immediate  payment  of  half  the 
amount  of  the  bill  in  cash,  accompanied  by  the  debtor's 
fresh  acceptance  for  the  remainder  of  the  amount.  These 
transactions,  if  carried  out,  are  recorded  in  the  trader's 
books  without  any  special  reference  to  the  circumstances 
out  of  which  they  arise,  and  are  dealt  with  as  ordinary 
transactions,  the  new  Bill  Eeceivable  being  passed  through 
the  Bills  Eeceivable  Book  and  credited  to  the  debtor  in 
the  usual  way. 
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A  form  of  Bills  Keceivable  Book  appears  on  page  81 
containing  three  specimen  transactions. 

When  a  trader  has  acquired  a  Bill  Eeceivable  from  one 
of  his  debtors  it  becomes  possible,  should  he  so  desire, 
to  convert  it  into  ready  money,  by  disposing  of  it  to  a 
banker  or  to  some  other  person  or  institution  dealing  in 
commercial  paper.  To  successfully  dispose  of  bills  before 
maturity  it  is  of  course  essential  that  the  acceptor's  credit 
should  be  favourably  regarded  in  commercial  circles. 
Naturally  the  trader  will  not  receive,  when  selling  a 
bill  maturing  several  months  ahead,  the  full  amount 
which  will  be  payable  at  its  maturity;  the  purchasing 
banker  will  require  some  profit  in  the  way  of  interest 
upon  the  amount  advanced  by  him  in  accommodat- 
ing the  trader,  consequently,  when  buying  the  bill, 
the  purchaser  will  make  a  deduction  from  the  face 
value  ultimately  receivable.  This  deduction  is  termed 
"Discount,"  and  is  computed  at  the  interest  upon  the 
face  value  of  the  bill  from  the  date  of  its  purchase  (or 
its  "  discount  ")  until  the  date  at  which  it  is  payable, 
at  such  rate  per  cent,  per  annum  as  the  credit  of  the 
acceptor  and  the  general  condition  of  the  money  market 
will  justify  the  purchaser  in  demanding.  For  example, 
if  a  trader,  on  January  1st,  receives  A.  Brown's  accept- 
ance for  £100  maturing  on  March  4th  {i.  e.  March  7th, 
allowing  for  three  days  of  grace),  and  sells  this  bill  subject 
to  discount  to  his  banker  on  January  4th,  at  4  per  cent., 
the  discount  charged  will  be  the  equivalent  of  62  days' 
interest  on  £100  at  4  per  cent,  per  annum,  i.e.  13s.  Id. 

The  banker,  consequently,  credits  the  trader  with 
£99  6s.  bd.  in  exchange  for  the  bill  for  £100,  and  this 
transaction  will  appear  in  due  course  in  the  trader's 
Pass  Book  in  one  of  two  ways,  according  to  the  custom 
of  the  particular  bank  in  question.  The  practice  of 
some  banks  is  to  credit  their  customer  with  the  net 
amount  (£99  Qs.  5d.)  realized  by  the  sale  of  the  bill, 
while  other  banks  prefer  to  credit  their  customer  with 
the  face  value  (£100),  debiting  him  simultaneously  with 
the  discount  (13s.  7d.) ;  the  effect  of  course  is  the  same  in 
either  case. 

The  trader  who  disposes  of  a  Bill  Eeceivable  by  dis- 
counting it  with  his  bankers  should  record  the  transaction 
in  his  books  according  to  the  latter  of  the  two  methods 
adopted  by  bankers  as  described  above  ;  and  this  rule 
holds   good   in    every  case,   whether    his   banker    has 
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employed  this  method  in  connection  with  this  particulax 
bill,  or  the  alternative  procedure. 

In  the  example  given  above  the  trader  should  con- 
sequently debit  his  Cash  Book  (in  the  "  Bank  "  column) 
with  the  face  value  of  the  bill  (£100),  posting  this  item 
at  the  same  time  to  the  credit  of  the  "  Bills  Receivable" 
Account  in  the  Ledger  in  manner  similar  to  that  adopted 
where  a  Bill  Receivable  is  paid  at  maturity.  In  order  to 
record  the  amount  of  the  discount  (13s.  Id.)  a  credit 
entry  should  be  made  in  the  "Bank"  column  of  the 
Cash  Book,  which  should  be  posted  to  the  debit  of 
"Banker's  Discount"  or  "Bank  Charges"  Account  in 
the  Ledger.  The  discount  charges  made  by  a  banker 
in  connection  with  the  Bill  Receivable  bought  by  him 
from  the  trader  must  not  be  confounded  either  with 
the  ''cash  discount"  allowed  by  the  trader  upon  pay- 
ments made  to  him  by  his  debtors,  or  with  any  "  Trade 
discount "  which  may  be  deducted  from  the  nominal 
catalogue  price  of  goods  sold;  consequently  it  must  not 
be  placed  in  the  "  Discounts  "  column  in  the  Cash  Book. 
The  discount  deducted  when  selling  a  Bill  Receivable 
corresponds  with  the  interest  paid  to  a  bank  in  return 
for  a  loan,  and  should  therefore  be  grouped  with  "  Bank 
Interest  "  and  other  "  Bank  Charges." 

The  "remarks"  columns  on  the  extreme  right-hand 
side  of  the  Bills  Receivable  and  Bills  Payable  Books  are 
intended  for  the  insertion  of  any  useful  notes  regarding 
the  fate  or  history  of  any  particular  acceptance ;  in  the 
case  of  Bills  Receivable  which  are  discounted,  a  memo- 
randum of  their  having  been  thus  disposed  of  should  be 
placed  in  the  "  remarks "  column,  and  the  same  course 
should  be  adopted  in  the  case  of  any  Bills  Receivable 
which  have  been  returned  "  dishonoured  "  at  maturity. 

Eetums  Books 

It  frequently  happens  that,  when  a  trader  has  pur- 
chased a  quantity  of  goods,  either  for  use  in  manufactur- 
ing or  for  immediate  re-sale,  portions  of  the  goods  supplied 
to  him  are  found,  upon  delivery,  to  reveal  some  defect,  or 
prove  to  be  unsatisfactory  in  some  respect ;  e.  g.  goods 
may  arrive  having  been  damaged  in  course  of  transit,  or, 
where  bought  in  bulk,  portions  of  them  may  be  inferior 
in  quality  to  the  type  of  goods  contracted  for,  or  they 
may  prove  to  be  "  not  up  to  sample." 

In  such  cases  the  trader  usually  at  once  returns  the 
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unsatisfactory  goods  to  the  firm  from  whom  he  has 
bought  them,  claiming  at  the  same  time  an  allowance 
equal  to  their  full  invoice  value.  Where  the  selling  firm 
is  one  of  good  reputation,  and  is  desirous  of  keeping  the 
trader's  custom,  this  allowance  will  usually  be  readily 
conceded. 

It  consequently  becomes  necessary  to  provide  a  special 
book  of  original  entry  to  contain  the  record  of  these 
returns  by  the  trader  (known  as  "  Returns  Outwards  "), 
and  to  marshal  them  in  such  book  in  the  proper  form  for 
subsequent  posting  to  the  Ledger. 

A  return  by  the  trader  to  the  seller  of  goods  found  to 
be  unsatisfactory  is,  in  effect,  equivalent,  from  a  book- 
keeping point  of  view,  to  a  re-sale  of  the  goods  to  the 
original  seller,  this  re-sale  taking  place  at  the  original 
agreed  cost  of  the  goods  to  the  trader,  and  it  is  upon 
these  lines,  therefore,  that  the  book-keeping  record  of  the 
'•  Eeturn  "  is  framed.  In  other  words,  the  original  trans- 
action is  allowed  to  pass  through  the  Purchases  Book, 
irrespective  of  the  fact  that  some  of  the  goods  are  subse- 
quently "  returned,"  and  the  "  Eeturn "  in  question  is 
treated  in  due  course  as  a  special  kind  of  sale  (i.  e.  a 
re-sale). 

The  Returns  Outwards  Book  follows  upon  lines  almost 
precisely  similar  to  those  employed  in  the  Purchases 
Book,  as  is  obviously  necessary,  in  view  of  the  fact  that 
the  entries  in  the  former  book  are  intended  ultimately  to 
reverse  certain  entries  in  the  latter.  The  entries  in  the 
Eeturns  Outwards  Book  are  posted  in  detail  to  the  debit 
of  the  original  sellers'  accounts  in  the  trader's  Ledger,  and 
the  periodical  totals  of  the  returns  are  posted  (usually 
monthly)  to  the  credit  of  the  Impersonal  Ledger  Account, 
headed  "  Eeturns  Outwards."  It  will  be  remembered  that 
the  purchases  are  posted  in  the  Ledger  upon  opposite 
sides,  viz.  to  the  credit  of  the  seller's  Personal  Account 
(in  detail)  and  to  the  debit  of  the  "  Purchases  "  Account 
(in  total). 

It  was  explained  when  dealing  with  the  record  of 
purchases,  that  simple  forms  of  Purchases  Books  are  met 
with  as  well  as  the  more  complex  "  analyzed "  forms, 
examples  of  which  were  given :  so  also  both  simple  and 
complex  types  of  Eeturns  Books  are  met  with.  It  will 
in  fact,  probably  be  obvious  to  the  student  that  which- 
ever form  of  Purchases  Book  has  been  adopted  must  be 
complemented  with  a  precisely  similar  type  of  Eetm*ns 
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Outwards  Book  in  order  that  harmony  of  system  ana 
analysis  may  be  maintained  throughout. 

Specimen  forms  of  Eeturns  Outwards  Books  are 
appended,  an  illustration  being  given  both  of  the  simple 
and  complex  types,  and  these  books  may  be  taken  to 
correspond  (as  Eeturns  Outwards  Books)  to  the  two 
types  of  Purchases  Book  given  as  illustrations  on  pages 
56  and  59.  The  entries  appearing  in  these  specimen 
books,  it  is  thought,  do  not  require  any  fuller  explanation. 

RETURNS  OUTWARDS   BOOK  (Simple  Form) 


Date. 

Particulars. 

Ledger 
Folio. 

£      «.     <f. 

£     f.    A 

1909. 
Jan.    1 

„     10 

Brown  d  Co.-— 
2  Bales  woollen  goods 
damaged  in  transit ... 

Wilson  Bro$.— 
2  Pieces  cotton  prints.. 
8     „      silk  not  up  to 

84 
86 

10 
7 

0 
5 

0 
0 

28 
17 

10 
5 

0 

Carried  forward... 

0 

£45 

15 

0* 

*  On  the  supposition  that  no  further  Returns  of  Goods  were  necessary 
during  the  period  (usually  a  month),  £45  15s.  Od.  would  be  posted  to  tlie 
credit  of  the  "  Returns  Outwards  Account "  in  the  Ledger. 

Where  an  analyzed  form  of  Eeturns  Outwards  Book  is 
used  the  Eeturns  Outwards  Account  in  the  Ledger 
should  be  ruled  in  columns  corresponding  with  the  depart- 
ments, or  scheme  of  sub-division,  adopted  in  the  Purchases 
and  Eeturns  Books,  just  as  the  Purchases  Account  is 
ruled  to  correspond  in  this  manner  on  page  59.  The 
necessary  ruling  for  the  Eeturns  Outwards  Account  is 
identical  with  that  on  page  59,  except  that  the  account 
is  on  the  Credit  side  of  the  Ledger  instead  of  on  the  Debit 
side,  and  the  title  of  the  account  is,  of  course,  appropriately 
changed. 

Just  as  a  trader  may  find  it  necessary  to  return  goods 
to  the  persons  from  whom  he  has  purchased  them,  so, 
in  his  turn,  and  for  similar  reasons,  it  frequently  becomes 
necessary  for  him  to  receive  back  some  of  the  goods  sold 
by  him  to  his  customers. 

Having  agreed  to  the  return  of  the  goods  in  question, 
a  "  Credit  Note  "  (usually  printed  in  red  ink)  should  be  sent 
by  the  trader  to  each  customer  returning  goods,  setting 
out  the  value  at  which  such  goods  have  been  taken  back. 
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The  forms  of  books  used  to  record  such  "  Returns 
Inwards"  are  almost  identical  with  those  employed  to 
record  "  Eeturns  Outwards,"  subject,  of  course,  to  the  fact 
that  the  entries  contained  therein  are  posted  in  detail  to 
the  credit  of  the  person  by  whom  they  have  been  returned, 
and  that  the  total  (for  the  given  period)  is  debited  ulti- 
mately to  a  "  Eeturns  Inwards  Account  "  in  the  Ledger. 

As  was  explained  to  be  the  case  in  connection  with 
Eeturns  Outwards,  simple  forms  of  Returns  Inwards 
Books  are  met  with,  as  well  as  the  more  complex 
analyzed  forms,  and  in  conjunction  with  the  latter,  an 
analyzed  form  of  Eeturns  Inwards  Ledger  account  is 
found  in  use,  just  as  was  stated  to  be  the  practice 
in  reference  to  "Sales,"  "Purchases,"  and  "Upturns 
Outward." 

It  will  hardly  be  necessary  to  point  out  that  in  every 
case  the  form  of  the  Eeturns  Inwards  Book  must 
complement  the  form  of  the  Sales  Journal  in  use. 

Specimen  forms  of  Eeturns  Inwards  Books  (simple 
and  complex)  are  appended,  the  entries  in  which  will,  it 
is  thought,  prove  to  be  self-explanatory. 

The  form  of  analyzed  Eeturns  Inwards  Ledger  Account 
to  be  employed  in  conjunction  with  the  analyzed  Eeturns 
Inwards  Book  follows  upon  lines  identical  with  the  ruling 
set  out  on  page  64  for  the  "  Sales  Account,"  subject,  of 
course,  to  the  alteration  of  the  heading  of  the  account 
and  the  reversal  of  the  sides  of  the  Ledger  upon  which 
tke  items  appear. 


RETURNS  INWARDS  BOOK  (Simple  Form) 

Date. 

Particulars. 

Ledger 
Folio. 

£      8.      d. 

£     3.      d. 

1909. 
Jan.  2 

.,    2 

Harriman  Bros. — 

30  Bags  coffee 

(Returned    as    out    of 
condition) 

Buckley  Bros.  <t  Co.— 

1  Bag  cocoa 

25  Bags  coffpe 

41 
61 

2 
60 

10 
0 

0 
0 

75 

62 
137 

0 

10 
10 

0 

(Returned  as  not  up  to 
sample) 

Carried  forward  ... 

0 
0* 

*  On  the  supposition  that  no  further  transactions  took  place  during  the 
period  (e.  g.^si  month),  £137  10s.  Od.  would  be  posted  to  the  debit  of  the 
**  Returns  Inwards  Account "  in  the  Ledger. 
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EXERCISES. 

8a. 

Rule  a  form  of  Bills  Receivable  Book  for  the  use  of  Viner  &  Cc, 
and  enter  therein  the  following  bills  received — 

1909. 
April  3.  Received  from  Harris  Bros. ,  accepted  by  them  under 
date  April  2nd,  1909,  the  3  months'  sight  draft  for 
£1,000  drawn  by  ourselves  (Viner  &  Co.)  in  our 
own  favour.  Payable  at  the  London  &  Eastern 
Bank,  Norwich. 
„  7-  Received  from  Wilson  &  Co.  a  draft,  due  April  25th, 
1909,  dated  January  22nd,  1909,  drawn  by  them 
upon  Child  Bfos.  for  £150,  in  their  own  favour, 
the  same  being  accepted  payable  at  the  Bank  of 
Ireland,  Dublin. 
^,  15.  Received  from  Salviati  Freres  a  draft  dated  April 
13th,  1909,  due  3  months  after  date,  drawn  bj- 
Michel  &  Cie  upon  the  Banque  d'Avignon,  Avig- 
non, and  accepted  by  the  latter  payable  at  the 
British  &  Foreign  Banking  Company,  Ltd. ,  Lom- 
bard Street,  London,  for  £500. 

83 

Rule  a  suitable  form  of  Returns  Outwards  Book  for  John  Gill, 
containing  columns  for  Tea,  CoflFee,  and  Cocoa  departments,  and 
pass  the  following  transactions  through  the  same — 

1909. 
June  1.  Returned  to  Vesey  &  Son  5  chests  of  tea,  invoiced  at 
£10  per  chest,  as  not  up  to  sample. 
4.  Returned  to  Warren  Bros.  25  bags  of  coffee,  invoiced  at 
£2  10>-.  per  bag  (subject  to  5  per  cent,  trade  discount), 
and  3  bags  of  cocoa,  invoiced  at  £3  per  bag  net,  the 
same  having  been  injured  by  damp  during  transit. 

,,  15.  Returned  to  V.  Massey  5  bags  of  coflfee,  invoiced  at 
£2  5s.  per  bag  net,  owing  to  insufficiency  of  contents. 

,,  19.  Returned  to  Warren  Bros.  3  bags  of  cocoa  of  inferior 
quality,  invoiced  at  £2  per  bag  (not  up  to  sample), 
and  2  bags  of  coffee,  invoiced  at  £3  each  (in  excess 
of  quantity  contracted  for). 

8c. 

1.  What  is  the  special  utility  of  a  Bill  Receivable  given  in  dis- 
charge of  a  debt  between  traders,  (1)  as  regards  the  person  drawing 
it,  (2)  as  regards  the  acceptor  ? 

2.  Explain  the  manner  in  which  a  Bills  Payable  Account  in  the 
Ledger  is  constructed,  and  briefly  describe  the  entries  appearing  in 
it  on  either  side  ;  in  what  book  would  you  expect  to  find  the  details 
in  explanation  of  the  balance  appearing  at  the  close  of  a  year  on 
the  Bills  Payable  Account  in  the  Ledger  ? 

3.  A.  B.  receives  a  bill  from  C.  1).,  one  of  his  debtors,  accepted  by 
the  latter  ;  A.  B.  discounts  this  bill  with  the  Union  Banking 
Company,  Ltd.  ;  explain  the  entries  necessary  in  A.  B.'s  books  in 
Drder  to  record  these  transactions. 
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4.  Explain  the  nature  of,  and  the  difference  between,  "-Returns 
Inwards  "  and  '*  Returns  Outwards  "  ;  give  two  examples  of  causes 
for  which  a  trader  may  "  return  "  to  the  seller  goods  purchased  by 
him  from  the  latter, 

5.  Distinguish  between  (1)  Trade  Discount,  (2)  Cash  Discount, 
(3)  Banker's  Discount,  and  explain  the  circumstances  in  which 
these  types  of  discount  arise  in  the  course  of  a  trader's  operations. 
Show  how  they  are  recorded. 

6.  Explain  the  uses  of  the  **  Returns  Outwards "  Account  in  a 
trader's  Ledger ;  what  eventually  becomes  of  the  balance  upon 
this  account  ? 

7.  A.  B.,  a  trader,  holds  a  bill  for  £100  accepted  by  Y.  Z.  ;  the  bill 
is  paid  into  A.  B.'s  bank  for  collection  at  maturity  and  is  returned 
dishonoured.  What  entries  must  be  made  in  A.  B.'s  books  (1)  for 
the  amount  of  the  bill,  (2)  for  the  charge  for  "  noting"  (Is.  M.)  ? 

8.  Y.  Z.  subsequently  pays  A.  B.  in  cash  half  the  amount  of  the 
bill  described  in  the  preceding  question,  together  with  the  noting 
charges,  and  hands  him  a  fresh  acceptance  for  the  balance  ;  show  how 
these  transactions  should  be  recorded  in  A.  B.  's  books. 

8d. 
Rule  a  form  of  Bills  Payable  Book  for  the  use  of  Smith  &  Co.,  and 
enter  therein  the  following  Bills  Payable  accepted  by  them.     All 
bills  are  made  payable  at  the  Fleet  Street  Branch  of  the  London 
and  Western  Bank. 

1909. 
Oct.  25,     Accepted  Michael  Fr^res*  draft  (to  be  charged  to  their 
account)  at    80    days'    sight,  for  £500,    in  favour  of 
Lucien  Ignace  &  Cie. 

,,  25.  Accepted  the  Glamorganshire  Tinplate  Works',  Ltd., 
draft  for  £326  19s.  4rf.,  at  3  months  from  date  thereof 
(Oct.  22nd,  1909),  in  favour  of  themselves  and  for  their 
account. 

,,  26.  Accepted,  for  account  and  on  behalf  of  the  Chicago  and 
Southern  Packing  Company,  a  draft  at  3  months  after 
sight,  drawn  by  their  London  agents  (the  Greenwich 
Importing  Co.,  Ltd.)  in  favour  of  E.  V.  Harris  Bros., 
Incorporated,  for  £1,000. 

„  27.  Handed  to  W.  Dobson  &  Co.  our  acceptance,  dated 
to-day,  in  their  favour  for  £100,  at  3  months  date,  in 
settlement  of  the  balance  owing  to  them. 

„  28.  Accepted  a  bill  payable  at  3  days  after  sight,  drawn  by 
the  Eastern  Townships,  Ltd.,  of  Calgary,  for  £250,  in 
favour  of  the  Canadian  Banking  Company  ;  this  draft 
is  to  be  charged  to  Beavis  &  Co.,  Ltd.,  of  London. 

Answers. — 8a.  Total  of  Bills  Receivable  Book,  £1,650. 

8b.  Total  of  Returns  Outwards  Book,  £141  12s.  Qd. 
8d.  Total  of  Bills  Payable  Book,  £2,176  19s.  4rf. 


CHAPTER  IX 


THE  TRIAL  BALANCE,  AND  THE  TBADING  AND  PROFIT 
AND  LOSS  ACCOUNTS 

A  Trial  Balance  is  a  classified  list  of  the  balances 
appearing,  at  any  given  date,  in  the  Ledger  or  Ledgers 
before  the  closing  entries  have  been  made.  In  extracting 
this  list  of  balances  the  Debit  and  Credit  balances  are 
separated  by  being  placed  in  their  different  and  appropriate 
columns. 

The  form  of  Trial  Balance  in  general  use  is  as 
follows — 

TRIAL   BALANCE 


Ledger 
Folio. 

Name  of  Account. 

Dr. 

On 

i 


When  entering  balances  in  a  Trial  Balance  a  consider- 
able number  of  examination  candidates  enter  the  gross 
totals  of  the  Debit  and  Credit  sides  of  each  Ledger  account 
instead  of  the  balance  only  of  the  account  in  its  appro- 
priate column.  The  author  has  only  seen  the  former 
method  in  actual  practice  on  very  rare  occasions,  and 
students  will  be  wise  to  bring  themselves  into  line  with 
modern  methods  by  showing  balances  only  in  any  Trial 
Balances  they  may  have  to  prepare. 

In  every  Trial  Balance  the  total  of  the  Debit  balances 
should  agree  with  the  total  of  the  Credit  balances,  and 
unless  this  agreement  occurs  it  must  be  assumed  that  a 
mistake  has  been  made  either  in  the  Ledger,  the  books  of 
original  entry,  or  in  the  compilation  of  the  Trial  Balance 
itself.  The  fact  that,  in  any  given  case,  the  total  Debit 
and  Credit  balances  appearing  in  the  Trial  Balance  do 
agree,  the  one  with  the  other,  does  not  necessarily  furnish 
conclusive  proof  that  the  whole  of  the  book-keeping  has 
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been  correctly  accoroplished,  for  errors  may  have  been 
made  on  both  credit  and  debit  sides  for  the  same  amount, 
the  error  on  the  one  side  compensating  for  that  on  the 
other,  or  an  "error  of  principle"  may  have  been  committed 
without  necessarily  upsetting  the  arithmetical  balance  of 
the  books,  e.g.  expenditure  which  should  properly  have 
been  treated  as  a  "  loss  "  may  have  been  ranked  as  an 
asset,  or  vice  versa.  Briefly  put,  the  agreement  of  a 
Trial  Balance  merely  proves  that  there  is  a  debit  for 
every  credit,  behind  which  agreement  errors  of  omission, 
commission,  and  of  principle  may  yet  remain  undis- 
covered. In  practice,  however,  the  agreement  of  the 
totals  of  the  Trial  Balance  is  generally  taken  to  indicate 
that  the  work  has  been  done  with  an  ordinary  degree  of 
care  and  accuracy,  and,  unless  some  error  comes  to  light 
subsequently  to  falsify  this  assumption,  the  attainment 
of  an  "agreed"  Trial  Balance  is  usually  looked  upon  as 
practically  conclusive  proof  of  the  accuracy  of  the  books. 

A  Trial  Balance  is  usually  prepared  at  the  end  of  any 
given  trading  period  {e.g.  at  the  end  of  a  half-year  or 
year),  although,  in  some  commercial  concerns,  where 
special  circumstances  exist  to  render  such  a  course  advis- 
able, monthly,  fortnightly,  or  even  weekly  "  balances " 
are  effected.  In  an  ordinary  small  trading  concern,  how- 
ever, "  balancing  "  frequently  coincides  only  with  the  end 
of  the  trading  period. 

Prior  to  the  preparation  of  a  Trial  Balance  the  totals  of 
all  the  Journals  (e.  g.  "  Sales,"  "  Purchases,"  etc.)  should 
be  compiled  and  posted  to  their  respective  Ledger  ac- 
counts, although,  in  practice,  this  is  not  always  done  in 
cases  where  a  Trial  Balance  is  prepared  at  a  date  other 
than  the  end  of  a  fixed  trading  period.  If  these  Journal 
totals  are  not  actually  posted  in  the  Ledger  they  must 
be  taken  into  the  Trial  Balance  as  if  they  had  been  so 
posted.  In  view  of  the  fact  that  the  Cash  Account  is  a 
Ledger  account,  bound  up  separately,  the  balance  of  the 
Cash  Book  must  also,  of  course,  be  included  in  the  Trial 
Balance.  The  same  remark  applies  to  the  balance  of  the 
Petty  Cash  Book,  in  cases  where  the  latter  has  been  kept 
upon  the  lines  laid  down  in  Chapter  IV. 

A  specimen  Trial  Balance  is  appended,  the  figures  con- 
tained in  which  have  been  subsequently  used  as  a  basis 
for  the  preparation  of  the  Trading  and  Profit  and  Loss 
Accounts,  illustrated  later  on  in  this  chapter,  and  for  the 
Balance  Sheet  explained  in  the  following  chapter. 
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Thomas  Robinson. 

TRIAL  BALANCE,  December  31, 1908 


ha 


16 
81 
61 
24 

84 

86 
49 
t-2 
201 
97 
142 
187 

47 

62 
C.I3. 
114 
114 


Name  of  Account. 


Dr. 


Capital  Aorount i 

Fi-eehold  Preiijises ; 

Siock  (  Jan.  1,  1908) j 

R.  Wilson  &  Co 

Browning'  Mfg.  Co.,  Lt«l....  { 

Purchases  Account j 

Sales  Accoimt ! 

Ketums  Inward j 

Discounts  allow  ed | 

Bills  Receivable 

BUS  Payable j 

Salaries j 

General  Expenses  i.. 

Rates  and  Taxes i 

Fixtures  and  Fittings  Ac-  i 

Count I 

R.     Buckley     (Loan    Ac-  ■ 

count)  I 

Intenst  Account | 

Cash  at  Bank 

Cash  in  Hand 


2,700 

1,294 

715 

6,932 

36 

104 

3, 76  J 

437 
315 
180 

125 


14 


Cr. 


jei7,661 


2,054 


1,024 
9.846 


1,735 


3,000 


16 


10 


£17,661  I  12 


Notes.— The  value  of  the  Stock  on  hand  on  December  31st,  1908=X426 

17«.  2d. 
Expenses  due  December  Slst,  but  not  yet  paid =£10. 
10  per  cent,  depreciation  is  to  be  written  off  the  Fixtures  and 

littings  Account =J£  12  10«. 

It  will  be  observed  that  the  total  Debit  and  Credit 
balances  appearing  in  the  above  Trial  Balance  agree, 
and,  as  indicated  above,  an  inference  as  to  the  probable 
correctness  of  the  work  consequently  arises. 

The  two  sides  of  a  Trial  Balance  may  disagree  by  reason 
of  one  or  more  errors  of  varying  kinds ;  when  the  totals 
of  the  Debit  and  Credit  balances  fail  to  agree,  the  cause 
of  such  want  of  agreement  should  always  be  sought  for 
before  proceeding  further  with  the  book-keeping.  The 
author  has  known  an  apparent  discrepancy  of  twopence 
cover  errors  of  a  quite  serious  amount. 

In  extreme  cases  it  is  sometimes  almost  impossible  to 
obtain  a  Trial  Balance  the  two  sides  whereof  agree,  and 
in  such  event,  in  practice,  an  agreement  is  sometimes 
forced  by  making  a  one-sided  entry  in  some  Ledger 
account,  preferably  in  the  "  Suspense  "  or  "  Differences  " 
Account.  Such  a  proceeding,  however,  is  not  to  be  re- 
sorted to  in  any  save  extraordinary  circumstances,  and, 
even  in   these   cases,  it   must   always  reflect  upon  the 
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character  of  the  book-keeping,  and  is  an  entire  departure 
from  the  strict  principles  of  Double  Entry.  Given  time, 
patience,  and  accuracy,  every  Trial  Balance  can  he  made 
to  agree  legitimately  in  the  ordinary  manner. 

In  seeking  for  the  error  which  has  caused  any  particular 
Trial  Balance  to  disagree,  the  book-keeper  should  first 
satisfy  himself  that  the  Trial  Balance  itself  has  been 
correctly  compiled  from  the  Ledger,  and  that  its  extrac- 
tion and  addition  are  correct.  If  this  examination  fails 
to  disclose  the  cause  of  the  difference,  the  error  must 
be  sought  for  in  the  Ledger  itself,  and  in  the  books  of 
original  entry. 

If  any  transaction  has  been  entered  twice  on  the  Debit 
side  of  accounts  in  the  Ledger  instead  of,  as  should  have 
been  the  case,  on  the  Debit  side  of  one  account  and  on 
the  Credit  side  of  another  account,  the  Trial  Balance  will 
obviously  diifer  by  twice  the  amount  of  the  item ;  simi- 
larly, if  an  entry  has  been  posted  on  the  correct  sides  in 
the  Ledger,  but  for  differing  amounts,  it  will  be  impossible 
to  make  the  Trial  Balance  agree  {e.  g.  a  credit  entry  in 
the  Cash  Book  of  £174  lis.  lOd.  posted  incorrectly  to 
the  debit  in  the  Ledger  as  £174  Is.  10^.  will  produce  a 
difference  of  10s.  on  the  Trial  Balance). 

Again,  if  any  addition,  either  in  the  Ledger  or  in  any 
book  of  original  entry,  be  incorrectly  made,  it  will  affect 
the  correctness  of  the  balance  appearing  on  the  relative 
Ledger  account,  and  hence  cause  disagreement  in  the 
Trial  Balance.  A  frequent  cause  of  disagreement  in  the 
Trial  Balance  is  the  fact  that  some  item,  or  items,  remain 
unposted.  Errors  of  this  kind  should,  however,  be  easy 
of  detection,  as  the  space  opposite  the  item  provided  for 
the  entry  of  the  posting  folio  remains  blank.  Should, 
however,  the  Ledger  reference  have  been  inserted  with- 
out the  completion  of  the  posting,  nothing  short  of  an 
exhaustive  checking  of  the  postings  for  the  period  will 
discover  the  omission. 

For  errors  such  as  those  described  above  it  must  be 
the  task  of  the  book-keeper  to  seek,  and,-  in  extreme 
cases,  he  may  even  find  it  necessary  to  follow  through 
every  posting  appearing  in  his  Ledger  and  books  of 
original  entry,  and  to  verify  every  addition.  The  work 
entailed  may  be  laborious  and,  indeed,  almost  prohibitive, 
but  no  reasonable  basis  of  certainty  as  regards  the  correct- 
ness of  the  books  can  be  attained  until  the  Trial  Balance 
has  been  brought  to  agreement. 
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Such  an  error  as  the  debiting  or  crediting  of  any 
particular  item  on  its  correct  side  in  one  Ledger  account 
instead  of  in  another  {e.  g.  the  crediting  of  £100  received 
from  A.  Eoberts  to  the  account  of  J.  Eoberts  &  Co.)  will 
not  cause  the  Trial  Balance  to  disagree ;  such  errors  will 
only  become  apparent  as  the  result  of  a  careful  scrutiny 
of  the  Ledger  accounts,  or  through  complaints  from 
customers  of  the  inaccuracy  of  the  statements  rendered 
to  thp.m. 

The  Trading  and  Profit  and  Loss  Accounts 

Having  agreed  the  Trial  Balance  of  any  particular  set 
of  books  the  next  step  towards  a  final  statement  of  the 
trader's  financial  position  is  the  ascertainment,  by  means 
of  a  Trading  Account  and  a  Profit  and  Loss  Account,  of 
the  net  result  of  the  trading  for  the  period,  as  regards 
the  profit  made  or  the  loss  sustained. 

It  has  already  been  stated  (Chapter  V)  that  the 
purchases,  sales,  and  other  items  which  go  to  form  the 
Trading  Account  appear,  in  the  modern  Ledger,  in  separate 
accounts.  It  has  also  been  explained  that  it  is  necessary 
that  items  of  this  nature  should  be  brought  together  at 
the  end  of  the  period  in  a  combined  account,  called  a 

Trading  Account 

The  Trading  Account  contains,  in  summarized  form,  all 
the  trader's  transactions,  occurring  throughout  the  trading 
period,  in  the  commodities  in  which  he  deals.  Upon  the 
debit  side  of  the  account  appear  the  opening  Stock  of 
goods  on  hand  {i.e.  the  stock  with  which  the  trading 
period  was  started),  the  Purchases  made  during  the  period 
at  cost  price,  and  occasionally  the  analogous  items  of 
Eeturns  Inwards  when  such  have  occurred.  It  must, 
however,  be  pointed  out  that  the  Eeturns  Inwards  appear 
more  frequently,  and  more  suitably,  upon  the  credit  side 
of  the  Trading  Account  as  a  deduction  from  the  gross 
figure  of  the  Sales  for  the  period  rather  than  upon  the 
debit  side,  as,  so  to  say,  re-purchases  of  goods;  this 
treatment,  moreover,  is  theoretically  correct,  as  Eeturns 
of  this  nature  are  very  different  from  Purchases  of  goods 
undertaken  by  the  trader  upon  his  own  initiative,  and 
should  not  therefore  appear  as  such. 

In  cases  also  where  Eeturns  Inwards  have  been  made 
by  customers,  the  total  sales  for  the  period  will  be  over- 
stated if  they  are  shown  in  the  tradir^  account  at  the 
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figure  they  would  have  reached  had  no  Returns  taken 
place. 

Upon  the  credit  side  of  the  Trading  Account  appear  the 
Sales  (usually  the  net  figure  after  deducting  Returns). 
Returns  Outwards  may  occasionally  be  met  with,  in 
manner  analogous  to  the  Returns  Inwards,  set  out  upon 
the  credit  side  of  the  Trading  Account  as  if  they  resembled 
sales  of  goods  sent  back  to  the  party  from  whom  they 
were  bought,  but,  in  this  case,  also,  it  is  preferable  to 
show  them  as  a  deduction  from  the  **  Purchases  "  figure 
appearing  on  the  debit  side  of  the  account.  The  reasons 
for  this  procedure  will  be  obvious,  and  are  similar  to 
those  which  apply  in  the  case  of  Returns  Inwards. 

When  the  foregoing  items  have  been  incorporated  in 
the  Trading  Account  it  remains,  {a)  firstly  to  include  in 
the  account  the  ascertained  value  of  the  Stock  of  goods  on 
hand  at  the  end  of  the  trading  period,  and  (6)  secondly 
to  ascertain  the  Gross  Profit  which  has  accrued. 

The  closing  stock  is  credited,  at  the  amount  at  which 
it  has  been  valued,  in  the  Trading  Account,  and  is  debited 
to  the  Stock  Account  by  means  of  a  Journal  entry 
(see  p.  76  and  the  note  on  p.  vi). 

The  form  of  the  Trading  Account  compiled  as  indicated 
above  is  the  simplest  form  in  use,  and  is  applicable  to 
such  businesses  as  sell  goods  in  practically  the  same 
state  in  which  they  acquire  them.  The  student  must, 
however,  understand  that  in  practice  he  will  find,  in 
many  cases,  that  the  Trading  Account  will  contain  various 
items  in  addition  to  those  enumerated  above.  The  object 
of  a  properly  prepared  Trading  Account  should  be  to  show 
the  gross  profit  made  upon  the  amount  realized  for  the 
goods  sold,  after  charging  the  actual  cost  of  rendering 
such  goods  marketable.  It  is  impossible  to  dogmatize 
upon  so  contentious  and  wide  a  question  as  that  which  is 
raised  when  determining  the  nature  of  the  items  which 
should  actually  appear  in  a  Trading  Account,  and  it  must 
be  acknowledged  that  considerable  difference  of  opinion 
exists  in  expert  circles  upon  the  matter.  It  will  be  clear, 
however,  that  in  many  cases  Carriage,  Manufacturing 
Wages,  Duty,  Freight,  and  items  of  this  nature,  forming, 
as  they  practically  do,  part  of  the  cost  of  the  goods  sold, 
are  actual  and  essential  charges  before  the  true  gross 
profit  upon  handling  the  goods  of  such  businesses  can  be 
arrived  at. 

In  the  opinion  of  the  author  it  is  not  advisable  to  make 
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any  pedantic  endeavour  to  enlarge  the  charges  debited  in 
a  Trading  Account.  In  his  opinion,  the  items  charged 
should  be  confined  to  those  which  represent  the  direct 
cost  of  production,  and  the  account  should  be  prepared 
on  broad  and  simple  lines  as  far  as  possible,  and  main- 
tained upon  a  consistent  basis,  so  that  useful  comparisons 
may  be  available  from  year  to  year.  A  sample  of  an 
efiicient  Trading  Account  for  a  manufacturing  business 
in  illustration  of  these  views  is  as  follows — 


James  Smith. 

TRADING  ACCOUNT  for  the  Year  ended  December  31st,  1908 


1908. 

Jan.  1 
Dec.  31 


ToStock(Initial)l 

„  Purchases I 

X««»  Returns 

„  Manufactur-i 
ing  Wages I 

„  Carriage 

„  Balance  car- 
ried to  Profit 
and  Loss  Ac- 
count, being 
Gross  Profit 
for  the  year.... 


£  «.  d    £  a.  d.'   1908. 
Dec.  31 
,.   31 


By  Sales 

Less  Returns 
„  Stock  (Final). 


&  8.  d.   &  8.  d. 


When  all  the  preliminary  steps  enumerated  above  have 
been  effected,  it  will  be  found,  in  an  ordinary  case,  that 
the  total  of  the  items  appearing  on  the  credit  side  of  the 
Trading  Account  is  in  excess  of  the  total  of  the  various 
debits  to  the  account;  such  difference  represents  the 
trader's  "  Gross  Profit "  for  the  period.  The  "  Gross 
Profit  "  made  on  any  particular  article  is  the  excess  of 
the  selling  price  over  the  cost  price  of  the  article  dealt 
in,  and  the  gross  profit  for  a  given  period  represents  the 
amount  by  which  the  total  of  the  proceeds  of  the  sales 
for  the  period  exceeds  the  total  cost  of  producing  the 
articles  sold.  Out  of  this  gross  profit  the  trader  has  to 
pay  the  various  expenses  incurred  in  carrying  on  his 
business,  and  the  final  balance  remaining,  after  the 
deduction  of  such  expenses,  represents  his  "  Net  Profit " 
for  the  period. 

The  Gross  Profit  shown  upon  the  Trading  Account  is 
consequently  transferred  to  the  trader's  Profit  and  Loss 
Account  immediately  upon  its  ascertainment  (for  speci- 
paen  Journal  entry,  see  page  76),  and,  in  this  Account,  it 
is  subjected  to  the  deduction  of  all  the  working  expenses 
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incurred  by  the  trader  in  order  that  the  actual  Net  Profit 
derived  from  carrying  on  the  business  may  be  accurately 
arrived  at. 

It  occasionally  happens  that  the  total  credits  (for  Sales 
and  closing  Stock)  in  the  Trading  Account  are  less  in 
amount  than  the  debits  (for  Purchases  and  opening 
Stock).  When  this  happens  it  indicates  that  the  trader 
has  not  only  made  no  Gross  Profit  on  his  goods,  but  that 
he  has  made  a  Gross  Loss ;  or,  in  other  words,  that  he 
has  been  disposing  of  his  goods  at  a  less  price  than  they 
have  cost  him.  Obviously  such  an  occurrence  will  be 
rare,  and,  when  met  with,  will  probably  be  found  to  be 
due  to  some  special  circumstance,  such  as  a  sudden  fall 
in  the  price  of  the  articles  dealt  in  at  a  time  when  the 
trader  was  overstocked  with  goods,  or  the  unexpected 
alteration  of  the  customs  duty  on  the  raw  materials  used 
by  the  trader  in  manufacturing  his  goods.  In  cases  where 
a  Gross  Loss  appears  on  the  Trading  Account  it  is  trans- 
ferred to  the  Profit  and  Loss  Account,  as  in  the  case  of  a 
Gross  Profit  (the  requisite  entry  being  a  credit  to  the 
Trading  Account  and  a  Debit  to  the  Profit  and  Loss 
Account).  The  Gross  Loss  on  trading  is  then  augmented 
by  the  various  debits  for  working  expenses,  and  the 
other  charges  against  the  business,  until  a  total  figure 
representing  the  Net  Loss  for  the  period  has  been  built 

The  Trading  Account  (simple  form)  arising  out  of  the 
specimen  Trial  Balance  given  on  page  93  is  appended, 
and  will  be  found  to  exemplify  the  principles  laid  down 
above. 


TRADING  ACCOUNT  for  the  Year  ended  December  31st,  1908 
Dr.  C% 


1908. 

Jan.    1 
Dec.  31 

..    31 


To  Stock  on  hand 

„   Purchases 

„  Balance,  being  Gross 
Profit  for  the  year, 
carried  to  the  Profit 
and  Loss  Account.. 


1,294 
6,932 


,009 


£  10,236 


..I.. 


15    0 


3 
1511 


1908. 
Dec.  31 


By  Sales 

Less  Returns 
Inwards 


& 
9,846 


Stock  on  habd. 


£.      s.d. 


9,809  18]  9 
426  171  2 


10,236  15111 


Having  ascertained,  by  means  of  the  Trading  Account, 
the  amount  which  represents  the  Gross  Profit  earned  by  the 
business,  there  remains,  as  the  next  step,  the  accurate 
assessment  of  the  amount  of  the  Net  Profit  which  may 
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be  regarded  by  the  trader  as  the  actual  income  earned  by 
the  business  during  the  period  under  review. 

Lord  Justice  Lindley  said,  during  the  course  of  a  much 
quoted  case,  "  the  word  'profit '  is  by  no  means  free  from 
ambiguity,"  nor  have  the  many  definitions  of  the  word 
otfered  by  various  poUtical  economists  afforded  much 
practical  assistance  to  the  student. 

The  question  "  What  is  profit  ?  "  is  a  large  one,  and  of 
great  interest,  but  the  many  considerations  involved  are 
far  too  complex  for  the  scope  of  this  treatise.  And, 
after  all,  the  student,  at  this  stage,  will  probably  be 
wise  to  rest  content  with  the  broad  commercial  ac- 
ceptance of  the  term  as  expressed  by  Mr.  Justice 
Kekewich  that  "  profit  is  the  sum  which  is  ascertained 
by  the  taking  of  a  proper  account  of  what  has  been 
made  by  trading,"  in  other  words.  Profit  may  be  broadly 
stated  to  be  the  amount  by  which  the  Capital  of  a 
business  is  increased  during  any  given  period  by  reason 
of  the  business  transactions  effected  during  that  period. 
In  order  to  ascertain  this  amount  it  is  necessary  to 
prepare  a 

Profit  and  Loss  Account 

The  Profit  and  Loss  Account  of  a  trader,  and,  indeed, 
of  any  business  venture,  is  the  statement  wherein  the 
various  items  of  profit  and  revenue  on  the  one  hand,  and 
all  the  losses  and  expenses  incurred  on  the  other  hand,  are 
collected  and  offset^  the  one  class  against  the  other — the 
simple  rule  to  remember,  in  compiling  such  an  account, 
being — debit  all  the  losses,  credit  all  iJie  gains.  The  result- 
ing balance  of  this  account  at  the  conclusion  of  this 
process  represents  the  Net  Profit  or  the  Net  Loss  arising 
out  of  the  trading  operations  for  the  period  under 
review. 

According  to  modern  practice,  and  as  has  been  pre- 
viously explained,  separate  Ledger  accounts  are  opened 
at  the  beginning  of  a  trading  period  for  each  type  of 
'•profit''  or  "expense,"  and  it  is  to  these  accounts  that 
the  individual  items  of  this  nature  occurring  throughout 
the  trading  period  have  been  posted.  At  the  end  of  the 
period  all  these  subsidiary  "  profit "  or  "  expense  "  ac- 
counts are  closed  by  means  of  transfers  of  the  balances 
appearing  on  them  to  the  combined  "  Profit  and  Loss 
Account."  Fresh  subsidiary  accounts  under  the  same 
headings  are  then  opened  in  order  to  record  the  "profit" 
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or  "expense"  items  occurring  in  the  succeeding  trad- 
ing period.  Provisions  and  Eeserves,  for  outstanding 
expenses  and  other  items,  are  carried  forward  in  the 
particular  "  profit "  or  "  expense "  accounts  to  which 
they  relate  at  the  end  of  a  trading  period,  in  order 
to  avoid  the  unnecessary  trouble  of  opening  numerous 
special  Eeserve  Accounts  for  the  various  individual 
items ;  this  procedure,  however,  does  not  affect  the  main 
principle  that  the  balance  of  all  "  loss  "  and  "  profit  " 
accounts  must  be  transferred  at  the  end  of  the  trading 
pexiod  to  the  appropriate  sides  of  the  combined  "  Profit 
and  Loss  Account." 

The  practice  of  carrying  forward  reserves  for  losses 
or  gains  appears  to  create  some  confusion  in  the  minds  of 
many  students,  and  furnishes  a  cause  of  frequent  error 
in  examination  exercises.  It  would  seem  advisable, 
therefore,  to  deal  with  the  general  methods  employed  in 
detail. 

When  it  is  desired  to  make  a  provision  for  a  debt 
incurred  but  not  yet  paid,  a  debit  entry,  representing 
the  expense  incurred,  is  made  in  the  appropriate 
Expense  Account  for  the  amount  owing.  This  entry 
is  made  immediately  below  the  last  debit  appearing  ia 
the  account.  A  credit  entry  for  the  same  sum  is  made- 
simultaneously  in  the  same  Expense  Account,  at  a  short 
distance  down  the  page,  in  order  that  it  may  form  the= 
first  entry  in  the  Expense  Account  for  the  ensuing 
period.  As  the  Ledger  account  has  to  be  closed  later  on, 
it  is  necessary  to  make  this  Credit  entry  at  a  sufficient  dis- 
tance below  the  level  of  the  existing  entries  to  permit  of 
the  insertion  of  the  necessary  transfer  entry  to  the  Profit 
and  Loss  Account,  and  the  totals  of  the  account  on 
either  side,  together  with  the  customary  transverse  lines- 
across  the  money  columns. 

This  principle  is  illustrated  by  the  following  example. 

Example. — In  the  "Repairs  Account"  of  a  trader  for  the  year 
1998  the  following  payments  appear  as  debits,  viz.  March  31st, 
£32  14s.  6^.,  September  26th,  £17  4s.  'M.  On  December  31st  (the 
closing  date  of  the  trading  period)  the  trader  owes,  to  various 
contractors,  small  sums  for  repairs  effected  during  the  year  but  not 
yet  paid  for,  amounting  in  all  to  £10  65.  9o?. 

The  most  economical  and  effective  way  of  incorporating 
in  the  Eepairs  Account  the  £10  6s.  M.  owing  at  the  end. 
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of  the  period  is  by  means  of  a  "Eeserve"  (or  '**Provisi6ii^'), 
as  under — 
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J. 
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5 

5 
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not    yet 
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ward   

Contra 

10 

' 

9 

£ 

60 

5 

5 
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£ 

60 

5 

5 

"■^•"^ 

■^^ 

■" 

Jan.  1 
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forward... 

Contra 

10 

6 

9 

Note. — It  will  be  obvious  to  the  student  that,  in  extracting  the  Trial 
Balance  of  the  trader's  books,  it  will  be  mcessaryto  schedule  "Repairs 
Account"  in  the  debit  colunin  at  £60  5s.  5d.,  and  to  enter  the  £10  6s.  9il. 
in  the  credit  column  as  a  Sundry  Creditor. 

It  will  be  noted  that  in  the  above  example  the  amount 
of  £10  6s.  9cl.  owing  at  the  end  of  the  year  is  debited 
prior  to  the  ruling  off  of  the  account  (the  item  is  conse- 
quently incorporated  in  the  total  of  £60  5s.  6d.  trans- 
ferred to  the  Profit  and  Loss  Account  for  the  year),  and 
the  same  amount  is  credited  below  the  ruling  off  of  the 
account  as  a  Eeserve  (i.  e.  a  "  liability  ")  to  be  satisfied 
in  due  course  in  the  year  following.  The  effect  of  this 
treatment  is  that  when  the  amounts  thus  reserved  for 
are  actually  paid  in  the  new  year,  the  necessary  Credit 
entry  in  the  Cash  Book  can  be  posted  direct  to  the  Debit 
of  the  Eepairs  Account  in  the  Ledger  in  the  usual  way,  in 
company  with  all  similar  expenditure  incurred  in  the  new 
year. 

Instead  of  bringing  down  the  £10  6s.  9^.  as  a  Eeserve,  or 
credit  balance,  on  the  Eepairs  Account,  it  would,  of  course, 
have  been  possible  to  open  a  "  Sundry  Creditors  "  Account 
in  the  Ledger  for  the  accommodation  of  this  type  of  item. 
This  is  a  method  involving  more  care  and  labour  than 
the  practice  explained  above.  Such  a  course  necessitates 
special  care  that  the  cash  payment,  when  made,  shall  be 
posted  to  the  Debit  of  the  "  Sundry  Creditors"  Account, 
and  not  to  the  "  Eepairs  "  Account ;  or,  if  the  cash  entry 
is  posted  direct  to  the  Debit  of  the  Eepairs  Account,  a  re- 
transfer  from  the  "Sundry  Creditors"  Account  to  the 
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*^*Re]paii*s''''Acc'o'u^t  of*  tHe  amount  set  aside  becomes 
essential.  In  either  case  the  necessary  adjustment  is  not 
unHkely  to  be  overlooked. 

The  example  previously  given  is  that  of  a  Eeserve  made 
in  order  to  provide  for  a  specific  item  of  "Expense"  in- 
curred, but  not  yet  paid,  at  the  date  of  balancing,  and  it 
will  be  obvious  to  the  student  that  many  other  circum- 
stances may  call  for  the  creation  of  Provisions  and 
Beserves  in  a  similar  manner,  e.  g.  Eeserves  for  discounts 
allov^able  and  for  losses  arising  from  the  failure  of  debtors, 
and  also,  on  the  other  hand,  it  may  be  necessary  to  create 
Eeserves  for  profits  earned  but  not  yet  received,  as  well  as 
for  Expenses  incurred  but  not  yet  paid,  e.  g.  Eeserves  for 
rents  due  to  the  trader  but  not  yet  received  by  him,  and 
Eeserves  made  for  profits  estimated  to  have  been  made 
upon  foreign  shipments,  the  statements  of  the  realization 
of  which  have  not  yet  been  finally  adjusted. 

There  is  one  kind  of  loss  which  is,  unfortunately,  only 
boo  common  in  the  experience  of  most  traders,  viz.  the 
loss  arising  out  of  the  insolvency  of  debtors,  and  as  the 
methods  of  providing  for  losses  of  this  character  differ  in 
commercial  practice,  and  appear  to  present  special 
difficulties  to  many  students,  it  is  worth  while  to  consider 
them  in  some  detail. 

In  an  ordinary  trading  business  the  whole  body  of  book 
debts  outstanding  at  any  given  date  may  generally  be 
divided  into  three  classes,  viz.  (1)  those  which  are 
expected  to  be  duly  paid  (in  other  words,  those  which  are 
"good"),  (2)  those  which  are  wholly  irrecoverable  (in 
other  words,  those  which  are  "  bad  "),  and  (3)  those  of 
which  there  is  possibility,  but  not  certainty,  that  they 
will  be  paid  either  in  full  or  in  part,  and  which  are  classed 
as  "  doubtful." 

Upon  the  realization  of  "good"  book  debts  the 
question  of  loss  obviously  does  not  arise. 

Book  debts  which  are  known  to  be  wholly  irrecoverable 
(i.  e.  "bad")  must  be  written  off  on  or  before  the  date  of 
balancing  the  books,  by  means  of  an  entry  crediting  the 
individual  debtor's  Personal  Account  with  the  amount 
of  the  balance  owing  by  him,  and  dehitiiig  an  account 
entitled  "  Bad  Debts  "  with  a  like  amount.  The  balance 
Appearing  upon  such  "Bad  Debts  Account"  must,  at 
the  date  of  the  preparation  of  a  Profit  and  Loss  Account, 
be  debited,  in  one  total,  as  a  loss  in  the  latter  account.  In 
this  way  debts  which  are  wholly  bad  become  cancelled  in 
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the  trader's  ledger,  and  are  duly  charged  against  the 
profits  of  the  undertaking. 

There  remain  to  be  considered  those  book  debts  for 
which,  for  one  reason  or  another,  it  is  inadvisable  to 
anticipate  payment  in  full,  but  which  are  not,  so  far  as  can 
be  foreseen,  entirely  hopeless,  or,  in  other  words,  debts 
which  may  be  reasonably  expected  to  be  paid,  at  least  in 
part,  at  some  future  date. 

Two  methods  of  assessing  the  estimated  loss  on  this 
kind  of  debt  exist ;  one  practice  is  to  carefully  examine,  in 
detail,  all  the  debtors'  accounts  outstanding  in  the 
trader's  Ledger  with  the  assistance,  if  necessary,  of  some 
official  conversant  with  the  condition  of  such  accounts, 
and  deciding  seriatim  which  portions  of  individual  debtors' 
balances  will  probably  prove  to  be  irrecoverable,  and  conse- 
quently need  to  be  provided  for  out  of  current  profits. 
For  the  total  amount  of  the  expected  loss  thus  arrived  at 
the  necessary  reserve  can  then  be  made.  An  investigation 
upon  these  lines,  in  order  to  ascertain  the  partly  irrecover- 
able book  debts  for  **  reserve "  purposes,  can  be  made 
simultaneously  with  such  examination  as  is  needful  to 
ascertain  the  wholly  irrecoverable  balances  in  order  to 
write  them  off  to  the  "  Bad  Debts  Account." 

For  the  total  reserve  thus  deemed  needful  a  Journal 
entry  must  be  passed,  debiting  the  Profit  and  Loss 
Account  and  crediting  the  *'  Reserve  for  Bad  and  Doubtful 
Debts  Account." 

An  alternative  method,  and  one  which  is  simpler  and  far 
more  common,  especially  where  the  debtors'  balances  are 
very  numerous,  is  to  set  aside,  in  each  trading  period,  as  a 
Reserve  for  Bad  and  Doubtful  Debts,  a  fixed  percentage 
(e.  g.  5  per  cent.)  of  the  total  debtors'  balances  remaining 
after  all  the  wholly  "  bad  "  debts  have  been  written  off  to 
the  **  Bad  Debts  Account." 

In  this  case  again  the  entry  required  in  order  to  create 
the  Reserve  is  a  debit  to  the  Profit  and  Loss  Account, 
coupled  with  a  credit  to  the  "Reserve  for  Bad  and 
Doubtful  Debts  Account." 

The  "  Reserve  "thus  raised  for  Bad  and  Doubtful  Debts 
(i.e.  for  debts  which  are  not  yet  considered  to  be  wholly 
irrecoverable)  at  any  particular  date  of  balancing  should 
be  carried  forward  in  the  books  until  the  next  date  of 
balancing,  when  its  sufficiency  to  cover  the  estimated 
loss  on  the  debts  outstanding  at  this  second  date  of 
balancing  will   be   reconsidered.     At  such  second  date 
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of  balancing  the  same  process  of  writing  off,  direct  to 
the  Bad  Debts  Account,  all  whoUy  irrecoverable  balances 
is  again  effected,  and,  either  by  examination  of  the 
remaining  debtors'  balances  then  outstanding,  or  by  re- 
serving a  fixed  percentage  upon  them  the  amount  of  the 
" Eeserve  for  Bad  and  Doubtful  Debts"  requisite  at  the 
second  date  of  balancing  is  again  arrived  at.  If  the 
Eeserve  required  at  the  second  date  of  balancing  exceeds 
the  Eeserve  which  was  made  at  the  first  date  of  balancing 
(which  reserve  will  already  be  standing  in  the  books)  a 
further  Eeserve  for  the  excess  must  be  made  out  of  the 
current  profits;  conversely,  if  the  Eeserve  required  at 
the  later  date  be  less  than  the  Eeserve  which  is  at  that 
date  already  standing  as  a  credit  balance  upon  the  books 
the  excess  must  be  transferred  to  the  credit  of  the 
Profit  and  Loss  Account. 

The  methods  explained  above  are  illustrated  in  the 
subjoined  example,  in  which  the  provision  for  Bad  and 
Doubtful  Debts  (as  distinguished  from  Bad  Debts  wholly 
written  off)  is  placed  at  5  per  cent,  upon  the  total  of  the 
debtors'  balances  left  upon  the  trader's  books  after  writing 
off  all  actual  bad  debts.  The  reserve  for  Bad  and 
Doubtful  Debts  built  up  during  the  years  1906  and  1907  is 
greater  than  is  needed  for  the  year  1908,  and  a  re-transfer 
to  the  Profit  and  Loss  Account  consequently  becomes 
necessary. 

Example. — The  following  details  as  to  Bad  and  Doubtful  Debts 
are  extracted  from  A.  B.'s  books. 

It  is  required  to  show  the  entries  involved  in  the  following 
accounts,  viz.  (1)  The  Bad  Debts  Accoimt,  (2)  T^  Reserve  for  Bad 
and  Doubtful  Debts  Account,  (3)  The  Profit  and  Loss  Account. 

December  31,  1906.     Bad  Debts  to  be  written  off  C.  D.,  £60; 
E.  F.,  £95,  both  being  wholly  irrecoverable. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debts  on 
£1,100,  being  the  total  amount  owing  by  the  debtors  then 
outstanding. 
December  31,  1907.     Bad  Debts  to  be  written  off  C.  H.,  £10; 
L  J.,  £75. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debts  on 
£2,500,  this  being  the  total  amount  owing  by  the  debtors 
then  outstanding. 
December  31,  1908.     Bad  Debts  to  be  written  off  K.  L.,  £60; 
M.  N.,  £50. 
Five  per  cent,  is  to  be  reserved  for  Bad  and  Doubtful  Debts  on 
£1,500,  this  being  the  total  amount  owing  by  the  debtors 
then  outstanding. 
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If,  after  any  debt  has  been  written  off  as  wholly  "  Bad,' 
any  portion  of  it  is  recovered  (e.  g.  a  dividend  of  Is.  in  the 
£  under  bankruptcy  proceedings),  the  sum  so  recovered 
may  be  credited  to  the  Bad  Debts  Account  of  the  year 
during  which  it  is  received.  It  will  obviously  be  im- 
possible to  credit  the  dividend  to  the  debtor  from  whose 
estate  it  comes,  as  the  whole  of  the  balance  owing  by 
him  will  have  been  v^itten  off  as  a  bad  debt  and  his 
account  already  closed. 

A  "  Eeserve  "  Account,  created  for  the  purpose  of  pro- 
viding for  the  anticipated  loss  oh  Bad  and  Doubtful 
Debts  should,  when  preparing  a  Balance  Sheet,  be 
deducted  from  the  item  *'  Sundry  Debtors  "  ;  the  net  figure 
thus  extended  into  the  principal  cash  column  of  the 
Balance  Sheet  then  represents  the  actual  estimated  cash 
value  of  the  trader's  book  debts  at  the  date  of  balancing 
according  to  the  best  information  available.  Some  ex- 
amination candidates  show  the  Eeserve  for  Bad  and 
Doubtful  Debts  as  a  liability,  and  take  credit  for  the 
gross  total  of  the  book  debts  in  their  Balance  Sheet  as 
an  asset;  the  incorrectness  of  this  treatment  will  be 
obvious  when  it  is  remembered  that  the  reason  for 
creating  the  Eeserve  is  to  eliminate  the  irrecoverable 
portions  of  various  debtors'  balances  from  such  as  are 
wholly  good,  the  process  of  elimination  should  therefore 
be  clearly  exemplified  in  the  Balance  Sheet. 

When  a  Trial  Balance,  which  contains"a  credit  balance 
under  the  heading  "Bad  and  Doubtful  Debts  Eeserve," 
is  given  in  an  examination  exercise,  some  candidates 
appear  to  be  at  a  loss  to  know  how  to  deal  with  the 
item,  and  frequently  enter  it  as  a  separate  liability  in  the 
Balance  Sheet,  making  a  fresh  reserve  of  (say)  5%  on 
the  amount  of  the  Sundry  Debtors,  the  whole  of  which 
reserve  they  debit,  in  due  course,  to  the  Profit  and  Loss 
Account.  A  credit  balance  of  this  nature,  when  appearing 
in  a  Trial  Balance,  indicates,  of  course,  that,  in  the 
previous  year,  a  Eeserve  was  made  which  was  carried 
forward  to  the  following  year,  and  is  now  available 
towards  the  Eeserve  which  it  is  necessary  to  create 
upon  the  new  total  of  Sundry  Debtors, 

A  careful  examination  of  the  accompanying  illustra- 
tions will  make  this  point  clear  to  such  students  as  have 
been  confused  by  the  matter. 

"  Eeserves  for  special  purposes,"  consisting  of  amounts 
taken  credit  for,  or  set  aside  for  the  purpose  of  accurately 
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adjusting  the  profits  for  a  given  period,  must  not  be  con- 
fused by  the  student  with  those  more  or  less  permanent 
accumulations  of  Profits  earned  but  not  distributed, 
which  are  styled  ''Beserve  Funds"  or  "Beserve  Accounts.'* 

A  "Eeserve  Fund"  (or,  as  some  accountants  prefer  to 
call  it,  a  *'  Eeserve "),  such  as  appears  in  the  Balance 
Sheet  of  a  great  Banking  Company,  for  instance,  is  an 
accumulation  of  profits  which  have  been  retained  in  the 
business  instead  of  having  been  divided  **  up  to  the  hilt  " 
among  the  shareholders.  Such  retention  of  profits  has 
been  made,  generally  speaking,  for  the  purpose  of 
strengthening  the  credit  of  the  undertaking,  by  providing 
against  some  unforeseen  calamity  or  contingency,  with 
the  object  of  accumulating  working  capital,  or  for  some 
other  conservative  purpose  of  a  more  or  less  general 
nature.  Some  Banking  Companies  possess  Keserves,  built 
up  out  of  past  profits,  equal  in  amount  to  their  entire 
paid-up  capital,  and  many  possess  in  addition  "  Secret 
Eeserves,"  obscured  in  various  ways,  for  the  purpose  of 
further  enhancing  the  financial  stability  of  the  under- 
taking, and,  incidentally,  to  ensure  that  their  share- 
holders may  be  secured  from  undue  fluctuations  of 
business  profits. 

Some  accountants  contend  that  an  accumulation  of 
profits  so  retained  in  a  business  cannot  legitimately  be 
styled  a  Eeserve  "Fund"  unless  it  is  offset,  on  the  Credit 
side  of  the  Balance  Sheet,  by  an  equivalent  sura  of 
money  withdrawn  from  the  resources  of  the  undertaking 
and  invested  outside  the  business  in  gilt-edged  securities. 
An  accumulation  not  thus  independently  invested  they 
prefer  to  designate  by  the  term  ^' Beserve"  or  '' Beserve 
Account."  The  question  has  been  further  complicated 
by  controversies  as  to  the  practical  utility  of  a  Eeserve 
which  is  not  invested  in  easily  realizable  outside  securities. 
This,  however,  is  a  subject  upon  which  it  is,  in  point  of 
fact  and  in  practice,  impossible  to  lay  down  any  dogmatic 
rule  for  universal  adoption;  except,  of  course,  in  cases 
where  the  fund  is  raised  for  some  specific  purpose  (e.  g. 
the  redemption  of  debentures).  The  question  of  the 
utility  of  an  independently  invested  reserve,  and  of  the 
disadvantages  of  an  uninvested  reserve,  are  in  reality 
questions  of  business  finance  rather  than  matters  of 
accounting,  and  can  only  be  satisfactorilj^  decided  after 
careful  consideration  of  the  merits  of  each  individual  case. 
The  question,  too,  of  the  appropriate  designation  for  an 
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amount  of  Profits  set  aside  in  a  Balance  Sheet  is  merely 
one  of  nomenclature,  and,  after  all  has  been  said,  any 
expression  which  clearly  conveys  to  the  mind  of  an 
ordinary  individual  the  exact  position  of  affairs  is  admis- 
sible, even  though  it  may  not  meet  with  academical 
approval.  The  American  term  "Surplus "  and  the  old- 
fashioned  expression  "  Kest  "  (the  latter  still  employed  by 
the  Bank  of  England)  are,  in  the  opinion  of  some  experts, 
preferable  to  the  terms  "  Eeserve  "  and  **  Reserve  Fund,'' 
when  used  to  express  the  fact  that  certain  profits  have 
been  retained  in  the  concern,  and  are  not  separately 
invested. 

The  scope  of  this  treatise  does  not  permit  of  any  detailed 
investigation  into  the  niceties  of  these  various  significa- 
tions, nor,  in  the  author's  opinion,  would  it  be  wise  for 
the  student,  at  this  stage,  to  embarrass  himself  with  too 
much  research  into  what,  after  all,  is  largely  a  matter  of 
pedantry.  The  student  will,  however,  be  wise  to  adopt 
some  consistent  nomenclature  for  items  of  this  nature, 
and  it  is  suggested  that,  where  the  Reserve  is  separately 
invested,  the  term  ^' Beserve  Fund''  should  be  adopted, 
and  that  where  such  Reserve  is  retained  in  the  business, 
*'  Reserve  Account "  is  a  suitable  and  convenient  term  to 
employ. 

Another  type  of  adjustment  which  constantly  needs 
careful  consideration  at  the  time  when  a  Profit  and  Loss 
Account  is  in  course  of  preparation,  is  the  provision 
necessary  for  the  depreciation  of  any  assets  which  have 
decreased  in  value  owing  to  one  cause  or  another. 
Depreciation  is  the  term  employed  by  accountants  to 
indicate  the  gradual  and  inherent  diminution  both  in 
the  value  and  the  usefulness  of  those  assets  which,  by 
reason  of  their  nature  and  uses,  cannot  endure  for 
ever. 

On  reflection,  the  student  will  comprehend  that  many 
of  the  assets  used  in  a  business  necessarily  partake  of 
this  "wasting"  nature,  and  only  a  few  examples  need 
be  given.  Plant  and  Machinery  "depreciate"  through 
use  or  obsolescence.  Leases,  Patent  Rights  and  other 
grants  for  a  limited  period  of  time  obviously  become 
less  and  less  valuable  as  the  date  of  their  expiration 
approaches.  Where  an  asset  thus  endures  for  a  limited 
period  only,  at  the  end  of  which  time,  or  "life,"  it 
becomes  either  absolutely  worthless,  or  practically  so, 
the  amount  originally  expended  upon  its  acquisition  must 
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be  "written  off"  to  the  Profit  and  Loss  Account  in 
instalments  spread  over  the  period  during  which  the 
asset  is  of  use  and  benefit  in  carrying  on  the  business. 
This  charge  to  the  Profit  and  Loss  Account  is,  in  its  nature, 
just  as  much  a  necessary  business  expense  as  the  moneys 
expended  each  week  on  postages  or  wages.  The  example 
of  a  lease  for  a  term  of  years,  purchased  by  the  payment 
of  a  lump  sum  (or  "premium")  at  the  outset,  offers  per- 
haps as  good  an  illustration  from  the  student's  point  of 
view  as  can  be  taken.  In  such  cases,  in  lieu  of  a  quarterly 
or  other  periodical  payment  of  "rent,"  a  premium  is  paid 
down  in  a  lump  sum  at  the  outset,  and  the  trader  obtains 
in  exchange  for  this  premium  the  right  to  occupy,  for 
whatever  term  he  has  contracted,  the  premises  covered 
by  the  lease.  The  premium,  in  this  case,  amounts  practi- 
cally to  the  present  payment  of  a  large  sum  for  rent  in 
advance,  and  this  anticipation  of  future  obligations  must 
obviously,  in  the  trader's  accounts,  be  spread  over  the 
period  to  which  it  relates.  The  necessary  adjustment  is 
accomplished  by  debiting  the  original  cost  of  the  lease 
to  an  "asset"  account  ("Leasehold  Premises"),  and  by 
"Depreciating"  the  amount  at  which  such  asset  stands 
periodically,  i.  e.  by  transferring  periodical  portions  of  the 
Ledger  debit  to  the  Profit  and  Loss  Account, 

A  lease  at  the  end  of  its  term  obviously  has  no  residual 
value  ;  its  worth  has  disappeared  absolutely ;  but,  on  the 
other  hand,  wasting  assets  of  a  more  tangible  nature,  e.  g. 
machinery,  frequently  have  a  residual  value,  if  only  as 
"scrap-iron,"  even  after  their  usefulness  to  the  business 
has  ceased  to  exist.  In  cases  of  this  kind,  the  asset 
must  be  written  down,  over  its  period  of  usefulness,  not 
necessarily  to  complete  extinction,  but  to  its  residual 
value  for  sale  when  no  longer  useful  as  a  business 
asset. 

The  gradual  and  inherent  wasting  of  assets,  properly 
termed  "Depreciation,"  must  be  carefully  distinguished 
from  the  mere  fluctuation  in  current  market  values,  at  any 
particular  time,  of  assets  similar  in  kind  to  those  under 
consideration.  It  frequently  happens  that,  when  a  trader 
has  purchased  an  asset  for  use,  its  market  value,  or  the 
current  cost  of  similar  articles,  falls  seriously  owdng  to 
external  causes,  e.  g.  land  may  fall  in  value  owing  to  the 
district  in  which  it  is  situated  becoming  unpopular,  and 
plant  may  possibly  be  obtainable  at  cheaper  rates  owing 
to  the  introduction  of  some  new  invention.   These  outside 
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fluctuations  are,  of  course,  matters  for  which  a  trader 
7nay  provide  in  his  Profit  and  Loss  Account  should  he  so 
desire ;  and  he  will  usually  be  wise  to  do  so  if  circum- 
stances permit.  Eecognition  of  shrinkages  in  value  of 
this  nature  may  be  prudent;  it  cannot,  however,  be 
claimed  that  they  are  provisions  which  inust  be  made  in 
the  same  sense  that  depreciation  proper  must  be  provided 
for;  and,  in  certain  cases,  if  brought  into  a  trader's 
accounts,  it  is  even  permissible  to  disregard  their  effect 
in  considering  the  business  as  an  entity  by  itself. 

The  amount  by  which  any  asset  is  required  to  be 
depreciated  during  the  trading  period  must  be  made  the 
subject  of  a  debit  entry  either  direct  to  the  Profit  and 
Loss  Account  or  to  the  "Depreciation  Account"  for 
subsequent  transfer  to  the  Profit  and  Loss  Account.  The 
corresponding  credit  entry  is  made  in  the  account  of  the 
individual  asset  itself,  thereby  diminishing  its  book  value 
by  the  amount  of  the  "  depreciation "  sustained,  and 
leaving  to  be  carried  forward  a  sum  representing,  as  far 
as  possible,  the  true  present  value  of  the  asset. 

In  the  case  of  many  assets  depreciation  is  effected  by 
writing  off  an  equal  sum  of  money  in  each  year  (this  sum 
is  usually  expressed  as  a  fixed  percentage  of  the  original 
cost),  while  in  cases  where  increasing  expenditure  for 
repairs  may  be  expected,  as  the  asset  deteriorates  owing 
to  increasing  age,  it  is  perhaps  more  usual  to  write  off 
each  year  a  certain  fixed  percentage  of  the  balance  which, 
at  the  end  of  that  year,  appears  to  the  debit  of  the  asset 
account.  In  this  latter  method  it  is  obvious  that  the 
sum  of  money  debited  to  the  Profit  and  Loss  Account 
under  the  head  of  "  Depreciation  "  grows  less  year  by 
year,  inasmuch  as  the  balance  upon  the  Asset  Account  is, 
each  year,  less  than  that  which  was  shown  in  the  year 
before,  this  diminishing  charge  for  depreciation  is  counter- 
balanced by  the  increasing  charge  which  will  naturally  be 
incurred  for  repairs  as  the  asset  grows  older. 

The  difference  between  these  two  methods  may  perhaps 
be  usefully  illustrated  by  the  following  example.  Let  us 
assume  that  certain  machinery,  the  original  cost  of  which 
was  £1,000,  is  depreciated  in  the  books  of  Firm  A.  by  a 
fixed  annual  charge  of  20  per  cent,  on  the  original  cost, 
and,  in  the  books  of  Firm  B.,  by  an  annual  charge  of 
20  per  cent,  of  the  diminishing  balance  standing  from 
time  to  time  to  the  debit  of  the  Asset  Account;  the 
respective  working  of  the  accounts  would  be  as  follows  : — 
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Firm  A.'s  Books. 

MACHINERY  ACCOUNT 

(Depreciation  charge,  20  per  cent,  on  the  original  cost.) 


1899. 
Jan.l 

To      cost     of 
Machinery 

£       s. 
1000  0 

d.    1899. 

Dec.31 
0 

„    31 

0 

By  1  year's  depre- 
ciation  

„   Balance     car- 
ried forward.. 

£ 

200 

800 

J.  d. 

0  0 
0   0 

j  £1000  1  0 

£1000  1 

GO 

1 

^ 

1900. 
Jan.  1 

To       Balance 
brought  down.. 

1 

800   0 

£800  1  0 

1900. 

Dec  31 
0 

„    81 

0 

By  1  year's  depre- 

200 
600 

0  0 

„   Balance     car- 
ried forward,. 

0  0 

£800 

0  0 

!                           1 

l~ 

1901. 
Jan.l 

To       Balance 
brought  down.. 

600   0 

£600  1  0 

1901. 

Dec.31 
0 

„    31 

0 

By  1  year's  depre- 
ciation  

„  Balance     car- 
ried forward .. 

i 

1 

1 

i 

200 
400 

0  0 
0   0 

0   0 

^6600 

■■■"^""" 

"■ 

■1 

1902. 
Jan.1 

To       Balance 
brought  down.. 

400   0 
£400  1  0 

1902. 

Dec.31 
0 

„    31 

0 

By  1  year's  depre- 
ciation   

,,   Balance     car- 
ried forward.. 

200 

200 

0   0 

i 

0   0 

£400 

0   <> 

1903. 
Jan.  1 

To      Balance 
brought  down.. 

200    0 

1903. 

Dec.31 
0 

By  1  year's  depre- 

200 

0  0 

Firm  B.'s  Books. 

MACHINERY  ACCOUNT 

(Depreciation  charge,  20  per  cent,  on  the  diminishing  balance.) 


Jan.l 


To      cost      of 
Machinery 


£ 

a. 

d. 

1899. 
De».31 

'    1000 

0 

0 
0 

„    31 

£1000 

0 

By  1  year's  depre- 
fiation 

„  Balance  car- 
ried forwai'd .. 


<.d. 

ojo 

800,0   0 
£1000  !0   0 
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Firm  B.'s  Books  {continued) — 

MACHINERY  ACCOUNT 

(Depreciation  charge,  20  per  cent,  on  the  diminisliing  balancet) 


lyoo. 

Jan.l 

To      Balance 
brought  down.. 

1 

! 
1 

800 

1 

0 

0 

1900. 
Dec.31 

.,    31 

By  1  year's  depre- 
ciation   

160 
640 

0 
0 

0 

„    Balance     car- 
ried forward .. 

0 

£800 

0 

0 

£800 

0 

0 

1901. 
Jan.l 

To       Balance 
brought  down.. 

640 

0 
0 

0 
0 

1901. 
Dec.31 

„    31 

By  1  year's  depre- 

128 
512 

0 
0 

0 

„    Balance     car- 
ried forward.. 

0 

£640 

£640 

0 

0 

1902. 
Jan.l 

To       Balance 
brought  down.. 

512 

0 

0 

1902. 
Dec.31 

„    31 

By  1  year's  depre- 

102 

409 

8 
12 

0 

0 

„   Balance     car- 
ried forward.. 

0 

£512 

0 

0 

£512 

0 

1903, 
Jan.l 

To      Balance 
brought  down.. 

409 

12 

0 

1903. 
Dec.31 

»    81 

By  1  year's  depre- 
ciation   

„   Balance     car- 
ried forward .. 

1 

81 
.827 

18 
1» 

5 

7 

£409 

12 

0 

£409 

12 

0 

1904. 
Jan.l 

To      Balance 
brought  down.. 

327 

13 

7 

It  will  be  noticed  that  the  fixed  annual  charge  of 
20  per  cent,  on  the  original  cost  (Firm  A.'s  books)  com- 
pletely extinguishes  the  Machinery  Account  at  the  end 
of  five  years,  while  writing  off  20  per  cent,  of  the 
diminishing  balance,  appearing  on  the  Machinery  Account 
from  time  to  time  (Firm  B.'s  books),  does  not  extinguish 
the  asset  over  the  same  period,  there  being  a  balance  of 
£327  13s.  Id.  remaining  at  the  end  of  the  fifth  year. 

Two  other  methods  of  making  provision  for  the  depre- 
ciation of  assets  are  found  in  practice;  one  resembles 
the  method  previously  illustrated  in  the  case  of  Firm  A. 'a 
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books,  in  that  an  equal  amount  is  written  off  each  year, 
but  this  amount  is  calculated  so  as  to  permit  of  interest 
being  charged  periodically  to  the  Asset  Account  so  that 
some  compensating  allowance,  in  the  way  of  interest,  may 
be  taken  credit  for  in  the  Profit  and  Loss  Account  upon 
the  capital  locked  up,  for  the  time  being,  in  the  asset. 

Under  this  method  the  amount  to  be  written  off  each 
year  is  arrived  at  from  fixed  tables,  and,  contempora- 
neously with  each  periodical  instalment  of  depreciation 
written  off,  a  debit  entry  is  made  in  the  Asset  Account 
for  interest  for  the  period  upon  the  balance  shown  at  the 
commencement  of  the  period  on  the  Asset  Account. 
This  interest  is  credited  either  in  the  "  Interest  Account " 
or  in  the  Profit  and  Loss  Account. 

This  method  of  providing  for  depreciation  is  suited  in 
the  main  to  assets  costing  considerable  sums  at  the  outset, 
and  continuing  in  their  usefulness  for  long  periods,  e.  g. 
leases. 

The  fourth  method  of  providing  for  depreciation  is  by 
means  of  a  policy  of  insurance.  Upon  the  purchase  of 
the  asset,  a  policy,  termed  a  ''pure  endowment"  policy, 
or  a  policy  of  leasehold  assurance,  is  obtained  from  an 
Assurance  Company  to  secure  repayment,  at  the  end  of 
the  period  of  the  asset's  usefulness,  of  the  sum  originally 
expended  in  its  acquisition.  A  premium,  annual  or  other- 
wise, must  be  paid  by  the  person  taking  out  the  policy, 
and,  inasmuch  as  the  latter  provides  for  the  complete 
replacement  of  the  asset  at  its  stated  period,  the  premiums 
paid  may  be  taken  to  equal,  and  therefore  to  satisfy,  all 
the  allowance  necessary  for  depreciation.  In  cases, 
therefore,  where  this  method  is  employed,  the  asset  may 
be  left  on  the  books  at  its  original  cost  price,  and  the 
premiums  paid  may  be  written  off,  as  and  when  paid,  to 
the  Profit  and  Loss  Account. 

The  foregoing  items,  viz.  Eeserves,  Depreciation,  and 
Provisions,  are  perhaps  the  matters  most  frequently 
requiring  consideration  when  the  preparation  of  a  Profit 
and  Loss  Account  is  contemplated,  and,  having  thus 
endeavoured  to  describe  them  briefly,  the  general  lines 
upon  which  the  account  itself  is  compiled  may  be  pro- 
ceeded with. 

In  the  Trading  Account  all  the  balances  relating  to  the 
trader's  transactions  in  goods  (e.g.  "  Sales,"  "  Purchases," 
"  Stock,"  etc.)  are,  as  has  already  been  explained,  combined 
sc  as  to  produce  one  figure  of  *'  Gross  Profit  "  or  *'  Gross 
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Lo'iis."  This  "  Gross  Profit"  or  "  Gross  Loss  "  is  trans- 
ferred to  the  appropriate  side  of  fcne  Profit  and  Loss 
Account  immediately  upon  its  ascertainment,  and  forms 
the  opening  entry  in  the  latter  account. 

All  the  remaining  balances  appearing  on  the  Trial 
Balance  which  represent  either  "profits  "  or  "  losses  "  are 
next  sought  for,  and  by  means  of  Journal  entries,  similar 
to  those  outlined  on  page  76,  are  transferred  from  the 
respective  Ledger  accounts  upon  which  they  appear  into 
the  combined  "  Profit  and  Loss  Account."  The  resultant 
balance  shown  upon  the  Profit  and  Loss  Account  repre- 
sents the  net  result  of  the  trader's  operations  for  the 
given  period,  and  is  either  a  "Net  Profit"  or  a  "Net 
Loss  "  according  as  the  items  upon  the  right-hand  side  of 
the  account  (viz.  the  "profits"  and  "gains")  exceed 
those  appearing  upon  the  left-hand  side  of  the  account 
{i.  e.  the  "  losses  "  and  "  expenses  "),  or  vice  versa. 

The  figure  of  Net  Profit  or  Net  Loss  thus  arrived  at  is 
transferred,  in  the  case  of  a  sole  trader,  to  the  credit  of 
his  capital  account  if  a  profit,  and  to  the  debit  of  the 
same  account  if  a  loss,  and  this  transfer,  appearing  in 
due  course  in  the  Journal,  forms  the  final  entry  for  any 
given  period  of  trading.  An  example  of  such  a  transfer 
will  be  found  on  page  76. 


Thomas  Robinson. 

PROFIT  AND   LOSS  ACCOUNT  for  the  Year 
Dr.  ended  December  31st,  1908  Cr. 


1908. 

Dec.  81  To  Salaries... . 
General  Ex- 

penses 

Rates    and 

Taxes 

Interest 

Discounts 

allowed 

Deprecia- 
tion of  Fix- 
tures and 
Fittings  .... 
Balance, 
being  Net 
Profit  for 
the  year, 
transferred 
to  J.  Robin- 
Ron's  Capi- 
tal Account 


45 


£    «.  d.     1908, 


104!  3 


1210 


799 


Dec.  31 


16 


£    «.  d. 


£  12009  3   7 
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The  Profit  and  Loss  Account  relating  to  the  specimen 
Trial  Balance  given  on  page  93,  viz.  that  of  Thomas 
Eobinson,  is  set  out  on  page  115.  It  will  be  noticed 
that  the  items  of  (1)  Outstanding  expenses,  £10,  and 
(2)  Depreciation  of  Fixtures  and  Fittings,  £12  10s., .have 
been  brought  into  the  Account ;  these  two  items  will,  of 
course,  affect  the  Ledger  accounts  to  which  they  relate, 
and  will  cause  corresponding  adjustments  in  the  Balance 
Sheet  to  be  illustrated  subsequently. 

As  will  be  explained  later  on  in  this  treatise,  it  is 
customary,  in  modern  practice,  particularly  in  the  case 
of  limited  companies,  to  present  the  Profit  and  Loss 
Account  in  three  or  more  sections,  in  which  the  various 
debits  and  credits  are  scientifically  classified. 


EXERCISES, 

9a. 

1.  Define  the  term  '*  Trial  Balance,"  and  explain  the  method  of 
its  construction. 

2.  If  the  Debit  and  Credit  sides  of  a  Trial  Balance  agree  in  amount 
is  this  a  conclusive  proof  that  the  whole  of  the  book-keeping  has 
been  correctly  accomplished?  If  not,  to  what  extent  is  the  construe- 
tion  of  a  Trial  Balance  valuable  to  the  book-keeper  ? 

3.  What  are  (1)  a  "Trading  Account,"  (2)  a  "Profit  and  Loss 
Account "  respectively,  and  what  is  the  diflference  between  them  ? 

4.  How  should  "  Returns  Inwards  "  and  "  Returns  Outwards  "  be 
dealt  with  in  a  Trading  Account  ? 

5.  Explain  the  terms  :  (1)  Gross  Profit,  (2)  Gross  Loss,  (3)  Net 
Profit,  (4)  Net  Loss. 

6.  Explain  how  you  would  provide,  in  a  set  of  books,  for  an 
amount  of  £10  arranged  to  be  set  aside  out  of  profits  to  cover 
numerous  small  expenses  incurred  prior  to  the  date  of  balancing, 
the  statements  for  which  have  not  yet  come  in. 

7.  What  is  meant  by  "  Depreciation  "  ?  How  would  you  provide 
for  it  in  the  books  of  a  trader  ?  Discuss  alternative  methods  of 
providing  for  this  charge. 

8.  Discuss  briefly,  and  in  an  elementary  way,  the  subject  of 
"Reserves"  and  "Reserve  Funds."  Give  the  use  of  these  two 
different  terms  as  indicated  for  general  adoption  in  this  present 
treatise. 

9.  Define  and  explain  the  terms :  "Profit,"  "Surplus,"  "Residual 
Value  of  a  Wasting  Asset,"  "  Rest." 

10.  If  a  piece  of  machinery  expected  to  last  for  five  years,  bought 
a  year  ago  for  use  by  A.  B.,  and  costing  then  £1,000,  could  now,  owing 
to  manufacturers  of  such  articles  being  overstocked,  be  bought  for 
£500,  is  it  necessary  or  advisable  to  allow  for  such  fall  in  values 
in  the  books  of  A.  B.  ?  Give  your  reasons.  What  depreciation 
allowances  are  necessary? 
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9b. 

From  the  subjoined  particulars  prepare  the  Trading  Account 
and  the  Profit  and  Loss  Account  of  O.  Hyslop  for  the  year  ended 
December  31,  1908. 


1908 


Stock  of  Goods  on  hand,  January  1 
Sales  . 
Purchases  . 
Returns  Inwards 
Returns  Outwards 
Wages 
Salaries 
Postages     . 

Interest    received    on 
Balance  at  the  Bank 
Discounts  Received  . 
Discounts  Allowed     . 
Rent,  Rates,  and  Taxes 
General  Expenses 
Telephone  Subscription 
Stock  of  Goods  on  hand,  December  31, 1908 


9e. 


Deposit    Account 


£ 

s. 

d. 

3,096  10 

0 

35,932  15 

1 

34,364 

3 

9 

3,921 

0 

3 

2,091 

17 

10 

425 

16 

4 

394  12 

1 

38  17 

9 

100 

4 

1 

365 

2 

8 

39 

4 

o 

274 

9 

8 

214 

0  11 

36 

10 

0 

6,245 

17 

11 

From  the  following  Trial  Balance  prepare  Trading  and  Profit  and 
Loss  Accounts  for  the  year  ended  December  31,  1908,  incorporating 
therein  the  effect  of  the  various  provisions  required  to  be  made  at  the 
end  of  the  year  1908,  as  set  out  in  the  notes  on  the  next  page. 

R.  Bridges. 

Trial  Balance,  as  on  December  31,  1908. 
£       ».    d. 


Capital  Account . 

Stock  (January  1,  1908) 

Sales  . 

Purchases  . 

General  Expenses 

Returns  Inwards 

Salaries  and  Wages 

Discount     . 

Banker's  Interest  and  Charges 

Bank  Loan . 

Freehold  Premises 

Leasehold  Premises,  ten  years  to  run 

from  January  1,  1908 
Income  Tax 

Furniture  Fittings  and  Fixtures 
Debtors,  A.  King 
W.  Jones 
Creditors,  R.  Stevens 

J.  Brown 
Bills  Receivable  . 
Cash  at  Bank 
Freight  and  Cartage  on  goods  sold 


1,090    0    0 


£ 
6,933 


20,764 

463 

364 

1,296 


25  16    4 
7,650    0    0 


22,164    1     9 


26    9    5 

8,000    0    0 


3,250  0 

0 

124  19 

5 

694  12 

9 

465  9 

8 

392  15 

4 

1,001 

4  11 

341 

9  8 

1,000  0 

0 

319  4 

5 

564  19 

9 

£38,466  7 

0  £38,466 

7  0 
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9c.  {continu£d). 
Notes.—  £    s.   d. 

Stock    on    hand,   December    31,    1908,   was 

valued  at 4,091  16  11 

Write  off  W.  Jones's  Debt  as  irrecoverable    .       392   15    4 
Write  10  per  cent.  Depreciation  off  Leasehold 

Premises .       325    0    0 

Write  10  per  cent.  Depreciation  off  Furniture, 
Fittings,  and  Fixtures 69     9    3 

9d. 

From  the  following  list  of  balances  extracted  from  the  books  of 
V.  Roberts,  prepare  a  Trial  Balance  as  on  December  31st,  1908. 

V.  Roberts. 

Balances,  Decerriber  Z\,  1908. 

£       s.  d. 

Capital,  V.  Roberts 2,000     0  0 

Purchases 12,465  12  9 

Sales 23,149  12  3 

Stock  (Jan.  1,  1908) 7,264     0  9 

Sundry  Creditors 2,175     6  11 

Bills  Payable 3,200    0  0 

Furniture  and  Fixtures 200     0  0 

General  Expenses 1,264  12  9 

Wages  and  Salaries 729  13  6 

Bank  Loan  (secured  by  mortgage  of  Premises)    .  2,000     0  0 

Premises,  Freehold 5J000     0  0 

Sundry  Deb^—s 2,194  13  2 

Returns  Inwo-rds 32  14  3 

Bank  Interest  and  Charges          .         .         .         .  121     4  9 
Mr.  C.  Roberts,  Loan  Account  (repayable  Jan.  1, 

1912) 2,000     0  0 

Charitable  D'-^ations 5     0  0 

Printing  and  iStationery 124     9  6 

Discounts  Allowed      .' 122  17  3 

Discounts  Received 4     5  9 

Cash  at  Bank 521     3  4 

Cash  in  hand 3     2  11 

Patents  and  Goodwill 2,000    0  0 

Bills  Receivable 2, 480    0  0 

Answers. — 

9b.  Gross  Profit,  £2,888  16s.  \0d.  ;  Net  Profit,  £1,930  12s.  8<£. 
9c.  Gross  Profit,  £4,037  Os.  2d.  ;  Net  Profit,  £800  18s.  M. 
9d.  Totals  of  Trial  Balance,  £34,529  4s.  lid. 


CHAPTEE  X 

THE  BALANCE   SHEET 

It  has  already  been  explained,  in  the  preceding  chapter, 
that  the  first  steps  necessary  for  a  trader  to  take  towards 
the  ascertainment  of  his  financial  position,  at  the  end  of  a 
trading  period,  consist  of  (1)  the  preparation  of  an  agreed 
Trial  Balance,  followed  by  (2)  the  compilation  of  a  Trading 
Account  and  a  Profit  and  Loss  Account. 

By  this  means  the  net  balance  of  all  the  accounts 
representing  "losses"  or  "gains,"  or  containing  elements 
of  loss  or  gain,  are  combined,  and  the  net  result  of  this 
combination,  in  the  shape  of  profit  or  loss,  is  ultimately 
carried  to  the  trader's  **  Capital  Account."  When  this 
process  has  been  completed,  the  balances  still  remaining 
upon  the  Ledger  consist  exclusively  of  (a)  credit  balances 
known  as  "  Liabilities"  (ranking  "  Capital  Account "  and 
"  Eeserve  Account "  as  liabilities),  and  (b)  debit  balances, 
or  "  Assets." 

In  order  to  ascertain  the  financial  position  of  the  trader 
at  the  date  of  balancing,  and  after  the  elimination  of  all 
the  "  Profit  and  Loss  "  balances,  the  liabilities  and  assets 
appearing  on  his  Ledger  at  that  date  are  arranged  in 
the  form  of  a  classified  schedule  or  statement  called 
a  "  Balance  Sheet."  The  "  Balance  Sheet "  is,  strictly 
speaking,  a  second  Trial  Balance  prepared  after  the 
closing  of  the  Profit  and  Loss  Account,  in  which,  however, 
according  to  commercial  practice  in  this  country,  the 
sides  upon  which  the  items  appear  are  reversed ;  conse- 
quently the  trader's  possessions  (Assets)  are  marshalled 
in  the  Balance  Sheet  upon  the  right-hand  (or  Credit)  side 
of  the  statement,  while  his  Liabilities  (including  bis 
Capital)  appear  on  the  left-hand  (or  Debit)  side. 

If  one  is  to  pursue,  with  strict  consistency,  the  theory 
governing  the  Double  Entry  system,  a  Balance  Sheet, 
being  merely  a  transcript  of  Ledger  balances,  is,  of  course, 
not  a  Ledger  account  itself ;  it  is  merely  a  classified  state- 
ment of  the  final  balances  appearing  on  a  trader's  Ledger 
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after  writing  up  his  Profit  and  Loss  Account  and  closing 
his  books  for  a  given  period.  In  accordance  with  this 
view,  therefore,  the  contractions  "  Dr."  and  "  Cr."  (debit 
and  credit)  should  never  appear  upon  a  Balance  Sheet. 
As  a  matter  of  consistency,  also,  the  prefixes  "  To  "  and 
"  By  "  should  be  omitted,  but,  as  a  matter  of  practice, 
they  are  frequently  retained. 

In  fairness  to  the  student,  however,  it  must  be  clearly 
pointed  out  that  many  accountants  maintain  that  the 
Balance  Sheet  is  an  actual  account  as  between  the  business 
and  its  Debtors  and  Creditors,  including  the  proprietor, 
and  where  this  view  is  held  both  the  contractions  and 
the  prefixes  mentioned  above  are  generally  used. 

The  object  -of  stating  Ledger  balances  in  the  form  of  a 
Balance  Sheet  is  to  convey  to  the  trader  himself,  or  to  any 
person  whom  it  may  concern,  a  clear  and  concise  statement 
of  the  trader's  financial  position  in  a  summarized  form. 

The  term  "  Statement  of  Affairs  "  is  also  applied,  under 
certain  circumstances,  to  an  account  or  statement  pur- 
porting to  disclose  the  financial  position  of  a  business 
concern  or  trader.  In  Bankruptcy  proceedings  the  phrase 
has  a  special  technical  meaning  which  we  need  not  here 
discuss.  When  the  term  is  used  in  accounting  circles, 
however,  it  is  generally  meant  to  convey  the  fact  that  the 
statement  has  not  been  prepared  from  a  set  of  books 
kept  upon  the  "Double  Entry"  system,  but  from  books 
in  which  **  Single  Entry  "  or  other  incomplete  methods 
have  been  employed.  The  term  "  Balance  Sheet,"  on  the 
other  hand,  implies  that  the  facts  set  out  therein  convey  a 
concise  statement  of  the  financial  position  under  review, 
as  disclosed  by  a  set  of  books  kept  upon  the  Double 
Entry  system.  The  student  should  bear  this  distinction 
in  mind,  as  it  is  important. 

Although  every  balance  remaining  on  a  trader's  Ledger 
must,  of  course,  be  included  in  his  Balance  Sheet,  it  does 
not  follow  that  in  the  latter  all  the  Ledger  balances  are, 
as  in  the  case  of  a  Trial  Balance,  stated  separately  and  in 
detail.  It  will,  in  fact,  be  obvious  to  the  student  that 
such  a  proceeding  would  be  impracticable.  Where,  there; 
fore,  there  exist  several  Ledger  balances  of  a  more  or  less 
similar  nature,  e.  g.  amounts  due  to  or  from  various  credit- 
ors or  debtors,  it  is  the  practice  to  group  such  similar 
Ledger  balances  together  and  to  include  them  in  the 
Balance  Sheet  in  one  combined  total;  consequently  the 
amounts  due  to  a  trader's  trade  creditors  will  usually  be 


THE  BALANCE  SHEET  121 

found  in  his  Balance  Sheet  grouped  under  the  one  heading 
of  "Sundry  Trade  Creditors";  the  various  book  debts 
owing  to  him  at  the  same  date  being  scheduled  in  a 
combined  total  as  "  Sundry  Debtors." 

This  process  of  grouping  together  Assets  or  Liabilities 
of  a  kindred  nature  is  extended  to  other  possessions  and 
liabilities  when  marshalled  for  Balance  Sheet  purposes. 
Indeed,  it  will  be  obvious  that  in  order  that  the  Balance 
Sheet  may  be  expressed  in  as  concise,  and  yet  in  as  lucid 
a  form  as  possible,  some  system  of  grouping  and  classifica- 
tion must  always  be  inevitable.  At  the  same  time,  it 
must  be  borne  in  mind,  that  as  is  the  case  with  many 
other  useful  accounting  methods,  grouping  and  classifica- 
tion may  be  carried  to  excess  in  a  Balance  Sheet.  If 
the  Balance  Sheet  be  loosely  drawn,  items  of  a  dissimilar 
nature  may  be  erroneously  grouped  together  under  a 
heading  which  may  fail  to  disclose  their  real  nature  in 
its  entirety,  and  the  Balance  Sheet,  instead  of  being 
a  lucid  statement,  may,  by  this  and  other  misuses,  be 
distorted  so  as  to  show  a  better  or  a  worse  financial 
position  than  exists  in  reality.  It  is  therefore  necessary 
that  the  preparation  of  a  Balance  Sheet  should  be 
undertaken  with  care  and  deliberation,  and  that  the 
interpretation  which  will  probably  be  placed  upon  its 
component  items  by  an  outside  observer  should  be  borne 
in  mind.  A  properly-prepared  Balance  Sheet  should  be 
capable  of  being  understood  by  any  ordinarily  intelligent 
observer,  even  assuming  him  to  be  unacquainted  with 
the  details  of  the  particular  business  in  question,  and  it 
should  convey  its  story  to  him  in  a  clear  and  unmistak- 
able manner.  If  it  fails  to  comply  with  these  requirements 
it  cannot  be  claimed  as  having  successfully  fulfilled  the 
metier  of  an  ideal  Balance  Sheet. 

The  Balance  Sheets  on  the  following  page  have  been 
prepared  from  the  Trial  Balance  set  forth  on  page  93, 
after  the  compilation  of  the  Trading  and  Profit  and  Loss 
Accounts  set  forth  respectively  on  pages  97  and  115. 

The  student  will  note  that,  in  these  specimen  Balance 
Sheets,  the  Assets  (being  the  debit  balances  remaining 
upon  the  trader's  Ledger)  appear  on  the  Credit  or 
right-hand  side,  and  the  Liabilities  on  the  left-hand  or 
Debit  side. 

The  space  at  the  author's  disposal  does  not  permit  of 
any  excursion  into  the  ancient  and  still  smouldering 
controversy  as  to  the  correct  side  upon  which  to  place 


122       BOOK-KEEPING  AND  ACCOUNTS 


-^ 


«   o 


M 

CO 


it 


,  00      <y 

O  fc, 

2'gc  1:3 
L:  =«  t-5  5  .£2 

"O   03    ^    ^   « 

Is      "^ 


0       « 

!  I 


n-3 


1^5 

O 


|§    £ 


t  3 


68    s 


;3  g 


rn'       § 


0>00 
eo  ©o 

r-l        F-t 

■^  o  o 


.si"     2     i1j>>2?5S 


I" 


e8  J-  "^  -^ 

g<1       fl. 


^ 


OO         p-t*4 


O  O      ec  t- 


s. 


s 

*o-S  -    2 


O'S   -CU 
CO 


^-         § 


So:. 


THE  BALANCE  SHEET  123 

the  Assets  and  Liabilities  when  prepariDg  a  Balance 
Sheet. 

The  controversy  is  an  interesting  one,  but  at  this  stage 
of  the  student's  progress  it  will  be  sufficient  for  him  to 
know  that,  in  the  United  Kingdom,  the  practice  of  placing 
the  Liabilities  upon  the  left-hand  side  and  the  Assets 
upon  the  right-hand  is  now  practically  universal. 

It  will  be  noticed  that  the  figures  composing  the  above 
Balance  Sheet  have  been  drawn  up  or  "marshalled"  in 
two  alternative  forms.  The  two  methods  of  marshalling 
the  Assets  and  Liabilities  set  out  therein  are  those  in 
most  frequent  use  in  modern  practice.  The  first  example 
shows  the  Assets  set  out  in  the  order  of  their  permanence 
and  unrealizability  at  short  notice.  The  second  example 
shows  the  Assets  marshalled  in  the  order  in  which  they 
could  be  most  easily  realized. 

As  will  be  explained  later  on,  the  first  example  given 
above  exhibits  the  order  in  which  Assets  are  marshalled 
in  the  great  majority  of  the  published  accounts  of  limited 
companies.*  The  second  method  has,  however,  much  to 
commend  it.  No  dogmatic  rule  can  be  laid  down  upon  a 
matter  of  this  sort,  where  expert  opinions  legitimately 
differ,  and  the  student  will  be  safe  in  adopting  either 
method,  provided  he  carries  it  out  reasonably  and  con- 
sistently. 

The  Assets  set  forth  in  the  second  Balance  Sheet,  as 
already  explained,  have  been  arranged  in  the  order  of  their 
realizability,  i.e.  according  to  the  degree  of  facility  with 
which  they  could,  under  ordinary  circumstances,  be  con- 
verted into  Cash.  The  most  liquid  of  the  Assets  shown, 
viz.  Cash,  has  been  placed  at  the  head  of  the  statement, 
as,  being  cash,  it  is  already  "  reaUzed,"  and  the  other 
Assets  which  follow  may  be  taken,  in  normal  circum- 
stances, to  be  realizable  in  the  order  in  which  they  are 
shown ;  e.  g.  the  Bills  Receivable,  maturing  at  fixed  dates 
not  far  ahead,  are  taken  to  be  more  easily  encashed  by 
being  discounted  on  or  before  maturity,  than  the  amounts 
owing  by  the  ordinary  trade  debtors ;  again,  book  debts 
may  be  taken   to   be  more  readily  realizable   than   the 

*  As  a  matter  of  curiosity  the  author  recently  divided  the 
published  accounts  of  49  well-known  companies,  taken  at  random, 
into  the  two  classes  mentioned  above,  with  the  result  that  42 
companies  were  found  to  have  adopted  the  former  of  the  two 
methods  described,  while  the  remaining  seven  companies  (mostly 
banks)  had  adopted  the  latter  principle. 


124       BOOK-KEEPING  AND  ACCOUNTS 

trader's  Stock  of  Goods  on  hand,  and  the  latter  in  its  turn 
ranks  before  the  Capital  which  has  been  sunk  in  acquiring 
the  Fixtures  and  Fittings  and  Freehold  Premises. 

When  this  method  of  marshaUing  the  iVssets  is  made 
use  of,  it  should  be  complemented  on  the  debit  side  of  the 
statement  in  which  they  appear  by  adopting  an  arrange- 
ment of  the  Liabilities  in  the  order  in  which  the  various 
creditors  could  enforce  their  claims.  Under  this  method 
the  Capital  Account  would,  of  course,  appear  last. 

The  principle  of  stating  Assets  in  the  order  of  their 
realizability  is  one  which  may  usefully  be  extended  to  the 
Balance  Sheets  of  Banks  and  kindred  financial  under- 
takings. As  explained  above,  it  is,  of  course,  a  matter  of 
individual  opinion  and  taste  as  to  whether  it  is  wiser  to 
place  the  most  "  realizable  "  or  the  most  "  unreaHzable  " 
asset  at  the  head  of  the  statement.  Whichever  method 
the  student  adopts  he  must,  how^ever,  take  care  to  make 
sure  that  the  remaining  Assets  are  consistently  grouped, 
according  to  the  order  in  which  they  may  be  ranked  as 
"  reahzable  "  or  "  unrealizable,"  so  that  a  due  succession 
of  convertibility,  or  otherwise,  may  be  preserved. 

It  may  be  stated  also  that,  as  a  general  rule,  the  more 
difficult  an  asset  is  to  realize,  the  greater  will  be  the  loss 
on  its  realization  if  hurriedly  effected.  The  loss  entailed 
by  rapidly  calling  in  a  large  number  of  trade  debts  will 
probably  be  less,  on  a  percentage  basis,  than  the  loss 
which  would  ensue  if  land  and  buildings  or  plant  and 
machinery  were  put  up  to  auction  and  sold  without 
reserve  ;  further,  items  as  "  Goodwill  "  and  **  Fixtures," 
though  originally  they  may  have  been  costly  to  acquire, 
may  be  absolutely  useless  for  the  purposes  of  raising 
immediate  funds.  It  is  upon  the  wise  preservation 
of  a  reasonable  and  adequate  proportion  of  a  trader's 
resources  in  a  liquid  form  {e.g.  Cash,  Book  Debts,  and 
Bills  Eeceivable),  having  regard  to  the  amount  of  his 
trade  creditors  and  other  immediate  indebtedness,  that 
the  ability  of  the  trader  to  honour  his  obligations,  and 
therefore  to  maintain  his  commercial  credit,  must  always 
depend.  It  would,  perhaps,  be  difficult  to  over-estimate  the 
benefits  which  have  accrued  to  traders  from  the  advantages 
afforded  by  the  system  of  commercial  credit  operating  in 
this  country.  The  student  cannot  too  clearly  comprehend, 
however,  that  every  credit  operation  implies  a  possible 
cash  transaction.  The  trader  therefore,  if  he  be  prudent, 
whilst  making  every  legitimate  use  of  the  advantages 
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afforded  by  his  commercial  credit,  will  make  every  wise 
provision  for  the  cash  demands  involved  by  his  credit 
operations. 

It  is,  of  course,  impossible  to  give  any  list  or  classifica- 
tion of  Assets  which  can  lay  any  claim  to  be  exhaustive, 
but  the  following  list  includes  some  of  the  most  frequently- 
occurring  types  ranged  in  the  order  of  their  realizability 
and  may  prove  helpful  to  the  student — 

Class  I.     Cash  in  hand. 

Cash  at  the  Bank. 

Consols  and  other  "gilt-edged"  securities 
readily  dealt  in  on  the  Stock  Exchange 
and  capable  of  immediate  encashment. 
Class  II.     Bank  Deposits  for  short  terms. 

Securities  dealt  in  on  the  Stock  Exchange 

for  the  fortnightly  settlements. 
Remittances  in  transit. 
Loans  on  short  call  (secured). 
Class  III.     Bills  Receivable. 

Trade  Book  Debts. 
Outstanding  interest. 

Calls  outstanding  (Joint  Stock  Companies), 
and  other  personal  obligations  capable  of 
being  called  in  at  short  notice. 
Business  loans  on  security. 
Loans  on  mortgage. 
Reversions  purchased  (if  transferable). 
Class  IV.     Stock  on  hand. 

Goods  sent  out  on  consignment   to  other 

persons  for  sale. 
Work  in  progress. 
Class  V.     Land  and  buildings,  (a)   freehold  and   (6) 

leasehold,  (c)  in  town  or  {d)  country. 
Class  VI.     Plant  and  Machinery. 
Class  VII.     Goodwill,  Patent  Rights,  assets  or  capital 
expenditure  of  exceptional  nature. 
Fixtures  and  Fittings. 
Class  VIII.     Obsolete    plant    and    machinery,   land    in 
undeveloped    districts,     "  development " 
and  other  expenditure  of  a  like  nature. 
"  Preliminary  Expenses."     (Balance  of  this 
account  not  yet  written  off.) 

In  considering  a  Balance  Sheet,  the  student  must  be 
warned  against  falHng  into  the  somewhat  common  error 


126       BOOK-KEEfING  AND  ACCOUNTS 

of  imagining  that  the  items  placed  on  the  Credit  side  of 
the  statement  represent  of  necessity  tangible  property- 
capable  of  being  readily  converted  into  the  exact  sums  of 
money  placed  against  each  asset.  Sufficient  has  already 
been  said  above  to  indicate  that  different  types  of  property 
possess  w^idely  differing  degrees  of  realizability,  both  as 
regards  the  time  required  to  convert  them  into  money, 
and  as  regards  the  actual  amount  likely  to  be  produced 
by  their  forced  sale.  Again,  many  of  the  Assets  acquired 
by  a  trader  are  frequently  suitable  for  his  particular  type 
of  business  only  {e.g.  plant  and  machinery  of  special 
kinds).  Such  Assets  necessarily  fall  considerably  in 
market  value  directly  they  are  ranked,  for  selling  pur- 
poses, as  "  second-hand " ;  the  fact  that  their  money 
value  to  an  immediate  seller  has  depreciated  in  this  way 
is  a  matter  quite  apart  from  their  cost,  or  their  present 
value,  to  the  owner  for  use  in  a  ^*  going  co7icern."  The 
student  must  clearly  grasp  the  fact  that  this  element  of 
the  differing  values  of  Assets,  when  viewed  from  such 
widely  divergent  standpoints,  is  one  which  it  is  neither 
necessary  nor  possible  to  take  completely  into  account 
when  preparing  the  Balance  Sheet  of  the  actual  user. 
Provided  always  that,  by  means  of  adequate  provision  for 
depreciation,  the  Assets  are  gradually  reduced  to  their 
residual  or  "scrap"  value  at  the  end  of  their  period  of 
usefulness,  market  fluctuations  may  be  ignored  in  the 
books  of  an  owner  for  use,  and  this  fact  forms  one  of  the 
instances  which  exemplify  the  differences  which  must 
always  exist  between  "  book  "  and  "  market "  values. 

It  would  be  quixotic,  too,  in  the  case  of  intangible 
Assets  like  "  Goodwill,"  to  imagine  that,  in  the  majority 
of  cases,  they  are  immediately  saleable  at  a  price  approxi- 
mate to  the  figure  at  which  they  stand  in  the  owner's 
books  ;  the  monetary  sum  set  out  against  the  asset  in  the 
Balance  Sheet  in  these  cases  represents  the  "  cost"  to  the 
owner,  or  the  amount  of  capital  he  has  expended  in  this 
direction,  and  bears  no  necessary  reference  to  the  amount 
which  the  asset  would  produce  if  sold. 

All  that  can  be  wisely  claimed  for  a  properly-prepared 
Balance  Sheet  is  that  it  discloses  a  conservative  view  of 
the  trader's  financial  position,  after  making  such  provisions 
as  are  necessary  in  order  to  reduce  his  Assets  to  their 
true  present  value  to  the  trader  as  the  proprietor  of  a 
"going  concern." 

No  trader's   Balance   Sheet  does  or  can  profess   to 
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represent  the  financial  position  which  would  result  if  the 
Assets  set  out  therein  were  immediately  placed  upon  the 
market. 

In  the  opinion  of  the  author  the  student  will  be  wise  to 
accustom  himself  to  refer  to  the  two  sides  of  the  Balance 
Sheet  as  the  "  Debit ''  and  **  Credit"  sides, rather  than  as 
the  "  Liabilities  "  and  "Assets"  sides  of  the  statement. 
A  little  thought  and  inquiry  will  soon  demonstrate  the 
fact  that  the  latter  and  more  popular  nomenclature  is 
often  incorrect.  As  its  name  implies,  a  Balance  Sheet  is 
an  abstract  statement  of  the  debit  and  credit  balances 
remaining  upon  the  Ledger  after  the  elimination  of  ail  the 
Profit  and  Loss  items.  Such  a  statement,  or  schedule, 
may,  and  in  fact  does,  of  necessity  often  include  items 
which  cannot  properly  be  classified  as  Liabilities  or 
Assets.  For  example,  the  Eeserve  Account  and  the 
undivided  balance  of  the  Profit  and  Loss  Account  will  be 
found  on  the  debit  side  of  the  statement ;  whilst  on  the 
credit  side  may  be  found  the  deficiency  or  loss  (if  any) 
for  the  period,  or  any  expenditure  which  is  unrepresented 
by  any  asset,  and  which  is  held  in  suspense,  in  order 
tliat  it  may  be  written  off  over  a  future  period  (e.  g. 
Preliminary  Expenses).*  It  will  be  self-evident  to  the 
student  that  in  such  cases,  which  are  by  no  means 
uncommon,  the  designation  "Liabilities"  and  "Assets"" 
is  quite  inappropriate. 

As  has  already  been  indicated,  a  statement,  such  as  those 
prepared  when  a  bankruptcy  is  impending,  wherein  the 
Assets  are  stated  as  nearly  as  possible  at  their  "  break- 
up" values,  is  termed  a  "Statement  of  Affairs,"  and  differs 
widely  from  a  Balance  Sheet  both  in  its  object  and  in  the 
manner  of  its  preparation.  The  student  has  already  been 
warned  that  he  must  not  confound  statements  of  this 
character  with  a  Balance  Sheet  prepared  from  a  set  of 
books  kept  upon  the  Double  Entry  system. 

In  the  preparation  of  a  Balance  Sheet  it  is  always 
desirable  that  all  Assets,  the  market  value  of  which  is 
liable  to  fluctuation,  or  which  are  realizable  only  with 
difficulty,  or  which  have  been  acquired  for  use,  as  dis- 
tinguished from  those  acquired  for  subsequent  conversion 
into  money,  shall  be  stated  separately  and  clearly ;  care 
should  also  be  taken  that  the  basis  upon  which  the 
Balance  Sheet  value  of  such  Assets  is  arrived  at  is  plainly 

*  An  investigation  of  the  Balance  Sheets  of  unsuccessful  companies 
■will  furnish  the  student  with  illustrations  of  "Assets  "  of  this  type. 
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indicated.  In  the  specimen  Balance  Sheet  given  on 
page  122,  it  will  be  noted  that  the  "  Stock  on  Hand  "  and 
"  Freehold  Premises  "  are  stated  as  having  been  "  valued 
at  cost  price,"  and  that  the  amount  of  the  depreciation 
written  off  the  '*  Fixture  and  Fittings"  is  clearly  shown; 
this  wholesome  practice  should  be  extended  to  all  Assets 
except  in  those  cases  in  which  the  monetary  value  is 
practically  certain,  in  order  that  the  Balance  Sheet  may 
be  freed,  as  far  as  possible,  from  any  uncertainties  as  to 
the  basis  of  the  valuations  placed  upon  the  Assets 
scheduled  therein. 

The  valuation  of  Assets  prior  to  the  preparation  of  a 
Balance  Sheet  frequently  presents  considerable  practical 
difficulties ;  it  is  impossible  to  discuss  so  large  a  question 
at  adequate  length  in  this  chapter,  but  two  general  rules 
may  be.  laid  down  for  the  guidance  of  the  student,  viz. — 

1.  That  Assets   held  for   the  purpose  of  being  subse- 

quently converted  into  money  {e.  g.  Debtors,  Bills 
Eeceivable  and  Stock  of  Goods  on  hand)  should 
not  be  stated  in  the  Balance  Sheet  at  any  amount 
which  is  in  excess  of  their  probable  realizable  value^ 
and  that,  if  the  latter  is  below  their  book  value, 
adequate  depreciation  must  be  provided.  On  the 
other  hand,  it  may  be  stated,  as  a  general  rule,  that 
it  is  unwise  to  write  up  (or  "  appreciate")  Assets 
of  this  description  in  cases  where  their  market 
value  has  temporarily  risen  above  their  book  value. 
Assets  falling  under  this  class  are  frequently 
termed  Floating  or  Circulating  Assets.  So  far  as 
they  are  available,  these  Assets,  less  sundry 
creditors  and  other  "  outside  "  liabilities,  form  the 
Working  Capital  of  a  business. 

2.  That  in  the  case  of  Assets  held  solely  for  use  (e.g. 

Plant  and  Machinery,  Goodwill,  Leases,  Patent 
Eights,  etc.),  fluctuations  in  current  market  values 
may  be  ignored,  and  that,  provided  adequate  depre- 
ciation is  written  off  the  asset  in  order  to  reduce 
it  to  its  residual  value  at  the  end  of  its  useful 
**life,"  it  may  be  included  in  the  Balance  Sheet  at 
its  original  cost  less  this  necessary  depreciation. 
The  basis  of  valuation  should  invariably  be  stated, 
and,  indeed,  public  Joint  Stock  Companies  are 
legally  bound  to  state  the  valuation  basis  when 
filing  Balance  Sheets  with  the  Begistrar. 
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The  generic  name  of  Assets  of  the  above  class 
is  Fixed  Assets.  The  term  is  not  altogether  a 
happy  one,  as  Fixed  Assets  of  some  classes  are 
subject  to  wear  and  tear.  When  used  in  conjunction 
with  Assets,  however,  the  adjective  is  meant  to 
imply  that  the  Assets  so  designated  are  held  for 
the  purpose  of  carrying  on  the  business  and  earn- 
ing income,  and  not  for  sale  purposes.  In  cases 
where  Fixed  Assets  decrease  in  value  owing  to 
wear  and  tear,  or  other  cause,  they  are  also  referred 
to  as  Wasting  Assets. 

In  the  strict  sense,  as  explained  above,  such 
capital  is  not  of  course  really  "  Fixed,"  composed 
as  it  is,  for  the  most  part,  of  Assets  subject  to 
wear  and  tear  and  other  depreciating  factors. 
The  legal  decisions  given  in  several  well-known 
cases  *  have  apparently  relieved  Joint  Stock  Com- 
panies from  the  necessity  of  providing  for  the 
wastage  of  certain  "  Fixed "  Assets ;  it  will  be 
needless  to  point  out,  however,  that,  from  a 
commercial  point  of  view,  a  financial  policy  based 
upon  these  lines  would  be  generally  condemned 
as  unsound. 

Finally,  the  student  must  be  cautioned  against 
the  error,  not  uncommon  among  examinees,  of 
heading  a  Balance  Sheet  as,  e.g.,  '^ for  the  year 
ending  December  31st,  19'  •."  A  Balance  Sheet  is 
a  schedule  of  Ledger  balances  as  on  a  certain  date, 
in  contrast  to  the  Profit  and  Loss  Account,  which 
is  a  statement  containing  the  transactions  for  the 
year  or  other  period  which  it  covers. 


EXERCISES. 

10a. 

1.  Explain  the  nature  of  a  Balance  Sheet.  In  what  respects  does 
it  (a)  resemble,  and  {b)  differ  from,  a  Trial  Balance  ? 

2.  Differentiate  between  a  ''Balance  Sheet"  and  a  "Statement 
of  Affairs." 

3.  Discuss  the  order  in  which  the  Assets  should  appear  in  a 
Balance  Sheet,  giving  reasons  for  the  method  you  prefer. 

4.  Range,  in  the  order  of  their  realizability,  the  following  assets  : 

*  In  re  Dovey  and  Others  v.  Cory.  Certain  comments  were  made 
by  the  Lord  Chancellor  in  this  case  which  seemed  to  suggest  that 
tnese  decisions  might  be  open  to  challenge  under  other  circumstances. 
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Cash,  Freehold  Land,  Book  Debts,  Consols,  Plant,  Balance  on  Deposit 
Account  with  Bankers,  Patent  Rights,  Stock  on  hand,  Work  in 
Progress,  Preliminary  Expenses,  Goodwill. 

5.  Is  the  following  statement  correct  ?  If  not,  discuss  the  ques- 
tions involved  :  "No  asset  should  be  included  in  a  Balance  Sheet 
which  is  not  capable  of  conversion  into  money,  and  no  asset  should 
be  included  at  any  value  above  that  which  it  would  fetch  if 
immediately  sold," 

6.  Explain  the  nature  of,  and  the  difference  between,  ''iFloating  '* 
and  ' '  Fixed  "  Assets. 

.7.  What  is  "  Working  Capital  "  ? 

8.  Upon  what  basis  should  "wasting  assets"  be  valued  for 
inclusion  in  a  Balance  Sheet  ?  Illustrate  your  answer  by  dealing 
with  the  case  of  a  Printing  Machine  costing  £50  with  a  life  of  five 
years,  being  worth  at  the  end  of  that  time  £5  as  scrap-iron.  The 
charges  for  repairs  for  the  five  years  are  as  under  :  First  year,  £1 ; 
second  year,  £3 ;  third  year,  £5 ;  fourth  year,  £5  ;  fifth  year,  £6  10s. 


10b. 

From  the  following  particulars  prepare  the  Balance  Sheet  of 
Charles  Wilkinson,  as  on  December  31,  1908,  showing  his  capital  at 
that  date,  and  ranging  the  items  on  either  side  in  the  order  of  their 
realizability,  or  as  they  become  payable. 


Stock  of  Goods  on  hand,  December  31, 1908 

Sundry  Debtors 

Freehold  Premises  (valued  at  cost) 

Bills  Payable 

Furniture  and  Fixtures,  at  cost,  less  deprecia 

tion  at  10  per  cent,  per  annum  . 
Sundry  Creditors  on  Open  Accounts 
Creditor  for  Loan   for  working  capital,    H, 

Henry  (repayable  January  1,  1911)     . 
Bank  Overdraft,  London  and  Western  Bank 

Ltd.,  Cardiff 

Cash  in  Hand 

Goodwill  (at  cost) 

Stock  of  Stationery  in  Hand. 

Bills  Receivable  in  Hand 

Balance  with  the  Union  Banking  Co.,  Ltd. 

London — On  Current  Account    . 

On  Deposit  Account  (at  7  days) . 
Sundry  Creditors  for  expenses  due  but  net 

paid  ...... 

Consols,  £1,000  at  .83     . 


£  s. 

d. 

11,090  16 
1,078  13 
3,000  0 
5,075  10 

5 
0 
0 
0 

615  17 
1.204  ,7 

9 
6 

13,000  0 

0 

J8  n 

32  17 
2,000  0 

15  4 
1,765  0 

6 
9 

0 
9 
0 

189  15 
1,000  0 

6 

0 

.37  X^ 
.830  <0 

,6 
0 

10c. 


From  the  following  Trial  Balance  prepare  the  Trading  Account 
and  the  Profit  and  Loss  Accounts  for  the  year  ended  December  31, 
1908,  and  a  Balance  Sheet  as  on  that  day,  incorporating  thereinthe 
adjustments  set  forth  in  the  footnote. 
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jsa 


O.    JONES. 


Trial  Balance  as  on  December  31,  1908. 


Bills  Payable     .... 
Carriage  on  Purchases 
vSalaries 

Travelling  Expenses 
Rent,  Rates  and  Taxes 
Advertising       .... 
Stock  (January  1,  1908)    . 
Purchases  .... 

Returns  In^\'ards 
Returns  Outwards     . 
Leasehold  Land  and  Buildmgs 
Furniture  and  Fixtures     . 
Patent  Rights  .... 

Sales 

Bills  Receivable 

Sundry    Trade    Creditors   on   Open 

Accounts        .... 
Sundry    Trade    Debtors    on     Open 

Accounts        .... 
Machinery  and  Plant 
Carriage    and     Packing     Expenses 

(Sales) 

Electric  Light 

Telephone  Subscriptions  . 

Discounts  received 

Discounts  allowed      . 

North-West  Banking  Company,  Cur 

rent  Account  ... 

North -West     Banking      Company 

Deposit  Account    . 
Petty  Cash,  Balance  in  Hand   . 
Office  Cash,  Balance  in  Hand   . 
Fire  Insurance  Premiums 
Capital  Account  (0.  Jones) 


£  s. 

d. 

£  s.  d. 
1,500  0  0 

462  15 

1 

255  0 

0 

14  6 

2 

38  9 

5 

463  m 

2 

2,095  10 

0 

8,962  5 

0 

364  9 

8 

862  15  9 

1,000  0 

0 

240  0 

0 

310  0 

0 

r50  0  0 


7,392  16  5 

105  10  0 

34  6  0 

12  4  10 

24  5  0 

179  4  6 

251  4  4 


11,046    3    9 


6,049  12    4 


62    9    5 


)00 

0 

0 

10 

0 

0 

38 

9 

4 

16 

9 

4 

4,000    0    0 


£23,521     1     3    £23,521     1 


Notes.—  £      s.    d. 

(a)  The    value    of     the     Stock     on     hand, 

December  31,  1908,  was         .         .         .     2,879  16  10 
(6)  Reserve  5  per  cent,  on  the  Sundry  Debtors 

for  Bad  and  Doubtful  Debts, 
(c)  Write  off  the  Patent  ;Rights     .         .         .  50    0    0 

(c?)  Write  off  from  the  ''Leasehold  Premises 

Account "   one   year's   depreciation   on 

£1,000  at  5  per  cent.  p,a. 
{e)  Carry  forward  the  unexpired  portion  of 

"Fire  Insurance  Premiums  (£16  9s.  4c«.)" 

paid  in  advance,  viz.      .         .         .         .  i5  10    d 

(/)  Write  10   per  cent,   depreciation  off  the 

Machinery  and  Plant  Account. 
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IOd. 

The  Steel  Co.,  Ltd.,  began  business  on  January  1st,  1906,  with  a 
Capital  of  £40,000,  in  8,000  shares  of  £5  each,  £1  to  be  paid  on  allot- 
ment, £1  on  March  1st,  and  £1  on  June  1st.  Freehold  Land,  value 
£2,500,  was  bought  and  Buildings  erected  at  a  cost  of  £11,250. 
There  was  also  purchased  Plant,  £3,750  ;  Office  Furniture,  £175  ; 
and  Preliminary  Expenses  amounted  to  £375.  The  works  were 
finished  on  June  30th,  and  all  liabilities  thereon  were  paid  at  that 
date.  The  following  were  outstanding  as  arrears,  viz. — On  Allot- 
ment, £175  ;  on  first  call,  £280  ;  and  on  second  call,  £345.  Cash  in 
Bank  amounted  to  £5,150.  Make  the  necessary  entries  for  the 
above,  and  prepare  a  Balance  Sheet  as  at  June  30th.  On  December 
31st  Stock  amounted  to  £7,800.  From  the  following  Trial  Balance 
prepare  Trading  and  Profit  and  Loss  Accounts  and  Balance  Sheet, 
after  depreciating  Freehold  Buildings  1^  per  cent,  per  annum, 
Plant  10  per  cent,  per  annum.  Furniture  1\  per  cent,  per  annum, 
and  Preliminary  Expenses  one-sixth. 


£ 

s. 

d. 

£ 

s,  d. 

Freehold  Land 

.       2,500 

0 

0 

Freehold  Buildings . 

.     11,250 

0 

0 

• 

Plant       ..... 

.       3,750 

0 

0 

Office  Furniture 

175 

0 

0 

Wages 

4,000 

0 

0 

Preliminary  Expenses     . 

375 

0 

0 

Calls  in  arrear,  viz. — Allotment 

130 

0 

0 

First  call 

100 

0 

0 

Second  call 

120 

0 

0 

Purchases        .... 

12,375 

0 

0 

Salaries 

.       2,200 

0 

0 

Directors'  and  Auditors'  Fees 

475 

0 

0 

Stationery       .... 

120 

0 

0 

Office  Expenses 

180 

0 

0 

Rates,  etc 

60 

0 

0 

Sundry  Debtors 

2,940 

0 

0 

Bank 

3,125 

0 

0 

• 

Capital    .         .         . 

24,000 

0    0 

Sales 

17,500 

0     0 

Creditors         .... 

"2,375 

0     0 

£43,875    0    0      £43,875    0    0 


Answers. —  "'""^""~"~' 

10b.  Capital,  £2,281  13s  U.  ;  Balance  Sheet  Totals,  £21,618  5s.  M. 
10c.   Gross  Profit,  £2,903  16s.   14.  ;   Net  Profit,    £1,453  lis.   3a.  ; 
Balance  Sheet  Totals,  £13,003  3s.  Id. 
Balance  Sheet  Totals — 

June  30th,  £23,200  Os.  Qd. 
Dec.  31st,  £31,574  Is.  Zd. 
Gross  Profit,  Dec.  31st,  £8,925  Os.  Od. 
Net  Profit,  Dec.  31st,  £5,549  Is.  Zd. 


IOd. 


CHAPTEE  XI 
A  merchant's  accounts 

In  order  to  practically  illustrate  the  working  of  the 
books  already  described  in  the  preceding  Chapters,  and 
for  the  purpose  of  further  explaining  their  combined  use 
as  a  complete  system,  the  subjoined  example  has  been 
worked  out  in  detail  in  the  exact  manner  in  which  the 
items  would  appear  in  an  actual  set  of  books. 

The  transactions  upon  which  the  illustration  is  based 
are  assumed  to  be  those  of  J.  Harris,  a  merchant  deal- 
ing in  two  classes  of  goods,  viz.  Coffee  and  Tea.  In 
order  that  the  transactions  in  the  two  types  of  goods 
dealt  in  may  be  kept  apart  from  each  other,  and  in 
order  that  the  gross  profit  on  either  class  of  merchandise 
may  be  separately  ascertained  in  the  Trading  Account, 
the  principle  of  analysis  columns  has  been  made  use  of 
in  the  "  Sales,"  **  Purchases  "  and  "  Eeturns  "  Books,  as 
well  as  in  the  Stock  and  Trading  Accounts  in  the  Ledger. 
The  dealings  in  merchandise,  and  certain  of  the  other 
transactions  given  in  the  Example,  are  less  numerous 
than  would  be  the  case  in  an  ordinary  mercantile  busi- 
ness, but  they  have  been  so  curtailed  in  order  to  avoid 
the  unnecessary  repetition  of  entries  of  a  precisely  similar 
character,  e.  g.  the  illustration  of  how  to  record  a  single 
sale  or  return  is  deemed  to  be  sufficient  to  indicate  to 
the  student  how  all  sales  and  returns,  of  a  precisely 
similar  character,  should  be  passed  through  the  books. 

The  books  illustrated  are  as  under,  and  the  initial 
letters,  appended  to  the  names  of  the  various  books  of 
original  entry,  are  used,  in  lieu  of  folios,  in  the  Ledger  in 
order  to  indicate  the  particular  book  in  which  the  original 
entry  is  to  be  found. 


CCash  Book  (with   columns  for   "Bank." 

"Office  Cash,"  and  "Discount") 
.Petty  Cash  Book  P.  C. 


CASH  BOOKS'^  "Office  Cash,"  and  "Discount")     '  G. 
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^Journal  (Proper)  J. 

Purchases  Book  (analyzed  form)  P. 

Sales  Book  (analyzed  form)  S. 

JOXTENALS   <  Returns  Inwards  Book  (analyzed  form)  R.  I. 

Returns  Outwards  Book  (analyzed  form)  R.  O. 

Bills  Payable  Book  B.  P. 

^Bills  Receivable  Book  B.  R. 

'Ledger  containing — 

{a)  Analyzed  accounts  for  Stock,  Sales,  Purchases, 
Returns  Inwards,  Returns  Outwards,  and 
Trading  Account,  to  correspond  with  the 
classification  appearing  in  the  relative  books 
of  original  entry. 
(&)  Other  Ledger  accounts  in  the  ordinary  simple 
form. 

A  Trial  Balance  is  appended,  and  also  a  Balance  Sheet 
showing  the  financial  position  at  the  end  of  the  Trading 
period. 

The  Example  is  as  under — 


LEDGER 


J.    Harris    commenced  business   on 
following  Assets  and  Liabilities — 


March   1,    1909,   with    the 


Assets. 

CashAt  the  London  &  Eastern  JBank,  Ltd 

Stock  of  Goods  on  hand- 
Coffee  :  1,626  bags  valued  at  50«.  each 

Tea:  120  chests  valued  at  40.?.  each 

Lease  of  Warehouse  and  Land  appertaining  theretti 
having  15  years  to  run,  valued  at 

Debtor  :  Francis  <fe  Co 

Furniture  and  Fixtures,  valued  at 

Liabilities. 

Wynaad  Coffee  Co.,  Ltd 


£ 

«. 

2,049 

16 

4,065 
240 

0 
0 

1,500 

65 

,  120 

0 
10 
0 

2,050 ' 

16 

His  transactions  for  the  month  of  March  were  as  follows — 


Mar.   1 


10 


Drew  from  the  Bank-^ 

1.  For  Office  Cash 

2.  For  Petty  Cash 

Bought  from  the  Produce  Importing  Co.,  Ltd.,  on 

credit— 

200  bags  of  Wynaad  Coffee  at  50*.  per  bag 

100  chests  of  Silhana  Tea  at  46s.  per  chest .. 

Sold  to  the  Northern  Stores,  Ltd.,  on  credit— 

500  bags  of  coffee,  medium,  at  56«.  per  bj^,  less 

2  per  cent.  Trade  Discount 

200  chests  of  tea  at  50s.  per  chest,  net..     . 
Paid  from  Petty  Cash— 

For  Envelopes  and  Letter-paper 

For  Brass  Door-plates  (dei)it  Furniture  and  Fix- 
tures Account) 

For  stamps 

Accepted  the  Produce  Importing  Co.'s  draft  due 
March  30,  making  the  same  payable  by  Bankers 

(London  &  Eastern  Bank,  Ltd.) 

Paid  them  by  cheque   

Being  allowed  discount  thereon !.!...!!.!!! 


£ 

s. 

50 
20 

0 
0 

500 
230 

0 
0 

1,.S72 
'   600 

0 
0 

1 

4 

3 

0 

8 
16 

400 
316 

15 

0 
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Drew  upon  the  Northern  Stores,  Ltd.,  at  3  months' 

sight,  which  draft  was  duly  accepted 

Sold  to  Francis  &  Co.  on  credit — 

100  bags  of  coflfee  at  60s.,  less  2 J  per  cent.  Trade 

Discount 

Received  from  the  Northern  Stores,  Ltd.,  cheque  for 
And  paid  the  same  to  the  Bank. 

Allowed  the  Northern  Stores,  Ltd.  (discount) 

Paid,  from  Office  Cash,  salaries  and  wages  to  date.... 

Paid  by  cheque  to  the  Wynaad  Coffee  Co.,  Ltd. 

Being  allowed  discount  by  them 

Paid  from  Office  Cash  for  electric  light  fittings 

Sold  for  cash  (placed  in  Office  Cash)— 

3  bags  of  coffee  at  50« 

10  chests  of  tea  at  60« 

Sold  on  credit  to  the  Northern  Stores,  Ltd. — 

500  bags  of  coffee  at  58s.  per  bag,  net 

5  chests  of  tea  at  62s.  per  chest,  net 

The  Northern  Stores,  Ltd.,  returned  as  unsuitable — 
5  chests  of  tea  sold  them  (allowed  them  therefor 

fulHnvoice  price) 

10  bags  of  coffee  sold  them  (allowed  them  there- 

for  full  invoice  price) 

Bought  from  the  Wynaad  Coffee  Co.,  Ltd.,  on  credit— 
500  bags  of  coffee  at  46s.  per  bag,  less  5  per  cent. 

Trade  Discount 

Paid  from  Petty  Cash- 
Housekeeper  and  cleaning  to  date 

Fires  to  date 

Postages  and  Telegrams  to  date 

Fire  Insurance  premium  (in  advance)  for  1  year 

from  March  1  (debit  Insurance  Account) 

Received  from  the  Northern  Stores,  Ltd.,  cheque  on 

account ^ ,,., 

Allowed  them  di-scount  thereon , 

Returned  to  the  Wynaad  Coffee  Co.,  Ltd.— 

100  bags  of  the  coffee  bought  from  them  on  March 
20,  the  same  being  found  to  be  "  not  up  to 
sample."  Received  a  credit  note,  for  returns, 
from  them  for  full  price,  i.e,  100  bags  at  46». 

per  bag,  less  5  per  cent.  Trade  Discount 

Received  from  Francis  &  Co.  cheque  for  £65  10s.,  and 

banked  the  same 

Bought  at  auction  from  R.  Levy  freehold  premises, 

459o  Minories,  for 

Of  which  jiaid  by  cheque , 

The   balance  (£2,000)  to  be  paid    upon    the 
formal  transfer  of  the  property. 
The  Bank  notify  that  Francis  &  Co.'s  ;cheque  lias 

been  returned  to  them  dishonoured 

Discounted  with  the  Bank  the  Northern  Stores  Co.'s 

acceptance  for  

Being  charged  discount  therefor  

F^ncis  &  Co.  offer  to  discharge  the  amount  of  their 
dishonoured  cheque  as  follows — 

1.  By  their  acceptance  at  30  days'  sight,  endorsed 

by  Brown  &  Co.,  for 

2.  Bv  cheque  for..., - 

Accepted  their  offer  and  received  cheque  and 

acceptance,  paid  the  former  to  Bank,  through 

wliom  it  was  duly  honoured. 
Borrowed  from  the  Property  &  Mortgage  Trust,  Ltd., 
at  4  per  cent,  per  annum,  upon  the  security  of 
459o  Minories.     Received  their  cheque  (paid 

same  to  Bank) 

Simultaneously  withreceiptof  the  foregoing  cheque 
J.  Harris  received  from  Mr.  R.  Levy's  solicitors 
the  deeds  relating  to  459«:  Minories  in  exchange 
for  his  cheque  for  £2,000,  balance  of  purchase 
money,  and  these  deeds,  together  with  the  Mort- 
gage Deed,  were  duly  handed  to  the  Property 
&  Mortgage  Trust,  Ltd , 


1,000 


292 
850 

22 
12 
1,000 
10 
5 


1,450 
15 


1,000 
10 


218 

65 

3,000 
1,000 


65 
1,000 


i;5od 


2,000 


10 
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„  25 

„  25 

„  26 

„  27 

„  29 
„  29 

„  30 
„  30 

»  31 
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Paid  R.  Levy,  by  cheque,  value  of  Fixtures  at  459c 

Minories  (Furniture  and  Fixtures  Account) 

Francis  <fe  Co.  this  day  suspended  payment. 
Sold  to  "Wright  son  Bros,  on  credit— 

50  bags  of  coffee  at  52s.  per  basr. 

Paid  by  cheque  to  the  Forwarding  Agency,  Ltd., 
charges  for  carriage  on  sundry  bags  ot  coffee 
and  chests  of  tea  dispatched  through  them  to 

the  purchasers  thereof. 

Received  from  Wrightson  Bros,  their  acceptance  at 

3  months'  date  for  

Allowed  them  discount  thereon 

Drew  from  Bank  for  OfR'-e  Cash 

Drew  from  Bank  for  Petty  Cash,  in  order  to  increase 

the  Cashier's  agreed  balance  to  £30 

Paid,  from  OflSce  Cash,  salaries  and  wages  to  date 

Bills  Payable  held  by  Produce  Importing  Co.,  Ltd., 

met  to-day  through  tlie  Bank 

Paid,  from  Petty  Cash- 
Housekeeper  and  cleaning  to  date 

Fires  to  date 

Postages  and  Telegrams  to  date 

Travelling  Expenses  to  date 

3  bottles  of  Jnk  

Repairs  to  Copying  Press 

Sold  for  cash  (placed  in  Office  Cash),  10  bags  of  eoffee 

at  62«.  net 

Drew  cheque  on  bankers  to  restore  Petty  Cashier's 
balance  to  £30 

Note. — The  following  provisions  are  to  be  made  at  the 
end  of  the  month — 
Stocks  on  hand  are  to  be  valued  as  under — 

1,073  bags  of  coffee  at  55«.  per  bag 

10  chests  of  tea  at  60s.  per  chest 

2.  One  month's  depreciation  is  to  be  written  off 

Leasehold  Land  and  Buildings  at  the  rate  of 
£100  per  annum 

3.  Eleven  months'  tire  in.surance  premium  paid  in 

advance  is  to  be  carried  forwarrl 

4.  A  reserve  for  the  loss  on  the  debt  due  from 

Francis  (b  Co.  and  on  the  bill  held  bearing 
their  acceptance  is  to  be  made,  of 

5.  Provision  is  to  be  made  for  sundry  expenses 

due  but  unpaid  at  the  end  of  the  month  

6.  Fixtures  and  Fittings  are  to  be  depreciated  at 

the  rate  of  12  per  cent,  per  annum,  nothing 
being  written  off  the  Fixtures  and  Fittings 
bought  during  the  month,  i.e.  1  month's,  de- 
preciation is  to  be  allowed  for  at  12  per  cent, 
per  annum  on  £120 


£ 
10 

130 


125 
4 
50 

10 
13 

400 

S 
0 
0 

4 
0 
0 

81 

19 


d. 


2,950       15 
30         0 


85 

1 
0 

52 

10 

1 

4 

Unless  otherwise  stated,  all  moneys  are  to  be  taken  as  having  been  paid  into  the 
Bank  as  and  when  received,  and  all  payments  to  have  been  made  by  cheque. 

Taking  the  details  and  transactions  given  in  the  above 
exercise  seriatim,  their  method  of  treatment  is  as  under — 

The  first  matter  to  be  dealt  with  is  the  opening  of  the 
books,  as  on  March  1st,  1909,  by  means  of  a  Journal 
entry  incorporating  the  Assets  and  Liabilities  at  the 
commencement  of  the  trading  period,  and  showing  the 
initial  Capital  with  which  J.  Harris  commenced  business. 

As  indicated  in  Chapter  VII,  the  Assets  are  ranged 
upon  the  debit  side   in   the  Journal   entry,   while   the 


A   MUECE ANT'S  ACCOUNTS 


137 


Liabilities  are  set  out  on  the  credit  side ;  upon  the  credit 
side  also  is  inserted  the  figure  necessary  to  make  the  two 
sides  of  the  Journal  entry  agree.  Such  adjusting  figure 
represents  the  Initial  Capital  embarked  in  the  under- 
taking. 

The  opening  Journal  entry  thus  assumes  the  following 
form — 

JOURNAL 


1909. 

Sundries—                         Dr. 

To  Sundries,  viz.— 
Cash  

Dr. 

Cr. 

Mar.  1 

£ 

2,049 

4,065 

240 

1,500 
65 
120 

«. 

16 
0 
0 

0 
10 
0 

d. 
6 
0 
0 

0 
0 
0 

£ 

2,050 
6,989 

s. 

16 
10 

d. 

Stock  (Coffee  on  hand)  

„      (Tea  on  hand)   

Lease    of    Warehouse    and 

Land     

Francis  &  Co    

Furniture  and  Fixtures  

Wj'naad  Coffee  Co 

5 

Capital  Account  (J.  Harris) 
Being  the  Assets,  Liabilities, 
and  Capital   at   the  com- 
mencement of  business. 

1 

£8,040 

6 

6 

£8,040 

6 

6 

The  transactions  for  the  month  would  then  be  dealt 
with  in  the  books  of  J.  Harris  as  under — 

March  1.  Drew  from  Bank  for  Office  Cash,  £60. 
The  £50  is  entered  in  the  Cash  Book  on  the  credit  side 
in  the  "Bank"  Column,  in  order  to  record  the  with- 
drawal, and  on  the  debit  side  in  the  "  Office  Cash " 
column,  to  record  the  receipt  by  the  Office  Cashier  of 
the  like  sum,  the  Bank  having  paid  that  amount,  and 
the  Cashier  having  received  it.  Office  Cash  is  thus 
debited  with  the  £50  received  by  it,  and  the  Bank  is 
credited  with  the  £50  which  it  has  paid. 

March  1.  Drew  from  Bank  for  Petty  Cash,  £20. 
The  £20  is  entered  in  the  "Bank"  column  of  the  Cash 
Book  upon  the  Credit  side,  and  a  debit  entry  is  made  in 
the  Petty  Cash  Book  recording  the  receipt  of  £20  by  the 
Petty  Cashier.  The  former  entry  is  made  by  the  Chief 
Cashier,  or  other  official  entrusted  with  the  keeping  of 
the  Cash  Book,  and  the  latter  entry  is  made  by  the 
Petty  Cashier,  who,  wherever  possible,  should  be  a 
different  person.  The  Petty  Cashier  is  thus  debited  with 
the  £20  because  he  has  received  that  sum,  and  the  Bank 
is  credited  with  the  £20  which  it  has  paid. 

F  2 
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March  3.     Bought  from  the  Produce  Importing  Com- 
pany, Ltd.,  on  Credit —                                £  s.  d. 
200  hags  Wynaad  Coffee  at  60s.  per  hag       500  0     0 
100  chests  Silhana  Tea  at  46s.  per  chest       230  0     0 

£730  0    (> 


Immediately  upon  receipt  of  the  Invoice  from  the 
Produce  Importing  Company,  Ltd.,  the  clerk  in  charge 
of  the  Purchases  Book  copies  into  it  the  details  given 
above ;  the  amount  payable  for  the  Coffee  bought  (J500) 
is  entered  in  the  "  Coffee "  anaylsis  column  of  the 
Purchases  Book,  the  amount  payable  for  the  Tea  (£230) 
is  entered  in  the  "Tea"  analysis  column,  and  the  total 
of  the  Invoice  (£730)  is  extended  into  the  total  column 
in  the  Purchases  Book.  The  posting  of  these  items 
to  the  credit  of  the  Produce  Importing  Company,  Ltd., 
in  their  Ledger  account,  is  subsequently  effected  by 
the  Ledger-keeper  from  the  Purchases  Book,  and  the 
folio  of  the  Ledger  account  in  which  the  items  appear 
is  entered  by  him  in  the  folio  column  of  the  Purchases 
Book,  thus  indicating  to  himself,  and  to  all  other  persons 
concerned,  that  the  necessary  Ledger  posting  has  been 
duly  effected.  The  Purchases  Book  folio  ("  P  "  in  this 
case)  is  entered  in  the  folio  column  in  the  Ledger  account. 

The  "Purchases"  Account  is  thus  dehited  With  the  £730 
worth  of  goods  received  into  the  business,  and  the  Produce 
Importing  Company  is  credited  with  the  £730  worth  of 
goods  which  they  have  sold  and  delivered. 

March  6.     Sold  tlie  Northern  Stores,  Ltd.,  on  credit — 
500  hags  cojfee,  medium,  at  56s.  per  hag,         £      s.  d. 
less  2  per  cent.  Trade  Discount  .     1,372     0     0 

200  chests  Tea  at  50s.  per  chest  net      .        500    0     0 

£1,872    0    0 

The  fact  that  this  sale  has  taken  place,  and  the  details 
of  which  it  is  composed,  appear  in  the  "  Invoice  Press 
Copy  Book"  kept  by  J.  Harris,  i.  e.  in  the  Press  Copy  Book 
in  which  all  the  invoices  rendered  by  him  to  customers 
are  copied  prior  to  being  sent  out. 

From  this  Press  Copy  Book  the  clerk  in  charge  of  the 
Sales  Book  records  the  sale  in  his  Sales  Book,  entering 
the  selling  price  of  the  Coffee  sold  in  the  "Coffee" 
analysis  column    the  price  of  Tea  sold  in  the  "Tea** 


£ 

s. 

d. 

1 

4 

9 

3 

8 

6 

0 

15 

0 
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analysis  column^  and  extending  the  total  in  the  "  Total " 
column  in  manner  similar  to  that  indicated  in  the  case  of 
the  purchase  referred  to  in  the  preceding  paragraph. 

The  posting  of  the  item  to  the  debit  of  the  Ledger 
account  of  the  Northern  Stores,  Ltd.,  is  effected  by  the 
Ledger-keeper  in  the  ordinary  way  as  described  above. 

The  Northern  Stores,  Ltd.,  are  thus  debited  with  the 
£1,872  worth  of  goods  received  by  them,  and  the  "  Sales  " 
Account  is  credited  with  the  £1,872  worth  of  goods 
deUvered. 

March  9.     Paid  from  Petty  Cash — 
For  Envelopes  and  Letter-paper 
For  Brass  Door-plates    {debit  ''Furniture 

and  Fixtures  "  Account) 
For  Stamps        ...... 

As  and  when  the  above  payments  are  effected  by  the 
Petty  Cashier,  he  enters  them  in  his  Petty  Cash  Book  on 
the  credit  side  in  the  total  column.  Such  of  the  items  as 
relate  merely  to  expenses  coming  appropriately  under  any 
of  the  headings  set  out  in  the  analysis  columns  of  the 
Petty  Cash  Book  are  forthwith  "  extended  "  (i.  e.  entered 
more  to  the  right-hand  side  of  the  book)  in  their  respective 
analysis  columns.  Into  this  category  fall  the  payments 
for  Envelopes  and  Letter-paper  (£1  4s.  9^.),  and  for 
Stamps  (15s.) ;  these  items  are  consequently  immedi- 
ately extended  respectively  in  the  "  Stationery "  and 
**  Postages  and  Telegrams  "  columns. 

The  remaining  payment,  viz.  that  for  "  Brass  Door- 
plates  (£3  8s.  6<i.),"  requires  to  be  debited  to  the  "  real " 
Ledger  account  headed  "  Furniture  and  Fixtures,"  and  this 
sum  is  consequently  extended  into  the  "Ledger"  column 
upon  the  extreme  right-hand  side  of  the  Petty  Cash  Book, 
with  the  name  of  the  Ledger  account  (viz.  "Furniture 
and  Fixtures  ")  appended.  From  the  item,  thus  extended, 
a  debit  entry  is  subsequently  made  by  the  Ledger-keeper 
in  the  "  Furniture  and  Fixtures"  account  in  his  Ledger, 
and  the  necessary  double  entry  is  thus  completed.  The 
Ledger  folio  is  inserted  in  the  folio  column  in  the  Petty 
Cash  Book  in  the  ordinary  way,  in  order  to  indicate  that 
the  item  has  been  duly  posted. 

The  various  expense  accounts,  "  Stationery "  and 
"Postages,"  are  thus  debited  vnth  the  sums  spent  in 
these  directions,  and  the  "  Furniture  and  Fixtures " 
Account  is  debited  with  the  cost  of  the  brass  door-plates 
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acquired,  the  Petty  Cash  being  credited  with  the  money 
spent. 
March  10.     Accepted  the  Produce  Importing  Compamfs 

Draft—  £'      s.   d. 

Due  March  SO  for 400     0     0 

Paid  them  by  Cheque      .         .         .         .  315     0    0 

Being  allowed  Discount  .         .         .        .  15    0    0 

.€730    0    0 


These  transactions,  in  reality  three  in  number,  must 
first  be  mentally  classified  according  to  the  particular 
book  in  which  the  original  entry  is  to  be  effected. 

The  "  acceptance "  for  £400  is  a  "  Bills  Payable " 
transaction,  and  therefore  requires  to  be  entered  in  that 
book ;  the  other  two  transactions,  together  amounting  to 
a  cash  payment  coupled  with  a  discount  allowance,  must 
obviously  be  recorded  in  the  Cash  Book. 

The  Bill  Payable  for  £400  is  consequently  entered  in 
the  Bills  Payable  Book,  the  vajrious  details  relating  to  it 
being  recorded  in  the  appropriate  columns  (e.  g.  "for 
whose  account  accepted,"  "  where  payable,"  etc.),  and  the 
amount  is  posted  therefrom  to  the  debit  of  the  firm  "  for 
whose  account  accepted,"  i.  e.  the  Produce  Importing 
Company. 

The  amount  of  the  cheque  drawn  (£315)  in  favour 
of  the  Produce  Importing  Company,  Ltd.,  is  entered 
(from  the  cheque  counterfoil  appearing  in  J.  Harris's 
cheque-book)  in  the  Cash  Book  upon  the  credit  side  in  the 
"Bank"  column;  the  discount  allowance  received  (£15) 
is  entered  upon  the  same  line  in  the  Cash  Book,  again 
upon  the  credit  side,  but  in  the  "  Discount "  column. 
The  total  of  the  two  items  (£330),  thus  entered  upon  the 
credit  side  in  the  Cash  Book,  is  posted  to  the  debit  of  the 
Ledger  account  of  the  Produce  Importing  Company,  Ltd., 
by  the  Ledger-keeper,  the  Ledger  folio  being  entered 
in  the  Cash  Book  against  the  items,  and  the  Cash  Book 
folio  ("  C  "  in  this  case)  being  entered  in  the  foho  column 
in  the  Ledger. 

The  Produce  Importing  Company  is  thus  debited  with 
items  amounting  to  £730,  representing  cash  and  an 
acceptance  given  them  and  discount  allowed  by  them, 
while  "Bills  Payable"  are  credited  with  £400,  representing 
the  liability  incurred  on  the  Bill  Payable ;  "  Cash "  is 
credited  with  £315,  representing  the  cash  parted  with, 
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and  "  Discount  Account "  {via  the  Cash  Book)  is  credited 
with  £15  f or  a  "  profit "  received. 

March  11.  Drew  upon  the  Northern  Stores,  Ltd., 
at  3  mo7iths  sight  for  .;^1,000,  ivhich  draft  was  duly 
accepted. 

This  bill,  received  by  J.  Harris,  must  be  recorded  in 
the  "Bills  Eeceivable  Book"  in  a  manner  similar  to, 
although  with  the  reverse  effect  of,  the  Bill  Payable 
referred  to  in  the  preceding  entry. 

Consequently  the  bill,  with  full  particulars,  is  first 
entered  in  the  Bills  Eeceivable  Book,  and  is  posted 
from  thence  to  the  credit  of  the  person  "from  whom 
received,"  i.  e.  the  Northern  Stores,  Ltd.,  in  the  Ledger 
account  kept  for  them  by  J.  Harris's  Ledger-keeper.  The 
requisite  posting  is  effected  by  the  latter  in  the  ordinary 
way. 

"Bills  Eeceivable"  are  thus  debited  with  £1,000,  repre- 
senting the  amount  of  the  bill  received,  and  the  Northern 
Stores,  Ltd.,  are  credited  with  the  value  of  the  bill  (£1,000) 
which  they  have  given  to  J.  Harris, 

March  12.  Sold  Francis  d  Co.  100  hags  coffee  at  60s., 
less  2J  per  cent,  trade  discount,  £292  10s.  Od. 

This  transaction  is  passed  through  the  Sales  Book,  and 
is  posted  subsequently  to  the  debit  of  Francis  &  Co.'s 
Ledger  account  by  the  methods  explained  as  applicable 
in  the  case  of  the  sales  described  under  date  March  6. 

It  is  to  be  noted  that  in  the  case  of  this  sale,  as  was 
also  the  case  with  reference  to  that  made  on  March  6, 
the  trade  discount  has  been  deducted  before  any  attempt 
is  made  to  pass  the  transaction  through  the  books. 

Francis  &  Co.  are  thus  debited  with  £292  10s.  for  the 
value  of  the  goods  sold  to  them,  the  "  Sales  Account " 
being  credited  with  £292  10s.  for  the  goods  parted  with. 

March  12.  Received  from  the  Northern  Stores,  Ltd., 
cheque  for  £850 ;  paid  same  to  bank ;  allowed  them 
discount,  £22. 

The  £850  is  entered  in  the  debit  "  Bank  "  column  in 
the  Cash  Book,  while  the  discount  allowance  (£22)  is 
entered  at  the  same  time  in  the  adjacent  "  Discount  " 
column ;  the  total,  £872,  is  then  posted  to  the  credit  of 
the  Northern  Stores,  Ltd.,  in  the  Ledger  account  kept 
for  them.     The  Bank  is  thus  debited  with  £850  because 
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it  has  received  a  cheque  for  that  sum,  "Discount"  is 
{vid  the  Cash  Book)  debited  with  £22  because  a  "  loss  " 
of  that  amount  has  been  sustained  under  this  heading, 
and  the  Northern  Stores,  Ltd.,  are  credited  with  the  £850 
cheque  with  which  they  have  parted,  and  with  the  £22 
discount  allowed  to  them. 

March  13.    Paid  from  Office  Cash ^  Salaries  and  Wages 
to  date,  £12  10s. 

To  record  this  item  it  is  necessary  to  credit  the  "  Office 
Cash  "  column  on  the  credit  side  of  the  Cash  Book  with 
the  £12  10s.  paid  away ;  the  requisite  double  entry  being 
completed  by  the  posting  of  £12  10s.  to  the  debit  of  the 
Wages  and  Salaries  Account  in  the  Ledger. 

"  Salaries  and  Wages  "  are  thus  debited  with  <£12  10s. 
because  this  expense  has  been  sustained,  and  "Office 
Cash  "  is  credited  with  £12  10s.  because  the  Cashier  has 
parted  with  the  money. 

March  15.   Paid  by  cheqtie  to  the  Wynaad  Coffee 

Company £1,000 

Being  allowed  discount  ....  £10 

The  £1,000  is  entered  on  the  credit  side  of  the  Cash 
Book  in  the  "  Bank  "  column,  thus  indicating  the  drawing 
of  a  cheque  of  that  value ;  the  discount  is  placed  in  the 
'*  Discount "  column  on  the  same  side  of  the  Cash  Book, 
and  the  total  (£1,010)  is  posted  to  the  debit  of  the 
Wynaad  Coffee  Company  in  the  Ledger. 

The  Wynaad  Coffee  Company,  Ltd.,  is  ihM^  debited  with 
£1,010  "  cash  and  discount  "  because  they  have  received 
the  one  and  allowed  the  other.  The  Bank  is  credited 
with  £1,000  because  it  has  parted  with  this  sum,  and 
"Discount"  is  credited  with  £10  because  this  "profit" 
has  been  received. 

March  16.     Paid  from  Office  Cash  for  Electric  Light 
Fittings,  £5  7s.  9^. 

The  "  Office  Cash  "  column  on  the  credit  side  of  the 
Cash  Book  is  credited  with  £5  7s.  9d.,  representing  the  dis- 
bursement of  that  sum  from  the  Office  Cash,  and  the 
'•Furniture  and  Fixtures"  Ledger  Account  is  debited 
with  the  same  sum.  "Furniture  and  Fittings"  are  thus 
debited  with  £5  7s.  9^.,  representing  assets  acquired,  and 
"Office  Cash"  is  credited  with  £5  7s.  9d.,  representing 
money  paid. 
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March  17.     Sold  for  cash  {placed  in  Office  Gash) — 

3  bags  coffee  at  50s .£7  10    0 

10  chesta  tea  at  60s £30     0    0 

These  sales  are  not  sales  "upon  credit,"  and,  con- 
sequently, do  not  need  to  be  recorded  through  the  Sales 
Book,  which  book,  it  will  be  remembered,  is  restricted  to 
iihe  record  of  sales  "upon  credit." 

It  will  be  remembered  that  a  "  Sales "  Account  is 
opened  in  the  Ledger,  and  that  to  this  account  is  posted 
the  total  of  the  Sales  Book  at  the  end  of  the  period,  and  it 
is  in  this  account  that,  in  the  present  example,  the  cash 
sales  effected  have  been  credited.  In  some  businesses  a 
separate  Ledger  account  is  kept  for  "  Cash  Sales,"  the 
total  of  this  class  of  sale  being  merged  with  the  total  of 
■the  "  Credit  Sales  "  at  the  end  of  the  trading  period ;  or, 
as  an  alternative,  a  separate  column  in  the  Cash  Book 
•for  "  Cash  Sales  "  may  be  employed,  in  which  the  daily 
iiotal  of  the  Cash  Sales  is  entered,  the  total  of  the  column 
being  posted,  in  due  course,  each  month,  to  a  "  Cash 
"^ales  Account"  in  the  Ledger.  In  the  present  example, 
however,  the  Cash  Sales,  not  being  numerous,  have  been 
posted  direct  from  the  Cash  Book  to  the  "Sales"  Account 
in  the  Ledger. 

The  entry  consequently  is — 

The  "Office  Cash"  column  on  the  debit  side  of  the 
'Cash  Book  is  debited  with  the  two  items  (£37  10s.), 
representing  the  receipt  by  the  Office  Cashier  of  the 
^proceeds  of  the  Cash  Sales,  and  *'  Sales  "  Account  in  the 
'Jjedger  is  credited  with  the  like  sum,  representing  goods 
parted  with. 

March  19.    Sold  on  credit  to  the  Northern  Stores,  Ltd.— 

£  s.  d, 
500  bags  coffee  at  58s.  per  hag  net  .  1,450  0  0 
6  chests  tea  at  62s.  per  chest  net  .  15  10     0 

£1,465  10    0 


These  sales  are  passed  through  the  Sales  Day  Book, 
(the  items  being  entered  in  the  proper  analysis  columns 
upon  lines  similar  to  the  sale  effected  on  March  6,  to  the 
same  purchaser.  The  Northern  Stores,  Ltd.,  are  thus 
debited  with  £1,465  10s.  for  the  value  of  the  goods 
.received  by  them,  and  "  Sales  "  Account  is  credited  with 
.i£l>465  10s.  for  the  goods  parted  with. 
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March   19.     The  Northern    Stores,   Ltd,,  returned  as 
unsuitable — 
5  chests  tea  sold  them     .         .         .         ,     £15  10     0 
10  bags  coffee         .        .         .         .         .     £29     0    0 
Allowed  them  full  invoice  price  th&refor, 
(£44  10s.  Od.  in  all). 
"Eeturns  Inwards"  of  this  nature  are,  for  book-keeping 
purposes,  and  as  has  already  been  explained  (Chapter  VIII), 
dealt  with   in  the   books   of  the   original   seller   as   re- 
purchases of  goods  previously  sold,  and  must  be  recorded  in 
the  "  Eeturns  Inwards  "  Bpok  upon  lines  similar  to  those 
^/hich  would  be  adopted  if  the  transaction  represented  an 
Cffiginal  purchase  of  goods  from  the  Northern  Stores,  Ltd., 
instead  of  being  a  re-purchase  of  goods  from  them. 

The  £15  10s.  "allowed"  for  the  Tea  returned  is  thus 
entered  in  the  Eeturns  Inwards  Book,  with  appropriate 
details,  the  amount  being  placed  in  the  "  Tea  "  analysis 
column,  while  the  £29  allowed  for  the  Coffee  returned  is 
similarly  entered  in  the  "  Coffee  "  column  of  the  same 
book,  and  the  total  (£44  10s.)  is  extended  into  the 
"total"  column.  From  this  book  the  allowances  for 
Returns  Inwards  are  posted  to  the  credit  of  the  Northern 
Stores,  Ltd.,  in  their  Ledger  account.  "  Eeturns  Inwards  " 
are  thus  debited  with  £44  10s.  for  the  value  of  the  goods 
received  back,  and  the  persons  from  whom  they  were 
received,  viz.  the  Northern  Stores,  Ltd.,  are  credited  with 
£44  10s.  for  goods  with  which  they  have  parted. 

March  20.  Bought  from,  the  Wynaad  Coffee  Company, 
Ltd.,  on  credit,  500  bags  coffee  at  46s.  per  bag,  less 
5  per  cent,  trade  discount,  £1,092  10s. 

This  purchase  is  entered  in  the  Purchases  Book,  and  is 
posted  to  the  credit  of  the  Wynaad  Coffee  Company,  Ltd., 
in  the  ordinary  way.  "  Purchases "  Account  is  debited 
with  £1,092  10s.,  being  the  value  of  the  goods  received, 
and  the  Wynaad  Coffee  Company,  Ltd.,  is  credited  with 
£1,092  10s.  for  goods  with  which  it  has  parted. 

March  20.     Paid  from  Petty  Cash- 
Housekeeper  and  cleaning  to  date 

Fires  to  date 

Postages  and  Telegrams  to  date 
Fire  Insurance  Premium  iii  advance  for  one 
year  from  March   1   (Debit   Insurance 
Account) 1  10    0 

£4  13    0 


£ 
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d. 
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5 

0 
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6 
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These  payments  are  entered,  as  and  when  made,  upon 
the  credit  side  of  the  Petty  Cash  Book,  in  the  Total 
column. 

Such  of  these  items  (in  point  of  fact  the  first  three 
payments)  as  fall  under  any  of  the  "expense"  headings 
inserted  in  the  analyses  columns  following  the  credit 
"Total"  column  are  extended  in  those  analyses  columns 
under  their  appropriate  headings.  Hence  the  £2  bs.  and 
the  8s.  Qd.  are  inserted  under  "  Housekeeper,  Fires  and 
Cleaning,"  while  the  9s.  &d.  is  entered  under  "Postages 
and  Telegrams." 

The  remaining  item  requires  to  be  debited  to  a  separate 
account  in  the  trader's  Ledger  {i.e.  "  Insurance  Account "), 
and  it  is  consequently  extended  into  the  extreme  right- 
hand  column  (the  "Ledger  Account"  column),  with  the 
name  of  its  correct  Ledger  account  appended,  and  the 
posting  of  the  item  to  the  debit  of  such  Ledger  account 
is  subsequently  effected  from  the  Petty  Cash  Book.  The 
respective  "  expense  "  accounts  are  thus  debited  with  the 
sums  spent  in  the  various  directions  indicated.  "  Insur- 
ance Account  "  is  debited  with  £1  10s.  for  the  value  of 
the  protection  acquired  against  fire,  and  "  Petty  Cash  "  is 
credited  with  £4  13s.  in  all  because  it  has  paid  the  money. 

March  20.    Received  from  the  Northern  Stores,  Ltd.^ 

cheque  on  account £1,000 

Allowed  them  discount  ....  £10 

The  debit  "  Bank  "  column  in  the  Cash  Book  is  debited 
with  £1,000,  the  debit  "  Discount "  column  with  £10,  and 
the  total  of  the  two  items,  £1,010,  is  posted  to  the  credit 
of  the  Ledger  account  of  the  Northern  Stores,  Ltd. 

The  Bank  is  debited  with  £1,000  for  the  money  received 
by  it,  "  Discount"  is  debited  with  £10  for  a  "  loss  "  sustained 
in  this  direction,  while  the  Northern  Stores,  Ltd.,  are 
credited  with  £1,010  for  the  cash  received  from  them  and 
the  discount  allowed  to  them. 

March  20.  Returned  to  the  Wynaad  Coffee  Company, 
Ltd.,  100  bags  coffee,  invoiced  at  46s.  'per  bag,  less 
5  per  cent,  trade  discount,  £218  10s. 

This  "  Eeturn  Outwards "  is  recorded  through  the 
Beturns  Outwards"  Book,  from  which  a  posting  for 
£218  10s.  to  the  debit  of  the  Ledger  account  of  the 
Wynaad  Coffee  Company,  Ltd.,  is  made.  The  trans- 
action is  thus  treated  as  a  re-sale  to  the  Wynaad  Coffee 
Company,  Ltd.,  of  goods  previously  bought  from  it. 
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The  Wynaad  Coffee  Company,  Ltd.,  is  thus  debited 
with  £218  10s.  for  the  value  of  goods  returned  to  them, 
"  Eeturns  Outwards "  being  credited  with  £218  10s. 
because  goods  to  this  amount  have  been  parted  with. 

March  22.  Beceived  from  Francis  d  Co.  cheque  for 
£65  10s.,  and  hanked  same. 

The  "  Bank  "  column  in  the  Cash  Book  is  debited  with 
£65  10s.  because  it  has  received  a  cheque  of  that  value, 
while  Francis  &  Co.  are  credited  with  the  amount  of  the 
cheque  received  from  them. 

March  22.  Bought  at  auction  from  B.  Levy  freehold 
jpremises,  459c  Minories,  for  £3,000,  for  which  paid 
by  cJieque  £1,000,  the  balance  to  be  jpaid  on  formal 
transfer  of  the  property. 

This  is  in  reality  a  twofold  transaction,  and  must  be 
recorded  as  such ;  the  first  transaction  to  be  recorded  is 
the  purchase  of  the  premises  from  E.  Levy  for  £3,000,  for 
which  a  Journal  entry  must  be  passed,  viz.  debiting 
"Freehold  Premises"  with  £3,000,  and  crediting  E.  Levy 
with  the  like  sum  (£3,000). 

"  Freehold  Premises  "  are  debited  with  £3,000  because 
premises  have  been  acquired  of  that  value,  and  E.  Levy 
is  credited  with  £3,000  because  he  has  parted  with 
^premises  costing  that  amount. 

The  second  transaction  requiring  to  be  entered  is  the 
payment  of  £1,000  to  E.  Levy  in  reduction  of  the  amount 
owing  to  him.  This  item  is  entered  in  the  ordinary  way  in 
ithe  "  Bank  "  column  of  the  Cash  Book,  upon  the  credit 
side,  and  the  necessary  posting  is  effected  to  E.  Levy's 
debit  in  the  ordinary  wa3\ 

E.  Levy  is  debited  with  £1,000  because  he  has  received 
a  cheque  for  this  sum,  and  the  "  Bank  Account "  is  credited 
with  £1,000  because  it  has  parted  with  the  like  amount. 

March   22.      The  Bank  notifies  that  Francis  &  Co.'s 
cheque  for  £65  10s.  has  been  returned  dishonoured. 

When  this  cheque  was  originally  received  it  was,  upon 
the  assumption  that  it  would  be  duly  met,  debited  in  the 
"  Bank  "  column  of  the  Cash  Book,  and  credited  in  Francis 
&  Co.'s  Ledger  account.  Now,  however,  in  view  of  the  fact 
that  it  has  been  "  dishonoured,"  it  becomes  necessary  to 
reverse  the  original  entries,  and  to  place  matters,  as 
regards  Francis  &  Co.'s   Ledger  account,  in  a  position 
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similar  to  that   which   would  exist   if   the   cheque   had 
never  been  received. 

An  entry  is  consequently  made  in  the  Cash  Book  on  the 
credit  side  in  the  "  Bank"  column,  to  offset  the  debit  record 
previously  placed  in  this  book  on  the  other  side ;  and,  to 
complete  the  record,  Francis  &  Co.'s  Ledger  account  is 
debited  with  £65  10s.  according  to  the  ordinary  rules  of 
Ledger  posting. 

]<(ote. — Many  banks  credit  their  customers  with  cheques 
immediately  they  are  paid  in,  irrespective  of  whether 
isuch  cheques  have   been  collected  or  not,  debiting 
their  customers  subsequently  with  any  of  them  that 
are   afterwards   returned   unpaid.     The  Bank  Pass 
Book  will  therefore,  in  all  probability,  tally  exactly 
with  the  Cash  Book  as  regards  the  entries  recording 
the  return  of  cheques. 
Francis  &  Co.  are  debited  with  £65  10s.  because  they 
have  become  J.  Harris's  debtors  in  respect  of  the  dis- 
honoured cheque  for   that  sum,  and    the    Bankers   are 
. credited  vfith.  the  same  amount  because,  although  previously 
shown  as  having  received  it,  they  have  not  in  fact  done  so, 
and  it  therefore  becomes  necessary  to  reverse  the  original 
.entry. 

Ma/rch  23.     Discounted  loith   the  Bank   the  Northern 

Stores  Company' s  (iccejjtance  for  £1,000,  being  charged 

discount,  £8  lbs.  5d. 

This  again  is  an  example  of  a  combined  transaction, 

•which,  for  book-keeping  purposes,  must  be  regarded  as 

two  transactions. 

The  first  transaction  to  be  recorded  is  the  parting,  by 
.J.  Harris,  with  a  bill  for  £1,000  to  his  Bankers,  who  are  to 
be  deemed  (for  book-keeping  purposes)  to  have  purchased 
it  from  him  for  its  full  face  value  ;  simultaneously,  the 
Bankers  charge  J.  Harris  a  discount  of  £8  15s.  5d.,  for 
which  amount  a  separate  credit  entry  is  made  in  the 
**  Bank  "  column  of  the  Cash  Book ;  and  the  combined 
effect  of  this  £1,000  entry  on  the  one  side  and  the 
£8  15s.  bd.  entry  on  the  other  is  that  £991  4s.  Id.  (being 
the  actual  price  obtained  by  J.  Harris  on  sale  of  the 
£1,000  bill)  is  added  to  the  "Bank"  balance  in  the 
Cash  Book. 

The  necessary  entries  are  consequently  as  follows — 
1.  The  "  Bank  Account "  is  debited  with  £1,000,  because 
it  has  received  the  Bill  of  Exchange  for  that  amount, 
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while  the  "Bills  Eeceivable  Account"  is  credited  with 
the  £1,000  bill  which  has  been  parted  with. 

2.  "Bank  Discount"  is  debited  with  £8  15s.  5^.  for 
money  "  lost "  in  this  direction,  and  the  "Bank  Account  " 
is  credited  with  the  like  sum  because  the  Bankers  have 
deducted  this  amount  from  the  customer's  balance  which 
was  in  their  hands. 

March  23.    Francis  S  Co.  offer  to  discharge  the  amount 
of  their  dishonoured  cheque  as  follows — 

1.  By  their  acceptance  at  30  days'  sight  for  £50     0     0 

2.  By  cheque  for £15  10     0 

Accepted    their   offer,  received   acceptance    and  cheque 

(latter  honoured). 

The  above  entries  must  be  treated  as  two  separate 
transactions,  and  are  then  simple. 

The  acceptance  received  (£50)  must  be  entered  in  the 
Bills  Eeceivable  Book  in  the  ordinary  way,  and  from 
thence  must  be  posted  to  the  credit  of  Francis  &  Co.'s 
Ledger  account. 

The  cheque  received  must  be  debited  in  the  "  Bank  '* 
column  of  the  Cash  Book,  and  must  be  posted  thence 
to  the  credit  of  Francis  &  Co.'s  Ledger  account.  "  Bills 
Eeceivable  Account"  is  debited  with  £50,  the  amount  of 
the  bill  received,  and  Francis  &  Co.  are  credited  with 
the  same  sum  because  they  are  the  persons  from  whom 
it  has  been  received.  The  Bank  is  debited -with  £15  10s., 
because  this  amount  has  been  received  by  it,  and  Francis 
&  Co.  are  credited  with  £15  10s.  because  a  cheque  of  that 
value  has  been  received  from  them. 

March  24.  Borrowed  from  the  Property  and  Mortgage 
Trusty  Ltd.,  at  4  _pe/*  cent,  per  annum  upon  security  of 
459c  Minories,  received  cheque  and  paid  same  to 
Bank,  £1,500. 

Simultaneously  with  the  receipt  of  the  foregoing  cheque, 
J.  Harris  received  from  Mr.  B.  Levy's  solicitors  deeds 
relating  to  459c  Minories  iri  exchange  for  his  cheque  for 
£2,000,  balance  of  purchase  money,  and  these  deeds,  together 
with  Mortgage  Deed,  were  handed  to  the  Property  and 
Mortgage  Trust,  Ltd. 

It  will  be  seen  that  J.  Harris  has,  simultaneously,  (1) 
borrowed  the  money  wherewith  to  complete  his  purchase 
of  459c  Minories,  (2)  used  that  money  to  assist  him  in  pay- 
ing the  further  instalment  due,  and,  as  soon  as  the  deeds 
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came  into  his  possession,  (3)  pledged  them  with  the 
persons  lending  him  the  money  by  way  of  security  for 
their  advance. 

This  method  of  financing  a  purchase  of  property  is 
common  in  cases  where  the  trader  is  not  prepared  to  lock 
up  a  large  portion  of  his  business  capital  in  more  or  less 
unproductive  assets. 

The  entries  necessary  in  order  to  record  the  trans- 
actions enumerated  above  simply  resolve  themselves  into 
those  arising  out  of  the  two  sums  of  cash  changing 
hands,  viz.  a  debit  in  the  Cash  Book  ("  Bank  "  column) 
for  the  £1,500  borrowed  from  the  Property  and  Mortgage 
Trust,  Ltd.,  this  being  duly  posted  to  the  credit  of  the 
"Property  and  Mortgage  Trust,  Ltd.,  Loan  on  Mortgage 
Account."  The  other  entry  is  a  credit  in  the  Cash  Book 
("Bank"  column)  for  the  £2,000  paid  to  E.  Levy,  the 
like  sum  being  debited  in  due  course  to  his  account  in 
the  Ledger. 

The  Cash  Book  ("  Bank  "  column)  is  thus  debited  with 
£1,500,  because  the  Bank  has  received  the  money,  and 
the  Property  and  Mortgage  Trust,  Ltd.,  is  credited  with 
the  same  sum  because  they  have  parted  with  it. 

The  Cash  Book  ("  Bank"  column)  is  credited  with  £2,000 
because  the  Bank  has  parted  with  this  sum,  and  K.  Levy 
is  debited  with  the  same  amount  because  he  has  received  it. 

March  24.  Paid  B.  Levy,  by  cheque,  value  of  fixtures 
at  4:59c  Minories  (debit  Furniture  and  Fixtures 
Account),  £10  5s.  9d. 

"When  agreeing  upon  the  terms  for  the  sale  of  buildings 
iu  is'  customary  for  the  purchaser  to  pay  for  such  re- 
movable fixtures  as  he  wishes  to  retain,  a  valuation  being 
arrived  at  as  between  vendor  and  purchaser,  or,  alter- 
natively, a  price  being  fixed  by  a  valuer  appointed  with 
the  consent  of  both  parties. 

The  entry  necessary  in  order  to  record  the  transaction 
is  a  credit  in  the  Cash  Book  ("  Bank  "  column),  coupled 
with  a  debit  to  the  "  Furniture  and  Fixtures  "  Account. 
"  Furniture  and  Fixtures  Account "  is  debited  with 
£10  5s.  9d.  because  articles  answering  to  this  description 
and  value  have  come  into  the  business,  and  the  Bank  is 
credited  with  £10  5s.  9^.  because  that  sum  has  been 
parted  with  by  it. 

March  25.    Francis  d  Co.  this  day  suspended  payment, 

"  Suspension  of  payment "  does  not  necessarily  always 
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imply  inability  to  ultimately  pay  all  debts  in  full,  although 
the  implication  is  usually  justified. 

Even  though  a  debtor  be  insolvent  it  does  not  neces- 
sarily follow  that  some  portion  of  his  debt  will  not  be 
eventually  recovered ;  consequently  it  would  be  incorrect, 
upon  the  happening  of  a  suspension  of  payment,  as  in 
this  case,  to  write  off  the  whole  of  Francis  &  Co.'s  debt 
as  "  bad."  It  is  advisable,  and  indeed  customary,  to 
wait  until  further  details  as  to  the  insolvency  are  forth- 
coming; and,  in  the  meantime,  to  make  no  entry  in  the 
books  beyond  a  memorandum  in  the  Ledger  of  such  facts 
as  are  to  hand. 

March  25.  Sold  Wrightson  Bros,  on  credit  60  bags  coffee 
at  52s.  per  bag  net,  £130. 

This  transaction  is  entered  in  the  Sales  Book,  and  is 
thence  debited  to  Wrightson  Bros,  in  the  ordinary  way. 

Wrightson  Bros,  are  debited  with  £130  because  they 
have  received  goods  to  that  amount,  and  "  Sales"  Account 
is  credited  with  a  like  sum  because  goods  of  that  value 
have  been  parted  with. 

March  26.  Paid  by  cheque  to  the  Forwarding  Agency , 
Ltd.,  clmrges  for  carriage  of  sundry  bags  of  coffee  and 
chests  of  tea  despatched  through  them  to  the  pur- 
chasers thereof,  £26  18s.  4iZ. 

It  is  not  necessary  to  go  to  the  trouble  of  opening  a 
Ledger  account  for  the   Forwarding   Agency,  Ltd.,   for 
an  isolated  item  like  the  above.     By  means  of  a  Journal 
entry,  the  "  Carriage  and  Cartage  "  Account  could  have 
been  debited  while  the  Ledger  account  of  the  Forwarding 
Agency,   Ltd.,   was   credited,   the   cheque   drawn    being 
posted  to  the  debit  of  the  latter  account. 

But  the  simple,  and  more  usual,  way  to  record  a  trans- 
action of  this  nature  is  to  debit  the  amount  of  the  cheque 
direct  from  the  Cash  Book  to  the  "  Carriage  and  Cartage 
Account "  in  the  Ledger.     The  entry  is  consequently — 
Credit  the  "Bank"  column  in  the  Gash  Book  with 
£26  18s.  4^.,  because  the  Bank  has  parted  with  the 
money,  and  debit  the  "  Carriage  and   Cartage   Ac- 
count" with  £26  18s.  4d,  because  that  sum  has  been, 
expended  on  carriage  and  cartage. 
March  27.    Beceivedfrom  Wrightson  Bros, 
their  acceptance  at  three  months'  date 
for    ......        .     £125  10    0 

Allowed  them  discount  .        .        .        .        £4  10    0 
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If  cash  for  the  above  amount  had  been  received  from 
Wrightson  Bros.,  the  discount  allowed  them  could  have 
been  recorded,  in  company  with  the  cash  entry,  through 
the  usual  medium  of  the  Cash  Book.  There  is,  however, 
no  column  in  the  Bills  Eeceivable  Book  in  which  to 
record  the  discounts  allowed  upon  the  payment  of  ac- 
counts "  by  acceptance,"  and  the  above  transactions  must 
consequently  be  recorded  as  separate  matters. 

The  acceptance  received  from  Wrightson  Bros,  must 
be  entered  in  the  Bills  Eeceivable  Book,  and  thence 
posted  to  their  credit  in  the  ordinary  way. 

"  Bills  Eeceivable  Account "  is  thus  debited  with 
£125  10s.  because  a  Bill  Eeceivable  for  that  sum  has 
come  in,  and  Wrightson  Bros,  are  credited  with  .£125  10s. 
because  they  have  parted  with  a  bill  for  that  amount. 

No  other  method  exists  of  recording  the  discount 
allowed  in  the  books  except  by  means  of  an  entry  in  the 
Journal  proper.  This  transaction,  like  that  of  the  pur- 
chase of  premises  from  E.  Levy,  falls  into  the  category 
of  transactions  for  which  no  special  book  of  original  entry 
exists,  and  for  the  record  of  which  the  use  of  the  Journal 
proper  is  consequently  inevitable. 

A  Journal  entry,  debiting  the  "  Discount  "  account,  and 
crediting  Wrightson  Bros.,  is  consequently  made  and 
posted  to  the  respective  Ledger  accounts. 

"  Discounts "  Account  is  thus  debited  with  £4  10s. 
because  "  Discounts  Account "  may  be  said  to  have  parted 
with  or  "allowed"  that  sum,  and  Wrightson  Bros,  are 
credited  with  £4  10s.  because  the  discount  allowance 
made  to  them  corresponds  in  effect  to  a  payment  received 
from  them. 

March  29.     Drew  from  Bank  for  Office  Cash,  £50. 

For  this  transaction  it  is  necessary  to  credit  the 
*'  Bank  "  colunm  on  the  credit  side  of  the  Cash  Book, 
and  to  debit  the  "  Cash  "  column  on  the  debit  side  of 
the  same  book,  as  in  the  case  of  the  withdrawal  made  on 
March  1. 

"  Ofi&ce  Cash "  is  debited  with  £50  because  it  has 
received  the  money,  and  the  Bank  Account  is  credited 
with  £50  because  it  has  parted  with  that  sum. 

March  29.  Drew  £10  fro7n  Bank  for  Petty  Cash,  in 
order  to  increase  the  Cashier's  agreed  balance  to  £30. 

It  will  be  remembered  that,  when  employing  the 
"Imprest"  system  of  keeping  Petty  Cash,  the  Petty 
Cashier  is,  at  the   beginning  of  a  given  period,  started 
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with  an  agreed  round  sum  of  cash  in  hand,  and  that, 
at  the  end  of  certain  stated  periods  {e.g.  monthly),  the 
balance  he  has  in  hand  is  restored  to  its  original  figure  by 
means  of  a  cheque  drawn  on  the  firm's  banking  account 
for  whatever  sum  he  (the  Petty  Cashier)  has  expended 
during  the  preceding  period. 

In  the  case  of  J.  Harris's  cashier  a  balance  of  £20  was 
originally  agreed  as  sufficient  to  cover  the  estimated 
expenditure  of  each  month,  but,  for  various  reasons,  it 
was  subsequently  decided  to  raise  the  limit  to  £30;  a 
cheque  for  £10  was  therefore  drawn  to  place  the  Petty 
Cashier  in  the  same  position  as  if  he  had  originally 
received  £30  at  the  beginning  of  the  month. 

The  necessary  entry  to  record  this  further  £10  cor- 
responds exactly  with  that  which  was  made  at  the 
commencement  of  the  month,  when  £20  was  drawn  for 
Petty  Cash  purposes.  The  "  Bank  "  column  in  the  Cash 
Book  is  consequently  credited  with  £10  and  the  debit  side 
of  the  Petty  Cash  Book  is  debited  with  the  same  sum. 

The  Petty  Cashier  is  debited  with  £10  because  he  has 
received  the  money,  and  the  "  Bank  Account "  is  credited 
with  a  like  sum  because  it  has  parted  with  the  money. 

March  30.     Paid,  from  Office  Cash,  Salaries  and  Wages 
to  date,  £13  5s. 

To  record  this  transaction  it  is  necessary  to  credit  the 
Cash  Book  ("  Cash  "  column)  and  to  debit  the  "  Salaries 
and  Wages  Account "  in  the  Ledger.  "  Office  Cash  "  is 
credited  with  £13  5s.  because  it  has  disbursed  the  money, 
and  "  Salaries  and  Wages  Account "  is  debited  with  the 
same  amount  because  it  is  in  this  direction  that  the 
money  has  been  spent. 

March  30.     Bill  Payable,  held  by  the  Produce  Importing 
Company,  Ltd.,  met  to-day  through  Bank,  £400. 

Upon  the  above  bill  being  presented  to  them  J.  Harris's 
bankers  will,  in  the  ordinary  course,  have  paid  the  amount 
of  it  to  the  holders  and,  at  the  same  time,  have  debited 
J.  Harris  with  the  £400  so  disbursed.    . 

The  necessary  entry  in  J.  Harris's  books  is  a  credit 
in  the  "Bank''  column  in  the  Cash  Book,  which  in  due 
course  is  posted  to  the  debit  of  the  Bills  Payable  Account 
in  the  Ledger.  "  Bills  Payable  Account "  is  debited  with 
£400  because  the  holder  of  the  Bill  Payable  (who  is 
included  in  the  heading  "  Bills  Payable  ")  has  received 
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the  money,  and  the  "  Bank  Account  "  is  credited  because 
it  has  parted  with  the  money. 

March  31.  Paid  from  Petty  Cash- 
Housekeeper  and  Cleaning  to  date 
Fires  to  date 

Postages  and  Telegrams  to  date 

Travelling  Expenses  to  date 

Three  bottles  of  Ink    . 

Bepairs  to  Copying  Press  . 

The  foregoing  payments  are  first  entered  as  and  when 

made  in  the  "  total  "  column  on  the  credit  side  of  the 

Petty   Cash    Book,   and   are   then   extended    into   their 

respective  analysis  columns,  as  in  the  case  of  the  items  of 

similar  nature  previously  explained. 

The  £3  9s.  and  10s.  9d.  are  extended  into  the 
column  provided  for  "Housekeeper,  Fires  and  Cleaning," 
the  13s.  6d.  as  "  Postages  and  Telegrams,"  the  £4  3s.  9d. 
as  "  TraveUing  Expenses,"  the  3s.  6d.  as  "  Stationery," 
and  the  3s.  9d.  as  "  Eepairs."  There  are  no  items 
amongst  these  payments  which  require  separate  posting  to 
the  debit  of  Ledger  accounts,  and  consequently  there 
is  nothing  to  extend  in  the  "  Ledger"  column. 

"  Petty  Cash "  is  credited  with  the  above  payments 
because  it  has  parted  with  the  money,  and,  vid  the  Petty 
Cash  Book,  the  respective  "  expense  "  accounts  are  debited 
with  their  respective  amounts  because  the  money  has 
been  parted  with  in  their  direction. 

March  31.  Sold  for  cash  {placed  in  Office  Cash),  10 
bags  of  coffee  at  62s.  net,  £31. 

"  Office  Cash "  is  debited  with  £31  because  it  has  re- 
ceived the  money,  and  the  "  Sales  Account "  is  credited 
with  £31  because  goods  to  that  value  have  been  parted  with. 

March  31.  Drew  cheque  for  £19  5s.  6d.  on  Bankers  in 
order  to  restore  Petty  Cashier's  Balance  to  £30. 

"  Petty  Cash  "  must  be  debited  with  .£19  5s.  M.,  because 
it  has  received  the  money,  and  the  "  Bank  Account "  must 
be  credited  with  the  same  sum  because  it  has  parted 
with  it. 

The  foregoing  transactions  having  thus  been  duly 
recorded  in  the  books  it  remains — 

1.  To  make  the  additions  of,  and  to  post  to  their 
respective  Ledger  accounts,  the  various  Journals, 
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the  "  Discount "  columns  of  the  Cash  Book,  and 
the  analysis  columns  of  the  Petty  Cash  Book. 
2.  Thereafter  to  extract  the  Trial  Balance  as  a  pre- 
liminary step  to  the  final  closing  of  the  books. 
Taking  the  Journals  first — 

{a)  The  Sales  Journal  and  the  Eetums  Outwards 
Book  are  added  up  and  their  totals  are  posted 
to  the  credit,  respectively,  of  the  "  Sales 
Account  "and  the  "  Eetums  Outwards  Account,'' 
the  distinctions  as  to  the  analysis  columns 
being  everywhere  followed. 
{h)  The  Purchases  Journal  and  the  Eetums  Inwards 
Book  are  added  up  and  their  totals  are  posted 
to  the  debit,  respectively,  of  the  "  Purchases 
Account  "  and  the  "  Eeturns  Inwards  Account." 

(c)  (1)  The  Bills  Payable  and  (2)  the  :pills  Eeceivable 

Books  are  added  up,  and  their  totals  are  posted 
respectively   (1)  to   the  credit  of   the   "  Bills 
Payable  Account"  and  (2)  to  the  debit  oi  the 
"  Bills  Eeceivable  Account." 
Next,  as  regards  the  Cash  Book — 

(d)  The  totals  of  the  "  Discount "  columns  having  been 

ascertained,  the  total  of  the  debit  "  Discount " 
column  appearing  in  the  Cash  Book  is  posted 
to  the  debit  of  the  "  Discount  Account "  in  the 
Ledger,  and  the  total  of  the  credit  "  Discount " 
column  is  posted  to  the  credit  of  the  "  Discount 
Account "  in  the  Ledger.  These  items  appear 
in  the  Cash  Book,  as  has  already  been  explained, 
solely  as  memoranda  for  convenience  of  easy 
record,  and  to  minimize  the  labour  of  posting. 

And,  as  regards  the  Petty  Cash  Book,  the  analysis  columns 

are  added  throughout,  whereupon — 

(e)  The   totals   of  the   various   "expense"  analysis 

columns  appearing  in   the   Petty  Cash  Book 

are  posted  in  the  Ledger  in  each  case  to  the 

debit  of  its  relative  Ledger  account — e.g.  the 

£1  18s.,  total  of  the  "  Postages  and  Telegrams  '' 

analysis  column,  is  posted  to  the  debit  of  the 

**  Postages   and   Telegrams "   Account   in   the 

Ledger. 

Finally,  the   Cash   Book  ("Office  Cash"  and  "Bank" 

Accounts)  and  the  Petty  Cash  Book  are  added  up  and 

the  balances  appearing  thereon  are  brought  down. 
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By  means  of  the  posting  of  the  various  totals  set  forth 
above  the  double  entry  recording  the  transactions  passing 
through  the  Journals,  Cash  Book,  and  Petty  Cash  Book 
has  been  completed,  and,  if  a  Trial  Balance  be  now 
extracted,  its  two  sides  should,  if  the  book-keeping  has 
been  correct,  agree  exactly. 

The  Trial  Balance  extracted  from  J.  Harris's  books 
will  be  found  on  page  181,  and  it  will  be  seen  that  the 
total  debits  equal  the  total  credits. 

Having  completed  the  Trial  Balance  it  now  becomes 
possible — 

1.  To  compile  J.  Harris's  Trading  Account  and  Profit 

and  Loss  Account  for  the  month  of  March. 

2.  Thereafter  to  construct  a  Balance  Sheet  for  the 

purpose  of  showing  J.  Harris's  financial  position 
at  the  end  of  the.  month. 

All  the  transactions  in  "goods"  have,  as  has  already 
been  explained,  been  placed,  each  according  to  its  type, 
in  separate  classified  Ledger  accounts,  viz.  "Stock," 
*'  Sales,"  "  Purchases,"  "  Eeturns  Inwards  "  and  "Eeturns 
Outwards  "  ;  and,  for  the  purpose  of  constructing  a  "Trad- 
ing Account,"  it  is  necessary  to  transfer  to  the  latter  all  the 
balances  remaining  upon  the  various  subsidiary  accounts. 

The  first  item  to  be  placed  in  the  Trading  Account  is 
the  stock  of  goods  on  hand  as  on  March  1  with  which 
the  trading  for  the  month  was  commenced ;  this,  as  will 
be  seen  by  a  reference  to  the  "Stock  Account"  (Ledger 
folio  24),  amounted  to  £4,305,  and  for  this  sum  a  Journal 
entry,  debiting  the  Trading  Account  and  crediting  the 
Stock  Account,  is  passed  through  the  necessary  books. 

The  next  class  of  item  to  be  considered  is  that  of 
"Purchases,"  and  here  the  effect  of  the  "Eeturns  Out- 
wards" upon  the  balance  appearing  upon  the  "Purchases 
Account"  may  be  usefully  considered.  It  will  be  re- 
membered tha.t  "  Eeturns  Outwards  "  are  "  Purchases  " 
which,  for  one  reason  or  another,  have  been  returned  to 
the  seller  immediately  after  delivery ;  and  that,  although 
in  the  Ledger  account  kept  for  "Purchases"  no  note  of 
the  deduction  of  the  "  Eeturns  "  appears,  nevertheless  the 
Eeturns  Outwards  are  included  in,  and  ^o  tanto  inflate^ 
the  "Purchases"  figure.  Therefore  they  must  be  deducted 
in  compiling  the  Trading  Account  in  order  to  show  the  we^ 
amount  of  the  actual  Purchases  at  its  true  and  proper  figure; 

In  order  to  close  the   Purchases  Account  a  Journal 
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entry  must  be  passed,  crediting  the  Purchases  Account 
and  debiting  the  Trading  Account  with  the  total  postings 
appearing  to  the  debit  of  the  former;  but,  in  posting  this 
debit  in  the  Trading  Account,  the  entry  is  not  made  at 
once  in  the  debit  column  proper,  but  is  inserted  in  the 
"detail  "  debit  column  immediately  to  the  left  of  the  debit 
column  proper;  in  other  words,  the  posting  is  entered 
"  short "  in  the  debit  detail  column. 

At  the  same  time,  in  order  to  close  the  Eeturns  Out- 
wards Account  the  balance  appearing  to  the  credit  of  this 
account  must  be  transferred  by  means  of  a  Journal  entry, 
debiting  the  Eeturns  Outwards  Account  and  crediting  the 
Trading  Account;  but,  for  the  reasons  previously  given, 
the  posting  of  this  Journal  entry  in  the  Trading  Account 
is  not  made,  according  to  the  general  rule,  in  the  credit 
column  of  the  account.  The  entry  in  the  Trading  Account 
is  effected  on  the  debit  side,  in  the  detail  column,  immedi- 
ately underneath  the  total  purchases  (which  latter  has 
already  been  there  entered  as  set  out  above),  and  as  a 
deduction  from  the  total  of  the  purcJmses  ;  the  net  figure 
of  purchases  obtained  by  thus  deducting  the  Eeturns 
Outwards  from  the  gross  purchases  is  then  extended  into 
the  debit  column  proper. 

Following  the  lines  thus  laid  down,  the  Journal  entries 
for  the  Purchases  and  Eeturns  Outwards  have  been  passed 
through  the  books,  and  the  effect  of  the  record  of  these 
Journal  entries  in  the  Trading  Account  is  to  show  the 
totals  of  the  net  purchases  as  under — 

Purchases.  Coffee.  Tea.  Total. 

£        s.  d.  £       s.  d.  £      s.d.  £      s.  d. 

Coffee  .      .  1,592  10  0  

Less  Eeturns   218  10  0 

Tea      .       .      230    0  0        230  0  O/"^'^^^  ^  ^ 

Conversely,  in  the  case  of  the  Sales  and  Eeturns  Inwards 
a  similar  principle  is  followed,  and  the  Sales  thereby  are 
shown  at  their  net  figure  in  the  Trading  Account  as  under— 

Sales.  Coffee.  Tea.  Total. 

^  IV.  „  ^^„     *•  ^'  £    s.  d.     £    s.  d.  £      s.  d. 

Coffee         .  3,283    0  0        

Less  Eeturns     29     0  0 


3,254  0  0 


Tea     ..     545  10  0 

Zess  Eeturns      15  10  0  \     ^,784  0  0 
530  0  0 
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The  initial  stock  of  goods  on  hand  and  the  Purchases 
and  Sales  having  been  thus  dealt  with,  it  remains  to  bring 
into  the  Trading  Account  the  stock  of  goods  on  hand  at 
the  end  of  the  month  of  March. 

This  requirement  is  effected  by  means  of  a  Journal 
entry  debiting  the  Stock  Account,  and  crediting  ihe 
Trading  Account  with  the  amount  of  the  Stock  on  hand, 
at  close  of  the  period,  as  arrived  at  by  actual  valuation, 
viz. — 

£       s.    d. 

Coffee 2,950  15    0 

Tea 30    0    0 


Total        .         .   £2,980  15     0 

After  this  entry  has  been  made  in  the  Trading  Account 
it  becomes  possible  to  ascertain  the  amount  of  the  Gross 
Profit  derived  from  Trading  for  the  month  of  March,  as 
follows — 

£  s.  d. 
Total  of  the  Credit  "  Total "  column  .  6,764  15  0 
Total  of  the  Debit  "  Total "  column  .        5,909     0    0 


Difference     .        £855  15     0 

This  difference,  i.  e.  the  amount  necessary  to  be  inserted 
in  order  to  make  the  two  sides  of  the  Trading  Account 
agree,  is  the  Gross  Profit  for  the  period.  It  represents 
the  bare  excess  of  the  selling  prices  obtained  for  the 
goods  sold  over  what  they  have  cost,  without  taking  into 
account  the  various  expenses  involved  in  effecting  the 
sales. 

The  totals  of  the  postings  appearing  respectively  to 
debit  and  credit  in  the  "Coffee"  and  "Tea"  analysis 
columns  are  deducted  in  manner  analogous,  and  reveal 
the  following  departmental  Gross  Profits,  viz.  Coffee, 
£756  15s.  Od. ;  and  Tea,  £90.  These  departmental  Gross 
Profits  equal  the  Total  Gross  Profit  shown  in  the  Total 
column,  and  are  inserted  in  their  respective  analysis 
columns,  which  in  their  turn  are  added  up.  Finally,  the 
whole  of  the  items  on  either  side  of  the  statement  agree 
if  "cross  cast." 

For  the  record  of  the  Gross  Profit,  and  for  its  subsequent 
transfer  to  the  Profit  and  Loss  Account,  a  Journal  entry, 
as  under,  must  be  passed  through  the  books  and  posted ; 
the  Trading  AccQunt  can  then  be  added  up  and  ruled  off'. 
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Por  the  Trading  Account  prepared  upon  these  lines  see 
page  179. 

By  transferring  the  amount  of  the  Gross  Profit,  ascer- 
tained by  means  of  the  Trading  Account,  to  the  credit 
of  the  Profit  and  Loss  Account  opened  for  the  purpose, 
a  further  stage  in  the  closing  of  the  books  has  been 
reached,  and  the  preparation  of  the  Profit  and  Loss 
Account  may  now  be  entered  upon. 

Beyond  the  Gross  Profit  there  is,  in  the  example  under 
consideration,  no  item  of  "  profit "  to  be  credited  to  the 
Profit  and  Loss  Account.  If  such  items  had  existed 
Journal  entries  would  have  become  necessary  for  their 
transfer  to  the  Profit  and  Loss  Account. 

It  remains  therefore  to  consider  the  building  up  of  the 
debit  side  of  the  account,  by  means  of  the  transfer  thereto 
of  all  items  of  "loss"  or  ** expense"  chargeable  against 
the  profit  for  the  period. 

There  are,  set  forth  in  the  notes  at  the  end  of  the 
example,  certain  adjustments  which  must  be  made  in 
order  to  provide  for  special  types  of  loss,  and  these 
provisions  must  be  duly  incorporated  in  the  books.  They 
are  as  under — 

(2)  One    month's    depreciation  is    to    be 

loritten  off  the  leasehold  land  and      £     s.  d. 
buildings        .         .         .         .         .8     6     8- 

(4)  A  Beservefor  Bad  and  Doubtful  Debts 

is  to  be  created  of .         .         .         .     85     0     0 
(6)  Fittings     and    Fixtures    are    to    be 

depreciated  by       .         .         .         .14     0 

For  these  three  adjustments  Journal  entries  are  necessary. 
Two  other  adjustments,  as  set  out  below,  are  also  neces- 
sary, but  it  is  possible  to  provide  for  them  in  carrying  down 
the  balances  upon  the  respective  accounts ;  and,  although 
the  ordinary  Journal  entries  are  passed  closing  those 
accounts  by  means  of  transfers  to  the  Profit  and  Loss 
Account,  special  Journal  entries  Eire  not  needed  in  these 
cases. 

(3)  Eleven  mofiths'  Fire  Insurance  pre- 

mium  paid  in  advance  is   to    be       £     s.  d. 
carried  foriuard     .         .         .         .17     6- 

(5)  Provision  is   to  be  made  for  sundry 

expenses  due  but  unpaid  at  the  end 
of  the  month .         .         .         .         .     52  10     0 
J'or  .the  depreciation  necessary  to  be  written  .oJff  tJbie 
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Leasehold  Land  and  Buildings,  and  for  that  which  is  to 
be  written  off  the  Fixtures  and  Fittings,  a  Journal  entry 
has  been  made  crediting  the  Asset  Accounts  with  the 
amounts  written  off,  viz.  £8  6s.  8^.  and  £1  4s.,  and  debiting 
"  Depreciation  Account  "  with  the  total  of  £9  10s.  8<i. 

For  the  amount  which  is  to  be  reserved  to  cover  the 
estimated  loss  on  bad  and  doubtful  debts,  i.  e.  £85,  a 
Journal  entry  has  been  passed  debiting  the  Profit  and 
Loss  Account,  and  crediting  the  *'  Eeserve  for  Bad  and 
Doubtful  Debts  Account." 

It  then  remains  to  transfer  to  the  debit  of  the  Profit  and 
Loss  Account  the  balances  standing  on  all  the  *'  Expense  " 
and  **  Loss  "  Accounts  in  the  Ledger,  incidentally  bringing 
adjustments  (3)  and  (5),  set  out  above,  into  the  books  at 
the  time  of  so  doing. 

As  regards  adjustment  (3),  the  "  Insurance  Account "  in 
the  Trial  Balance  shows  a  debit  balance  of  £1  10s.,  of 
which  2s.  M.  only  is  to  be  debited  to  the  current  Profit 
and  Loss  Account,  leaving  the  balance  of  £1  Is.  M.  to  be 
carrried  forward  as  an  asset.  In  transferring  the  "  Ex- 
pense" from  the  Insurance  Account  to  the  Profit  and 
Loss  Account  therefore  the  entry  is  only  made  for  2s.  6^., 
while  the  balance  of  the  account  (<£1  7s.  6<i.)  is  carried  down 
and  subsequently  appears  in  the  Balance  Sheet  as  an  asset. 

Adjustment  (5)  is  also  dealt  with  by  means  of  bringing 
down  a  balance  on  the  relative  "Expense"  Account, 
although  the  balance  in  this  case  is  brought  down  on  the 
credit  side,  and  represents  a  liability  for  subsequent  inclu- 
sion in  the  Balance  Sheet  in  place  of  the  asset  arising  out 
of  adjustment  No.  (3). 

A  reference  to  the  Trial  Balance  and  to  the  "  General 
Expenses"  Account  will  show  that  this  account  already 
exhibits  a  debit  balance  of  £Q  5s.  3^.  Provision  for  the 
£52  10s.  of  further  expenses  due  but  unpaid  at  the  date  of 
balancing  is  made — 

1.  £y  making,  in  the  General  Expenses  Account,  a 

debit  entry  for  £52  10s.  immediately  below 
the  items  already  posted  in  the  account.  This 
entry  being  intended  to  be  added  up  together 
with  the  previous  postings,  and  the  combined 
:total  of  all  the  entries  (£60  15s.  3<i.)  being  de- 
signed to  be  transferred  to  the  Profit  and  Loss 
Account. 

2.  By  making  a  credit  entry  for  £52  10s.  in  the 
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General  Expenses  Account,  well  below  the 
items  on  the  debit  side,  and  allowing  space 
for  ruling  off  the  account.  This  entry  repre- 
sents the  liability  remaining  to  be  satisfied, 
and,  later  on,  is  included  in  the  Balance  Sheet. 

The  total  (£60  15s.  M.)  remaining  on  the  debit  side  of 
the  General  Expenses  Account  is  subsequently  transferred 
to  the  Profit  and  Loss  Account  in  the  ordinary  way,  in 
company  with  other  "  expense  "  accounts;  and  the  ruling 
off  of  the  account  leaves  the  <£52  10s.  credit  entry  stand- 
ing as  a  liability  in  the  account  for  satisfaction  during  the 
ensuing  pej-iod. 

The  "  losses  "  and  "  expenses  "  to  be  transferred  to  the 
debit  of  the  Profit  and  Loss  Account  are  set  forth  in  the 
last  Journal  entry  but  one  appearing  in  the  Journal 
annexed.  When  these  items  are  duly  posted  in  the 
Ledger  all  the  ''expenses"  accounts  (except  the  Insur- 
ance and  General  Expenses  Accounts  referred  to  above) 
are  closed,  and  the  balances  then  remaining  upon  the 
Ledger  are  those  either  of  the  Assets,  Liabilities,  Capital, 
or  Profit  and  Loss  Accounts. 

The  Profit  and  Loss  Account,  when  all  expenses  have 
been  duly  posted  in  it,  shows  a  balance  to  the  credit 
amounting  to  .£621  6s.  Id.  This  balance  represents  the 
Net  Profit  for  the  month,  and  requires  to  be  transferred, 
by  means  of  a  Journal  entry,  to  the  credit  of  J.  Harris's 
Capital  Account.  This  is  the  last  Journal  entry  set  out  in 
the  Journal  proper. 

With  the  merging  of  the  balance  on  the  Profit  and  Loss 
Account  with  the  Capital  Account,  the  process  of  closing 
the  books  is  completed ;  and,  there  being  now  remaining 
in  the  Ledger  only  such  balances  as  represent  Assets, 
Liabilities,  and  Capital,  it  is  possible  to  prepare  a  Balance 
Sheet. 

The  Balance  Sheet  prepared  will  be  found  on  page  182 
and  follows  the  lines  laid  down  in  Chapter  X.  The 
Assets  are  ranged  in  order  of  their  realizability,  commenc- 
ing at  the  head  of  the  column  with  the  *•  least  easily  reahz- 
able  "  property. 

There  appear  in  the  Balance  Sheet  appended  the  fol- 
lowing instances  of  the  grouping  and  classification  of 
balances  in  order  to  clearly  show  the  financial  position. 

On  the  Liabilities  side  the  amount  due  to  the  Wynaad 
Coffee  Company  (£1,914  16s.  bd.)  and   the  amount  set 
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aside  for  the  outstanding  expenses  (£52  10s.)  are  set  out 
together,  and  their  combined  toi;al  (£1,967  6s.  5d.),  being 
the  whole  amount  owing  by  J.  Harris  to  his  creditors 
(except  the  £1,500  owing  to  the  Property  and  Mortgage 
Trust,  Ltd., on  the  Mortgage  of  459c  Minories),  is  extended 
into  the  principal  debit  column  of  the  Balance  Sheet. 
This  procedure  is  followed  in  order  to  show,  in  one  total,  the 
amount  due  by  J.  Harris  to  his  trade  creditors.  The 
amount  dne  to  the  Property  and  Mortgage  Trust,  Ltd., 
being  secured  upon  the  value  of  459c  Minories,  is  shown 
as  a  deduction  from  the  value  of  the  property  pledged 
(£3,000)  on  the  Assets  side  of  the  Balance  Sheet. 

On  the  Assets  side  of  the  Balance  Sheet  the  value  of 
459c  Minories  ("  Freehold  Premises  ")  is  shown  "  short " 
as  £3,000,  and  the  amount  borrowed  (.£1,500)  upon  security 
of  these  premises  is  shown  as  a  deduction ;  the  balance 
of  £1,500,  representing  the  value  of  J.  Harris's  "  equity  of 
redemption,"  or  residuary  interest  in  the  premises,  after 
providing  for  the  satisfaction  of  the  mortgage  upon  them, 
is  extended  into  the  principal  credit  column. 

The  amount  due  from  Sundry  Debtors  (£703  10s.) 
(made  up  of  £292  10s.  due  from  Francis  &  Co., 
and  £411  due  from  the  Northern  Stores,  Ltd.)  is  shown 
"  short "  on  the  Assets  side  of  the  Balance  Sheet,  and 
immediately  below  the  £703  10s.  thus  entered  is 
shown  the  amount  of  the  Bills  Eeceivable  on  hand 
(£175  10s.)  ;  these  items  are  added  together  (still  in 
the  "short"  column),  and  the  amount  set  aside  out  of 
profits  as  a  Eeserve  for  Bad  and  Doubtful  Debts 
(£85  Os.)  is  placed  immediately  underneath  the  total 
due  from  Debtors  and  on  Bills  Beceivable,  and  is  deducted 
'rom  these.  The  net  figure  thus  obtained  (£794)  re- 
presents the  estimated  actual  value  of  the  indebtedness 
to  J.  Harris  of  his  customers,  i.e.  the  net  value  of  his 
"  Sundry  Debtors  "  and  "  Bills  Eeceivable,"  and  it  is  this 
estimated  "net"  value  which  is  extended  into  the 
principal  column  of  the  Assets  side  of  the  Balance  Sheet. 

The  foregoing  groupings  and  deductions  have  been 
made  in  order  to  show,  with  a  minimum  of  investiga- 
tion, the  true  financial  position  of  J.  Harris  to  any  person 
who  may  inspect  his  Balance  Sheet. 

The  various  "  Wasting  "Assets,  e.  §.  Leasehold  Premises 
and  Furniture  and  Fixtures,  are  stated,  in  accordance  with 
the  usual  practice,  as  being  included  in  the  Balance  Sheet 
at  "  cost  less  depreciation." 
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Dr.  CASH 


Date. 


1909. 
Mar.  1 


To    Balance      brought 

forward  \ 

„  Bank—  Contra 

Amount    drawn  as 
per  contra. 
,,  Northern         Stores, 
Ltd.— 
Cheque  and  discount 
,,  Sale8 — 
Cash  sales : 
Cofifee,    3    bags    at 

50s 

Tea,  10  chests  at  60«. 
,,  Northern         Stores, 
Ltd.— 
Cheque  and  discount 
,,  Francis  db  Co. — 

Cheque    

,,  Bills  Receivable — 
For  Northern  Stores 
Co.'s       acceptance 

discounted     

„  Francis  it  Co. — 

Cheque  on  account ... 
,,  Property  and   Mort- 
gage Trust,  Ltd.— 
Loan  on  459c  Minor- 

ies    

,,  Bank — 

As  per  contra   

„  Sales— 
Cash  sales : 
Ten  bags  coffee  at 
62s.  net, 
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CONTRA  cr. 


Date. 


1909. 
Mar.  1 


24 


24 


»    30 
»    30 

.,    81 


By  Office  Cash 

Amount  drawn  from 
Bank. 

„  Petty  Cash 

Amount  drawn  from 

Bank. 

,,  Produce      Importing 

Co.,  Ltd.— 

Cliequeand  Discount 

„  Salaries  and  Wages — 

Salaries  and  Wages  to 

date 

,,  Wynaxjud  Coffee  Co. — 

Cheque  and  discount 
„  Furniture    and    Fix- 
tures— 
Electric  Light  fittings 
„  R.  Levy- 
Oil  account  of  pur- 
chase price  of  459c 

Minories 

„  Francis  d:  Co. — 

Cheque  dishonovu-ed.. 
,,  Bank  Charges — 
Discount  on  Northern 
Stores's,  Ltd.,    ac- 
ceptance discounted 

as  per  contra 

„  K  Levy— 
Balance  of  purchase 
money         4  5  »c 

Minories 

,,  Furniture    and    Fix- 
tures Account — 
Fittings      at      459c 
Minories  (R,  Levy) 
,,  Carriage    and    Cart- 
age— 
Forwarding  Agency, 
Ltd.,    carriage    on 

sundry  sales 

„  Office  Cash- 
es per  contra. 

„  Petty  Cash— 
To  increase   balance 

to  £30 

,,  Salaries  and  Wages — 
Salaries  and  Wages  to 

date 

,,  Bills  Payable — 
Pi-oduce     Iniportinfi 
Co.'s,  Ltd.,  Bill  due 

to-day 

„  Petty  Cash- 
To  restore  balance  to 
£30 

Ledger  Cr.  Folio 

„  Balances  carried  down 


Contra 


P.C. 


14 


23 
Conti£ 

P.C. 

14 

12 

P.C. 

18 


Discount. 


£   's.ld. 


15  jo 


10 


£25    0   0 


Cash, 


£       s.    d. 


12 


13 


137 


£168     10 


£       «.    d. 
50     0  10 


20 


1000 


1000 
65 


2000 


50 
10 

400 
19 

1595 


£6480    16    6 


0    0 


16 
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JOURNAL 


1909.    i 
Mar.  1 

Snndries                 Dr. 
To  Sundries — 
Cash 

i 

C.B. 

24 
.4 

2 

: 

1  1 

1 

1 

£ 

2,049 

4,065 
240 

1,500 
65 

120 

«. 

16 

0 
0 

0 
10 

0 

d. 

6 

0 
0 

0 
0 

0 

& 

2,060 
5,989 

16 
10 

d. 

Stock,    CJoffee      on 

hand 

Tea  on  hand 
Lease  of  warehouse 
and  land 

Furniture  and   Fix- 
tures   

Wynaad  Coffee  Co. 
Capital  Account, 

J.  Harris 

Being     Assets,     Lia- 
bilities, and  Capital 
at    the    commence- 
ment of  business. 

5 

2 

£8,040 

6 

6 

£8,040 

6 

6 

.      22 

Freehold  Premises  Dr. 
To  R  Levy 

4 
11 

18 
9 

29 

24 
24 

29 

26 

26 

28 
28 

29 

25 
25 

27 

i 

3,000 

4 

4,305 

1,867 
/ 

3,283 
645 

218 

0 
10 
0 

0 

0 
10 

10 

0 
0 
0 

0 

0 
0 

0 

8,000 
4. 

4,066 
240 

1,592 
230 

29 
16 

4,047 

0 
10 

0 
0 

10 
0 

0 
10 

0 

0 

For  pnrchase  price  of 
459cK:nories  bought 
this  day  at  auction. 

«>      27 

Discount  Account  Dr. 
To  Wrightson  Bros. 

Discount      allowed 
them    on   payment 
by  acceptance. 

0 

„      31 

Trading  Account    Dr. 
To  Stock  Account— 
For     stock     as    at 
March  1, 1909,  trans- 
ferred. 
Coffee 

0 
0 

.      31 

Tiding  Account    Dr. 
To  Sundries — 
Vjz.  Purchases  Ac- 
count— 
Coffee 

0 

Tea 

0 

Returns  Towards  Ac- 
count— 
Coffee 

0 

Tea 

0 

For  transfers. 

„     31 

Sundries                  Dr. 
To  Trading  Account 
Viz.    Sales   Ac- 
count— 

Coffee 

Tea 

0 

Returns     Outwards 
Account — 

Coffee...... 

Tea. 
For  transfers. 

Carried  forward    ... 

£13,223 

10 

0 

£13,223 

10 

0 
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Jo  URii(AL.—continiced 


1909. 
Mar.  31 


81 


81 


Brought  forward...  I 
Stock  Account     Dr. 

Viz.  Coffee 

Tea 

To  Trading  Account 
For  Stock  on  Hand  at 
March  31,  1909. 


Trading:  Account  Dr.     29 
To  Profit  and  Loss 

Account 

Fear  Gross  Profit  for 
the  month  of  March 
transferred. 


Depreciation  Account 

Dr. 

To  Leasehold  Land 

and  Buildings 

Fixture     and     Fit- 
tings   

For  depreciation    for 
one  ujonth  written 
\    off  these  accounts. 


Proflt  and  Loss  Ac- 

count    Dr. 

To  Reserve  for  Bad 
and  Doubtful 

Debts  

For  provision  against 
loss  on  Francis  & 
Co.'s  debt. 


31  Profit  and  Loss    Ac 

count Dr. 

To  Sundries,  viz. — 
Wages  and  Salaries . 
Postages  and  Tele- 
grams   

Ti-avelling  Expenses 
General  Expenses... 

Discount 

Depreciation 

Insurance 

Bank   Charges   and 

Discount 

Carriage  and  Cartage 
For    Balances    trans- 
ferred. 


81 


Profit  and  Loss  Ac- 
count  Dr. 

To  J.  Harris,  Capital 
Account 

For  Net  Proflt  for  the 
month  of  March  now 
transferred. 


30 


80 


£ 
13,223 


2,950 


855 


15 


10 


I 
85      0 

i 


149 


£ 
13,223 


855 


85 


621 


£17,925 


6  I    8 
4       0 


0  !     0 


fi|  15 
26     18 


621 


£17,925 


Note. — As  was  explained  when  dealing  with  the  Journal  proper,  many 
of  the  above  items  would,  in  actual  practice,  be  dealt  with  by  the  majority 
of  accountants  by  means  of  direct  transfers  from  one  Ledger  account  to 
another.  It  has  been  thought  best,  however,  to  set  them  out  in  full  for 
the  guidance  of  the  student. 
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PURCHASES   BOOK 


Date. 

Particulars. 

Coffee. 

Tea. 

Total. 

(Cr.) 

£        B. 

d. 

&       8.  d. 

£       8.  d. 

1909. 

; 

Mar.  3. 

Produce    Importing 
Co.,  Ltd.— 
200bagsofWvnaad 

cofifee  at  50s 

100  chests  of  Sil- 
hana  Tea  at  46«.. 

7 

600 

0 

0 

1 

230 

0 

0 

780 

0 

0 

„     20 

Wynaad  Coffee  Co., 

Ltd.— 

500  bags  of  coffee 

at46«..  less  5  per 

cent.  Trade  Dia- 

5 
26 

1,092 

in 

0 

1 
1 

1 

1,092 

10 

0 

Debit  Ledger  Folic. 

£1,59210 

0 

£280 

0 

1 

£1,822 

10 

0 

SALES    BOOK 
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RETURNS    INWARDS    BOOK 


Date. 

Particulars. 

(Cr.) 

Coffee. 
£     s.     d. 

Tea. 
&     8.     d. 

Total. 
£     s.     d. 

1009. 
Miutlft 

Northern    Stores, 
Ltd.— 

5  chests  of  tea, 
invoiced  at  62s. 
per   chest    net, 
returned  as  un- 
suitable   

10  bags  of  coffee 
invoiced  at  58s. 
per     bag      net, 
returned  as  un- 
suitable  

8 

8 
28 

29 

0 

"a 

0 

15 

10 
10 

Q 

44 

0    £44 

10 
10 

ff 

Debit  Ledger 
Folio 

£2a 

£15 

0 

RETURNS  OUTWARDS   BOOK 


Date. 

Particulars. 

(Dr.) 

Coffee. 
£     «.    d. 

Tea. 
&     s.    d. 

Total. 
£     «.    d. 

1909. 
Mar.  20 

Wynaad  Coffee 
Co.,  Ltd.- 

100  bags  of  coffee, 
invoiced  at  468. 
per  bag,  less  5 
per  cent.  Trade 
Discount,  re- 
turned as  "not 
up  to  sample".. 

Credit    Ledger 
folio 

5 

218 

10 
10 

0 

0 

218 

10 

1 

0 

27 

£218 

£218 

0 
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r 
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■] 
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1 
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s            ! 
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•^■| 
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S 

hJ 

•o    . 

*oi 

n 

% 

§^ 

1- 

t 

gSs 

'      £-1 

*   OJ 

en 

;  It 

^1 

|hI 

U3 

O  60 

§43  "d 

o  a 

^§^ 

==t 

•|*i 

T3S 

©  bo 

111 

o  c 
•o  o 

0  bo 

jj 

«  g 

1 

II 

^ 

o  o-   . 

•jaqnnxK 

!     - 

1        .    o                        j 

(S 

i  1  ^ 

;i 

■ 

1 

^Endorsed 
}by  Brown 
j    &Co. 

• 

re 

1 

o          o         o 

o 

«         o         o 

2 

1     g     s 

I-l 

g 

00          to          CI 

is 
S     1 

o 

.11 

June  14, 
1909 

April  25, 
1909 

June  30, 
1909 

o 

n 

s 

n 

(X) 

U 

n 

1 

3  months' 
sight 

30  days' 
sight 

3  months* 
date 

Mar.  10, 
1909 

Mar.  22, 
1909 

Mar.  27, 
1909 

II 

p. 

North  British 
Bank,  Ltd., 
York 

F 1  n  s  b  11  r  y 
Banking 
Co. ,  London 

Bank  of 
England 

Ifl 

Northern 
Stores, 
Ltd. 

Francis    & 
Co. 

Wrightson 
Bros. 

1 

Ill 

1 

•< 

Northern 
Stores, 
Ltd. 

Francis    ft 
Co. 

Wrightsoii 
Bros. 

uoqranx 

rH               91               eo 

1 

2  ;:      s      I:: 
§1      ^       = 

G  2 
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Dr. 


LEDGER 
J.  Harris,  Capital  Account 


Cr. 


1909. 
Mar.  31 


To  Balance 
carried 
forward.. 


,610 


6,610 


1909. 

Mar.  1 

..  31 


1909. 
Mar.  31 


By  Balance 
NetProfit 
for  Mar 
1909 


By  Balance 
brought 
down 


& 
5,989 


10  1 


6,610 16  2 


6,61016  2 


2 


Lease  of  Land  and  Warehouse 


Cr. 


2 


1909. 
Mar.  1 


To  Balance'  J 


Mar.  31 


1,500 


.500 


s.d. 


OlO 


Mar.  31 


31 


By  Transfer 
to  Depre 
ciation 
Account.. 

,,  Balance 
carried 
forward 


J. 


8 
1.491 


1.500 


8 


Furniture  and  Fixtures 


Dr. 

Cr. 

1909. 

* 

Jd. 

19C9. 

U 

«. 

d. 

Mar.  1 

To  Balance 

J. 

120 

0 

0 

Mar.  31 

By  Trans- 

>i   9 

„  Petty 
Cash- 
Door- 

fer       to 
Depreci- 
ation Ac- 

: 

plates... 

P.O. 

3 

8 

6 

count 

J. 

1 

4 

0 

„16 

„  Cash- 
Electric 

„     81 

„  Balance 
carried 

Light 

forward  . 

>/ 

137  18 

0 

Fittings 

C. 

5 

7 

9 

. 

»  24 

„    Cash- 
Fixtures 
and  Fit- 
tings «t 
459c  Mi- 

/ 

1 

nories.. 

C. 

£ 

10 

5 

9 

/ 

£ 

1 

139    2   0 

1  139 

2 

0 

1909. 

— 

^ 

Mar.  31 

To  Balance 
brought 

1 

down ... 

v/ 

137 

V 

0 

( 
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4  Freehold  Premises  (4590  Minories,  E.G.)  4 

Dr.  Cr. 


1 

t 

1 

1909. 

£    i«. 

d. 

Mar.22 

To  R.Levy 

purchase 
price    of 
459c  Mi- 

1 

nories.... 

J. 

3,000  0 

0 

£ 

1  3,000  0 

0 

Wynaad  Coffee  Co.,  Ltd. 


Dp. 

Cr. 

1909. 

£ 

«. 

d 

1909.    i 

t  « 

«. 

d. 

Mar.16 

To     Cash 

Mar.  1  By  Balance 

J. 

2,050 

16 

5 

and  Dis- 

„  20 

,,500  Bags 

count.... 

C. 

1,010 

0 

0 

coflee.... 

P. 

1,092 

10 

0 

..   20 

„  Retums 
100  bags 

/ 

cofiFee... 

R.O. 

218  IC 

0 

„  31 

„  Balance 
carried 
forward.. 

y/ 

1,914  16 

5 

/ 

£ 

3,143  1  6 

5 

1909. 

. 

£ 

3,143 

6 

5 

"~^ 

^ 

"^ 

Mar.  31 

By  Balance 
brought 
down  ... 

v/      1,914 

16 

5 

6 


Francis  &  Co. 


6 


Dr. 

Cr. 

1909. 

£ 

«. 

d. 

1909. 

£ 

«. 

d. 

Mar.  1 

To  Balance 

J. 

65 

10 

0 

Mar.  22 

By  Cash... 

C. 

65 

10 

0 

„  12 

„  100  bags 

„   23 

„    Ca.sh... 

C. 

15 

10 

0 

coffee  .... 

a. 

292 

IC 

0 

„   23 

„   Bill  Re- 

..22 

„    cheque 
dishon- 

„  31 

ceivable.. 
„  Balance 

B.K. 

50 

0 

0 

oured.... 

c. 

65 

10 

0 

carried 

forward.. 

v/ 

292 

10 

0 

£ 

423 

10 

0 

£ 

- 

10 

0 

1909. 

1 

Mar.  31 

To  Balance 
brought 

down.... 

v/ 

292 

10 

0 

lirs     book-kejeping  anv  acwvnts 


Produce  Importing  Co.,  Ltd. 


Dr. 


1909, 
Mar.  10 

„      10 


To  Bill 
payable 

„  Cash 
and  dis- 
count... 


B.P. 
C. 


£ 
400 

330 


730 


1909. 
Mar.  3 


By  200  bags 


100 
chests 
tea 


Cr. 


£ 
500 


£    730    0 


8 


Northern  Stores,  Ltd. 


8 


Dr. 

Cr. 

1909. 

1 
£ 

i. 

d. 

1909. 

1 

£ 

8. 

d. 

Mar.  6 

To  500  bags 

Mar.  11 

By  Bill  Re- 

coffee.. 

S. 

1,372 

0 

0 

ceivable 

B.K. 

1,000  X) 

U 

i>     6 

200 
chests 

„     12 

„       Cash 
and  dis- 

tea  

a. 

500 

0 

0 

count... 

C. 

872   0 

C 

„   19 

„  500bags 

i>      19 

,,  Returns 

coffee .. 

a. 

1,450 

0 

0 

5  chests 

„   19 

„  5  chests 

tea 

R.I. ' 

1510 

0 

tea 

s. 

15 

10 

0 

„     20 

„  10  bags 

coffee.. 

Cash 

R.I. 

29    0 

0 

/ 

and  dis- 1 

/ 

count...  1   C. 

1,010   0 

0 

/ 

„     31 

„  Balance 
carried 

/ 

£ 

10 

0 

forward 

V 

£ 

411    0 

0 

3,337 

3,337  10 

1^ 

1909. 

Mar.  31 

To  Balance 
brought 

down.... 

v^ 

411 

OjO 

i 

Dr. 


Wrightson  Bros. 


Cr. 


1909. 

£ 

8. 

d. 

1909. 

£ 

«. 

d. 

Mar.  25 

To  50  bags 
coffee  ... 

S. 

130 

0 

0 

0 
0 

Mar.  27 

By  Bill  Re- 
ceivable 
„  Discount 

BR. 
J. 

£ 

125 
4 

10 

10 

0 

0 
0 

130 

130 

0 
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la 


Dr. 


Property  and  Mortgage  Trust,  Ltd. 
(Loan  Account  on  Mortgage) 


10 


Cr.. 


1909. 
Mar.  24 


By  Cash- 
Loan  at  4 
per  cent, 
p.a.  on 
mortgage 
of  459c 
Minories 


8.  d. 


1,500 
1,500 


11 


R.  Levy 


11 


Dr. 

Cr. 

1909. 

£ 

.1. 

L  ':   1909. 

S.\ 

i. 

<?. 

Mar.  22 
24 

To    Cash 
deproflit 
an-pur- 
chase 
of  4<5«e 
Minories 

„  Cash— 
Balance 
of   pur- 
chase 

C. 

1,000 

i 
0  'i 

Mar.  22 

By  P  u  r- 
c  h  a-8  e 

1  price  4690 
Minories. 

J. 

8,000 

0 

0 

money, 
459c    Mi: 
nones.... 

c. 

2,000 

0 

0 

/' 

! 

' 

3,000 

0 

0 

£ 

3,600 

1 

0 

0 

12 

Dr. 

Bills: 

Payablfe 

Cr 

la 

1909. 
Mar.  SO 

To  Cash— 
Produce 
Importr 
ing   Co., 
Ltd.,  Bill 
honoured 

C. 

£ 

400 

i. 

0 
0 

d. 

0 
0 

1909. 
Mar.  31 

( 

By    Sun- 
dries, as 
Ver  Bills. 
Pawble 
Book.... 

B.P. 

£ 

£ 

400 

400 

,._  .. 

«. 

0 
0 

d.. 

400 

r 
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13 

Dr. 


Bills  Receivable 


13 


Cr. 


1909. 
Mar.  SI 


Mar.  31 


B.R. 


To  Balance 
brought 
down 


v/ 


1,175 


S.\d. 


I 
10  0 


.175  10  0 


1909. 

Mar.  231  By  Cash— 
Northern 
Stores', 
Ltd.,  ac- 
ceptance 
discount- 
ed  

,  Balance 
carried 
down 


31 


175 10  0 


1,000 
175 


10  0 


1,175  10^  0 


14 

Dr. 


Wages  and  Salaries 


14 

Cr. 


Mar.  15 


To  Cash. 
„   Cash. 


£ 

«. 

d. 

1909. 

c. 
c. 

12 
13 

10 
5 

0 
0 

Mar.  31 

i£25 

15 

0 

By  Transfer  to 
Profit  and 
Loss  Ac- 
count  


£ 

1 
«.d. 

J. 

25 

15  0 

£25 

15  0 

15 

Dr. 


Postages  and  Telegrams 


15 

Cr. 


1909. 
Mar.  31 


To  Petty  Cash 


I  £ 

«. 

a. 

1909. 

P.O. 

1   1 

18 

0 

Mar.  81 

£1 

18;  0 

By  Transfer  to 
Profit  and 
Loss  Ac- 
count.~ 


£ 

«. 

J. 

1 

18 

£1 

18 

a,  d. 

0 
0 


16 

Dr. 

Travelling  Expenses 

16 

Cr. 

1909. 
Mar.  31 

To  Petty  Cash 

P.C. 

£ 
4 

£4 

3 

_ 

3 

d. 
9 

I 

1909. 
Mar.  31 

By  Transfer  to 
Profit      and 
Loss        Ac- 
count  

J. 

£ 

4 
£4 

«. 

3 

d. 

9 
9 
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17 


General  Expenses 


17 


Dr. 

Cr. 

1909. 

£ 

8. 

d. 

1909. 

£ 

s. 

d. 

Mar.  81  To  Petty  Cash, 

Mar.  81 

By  Transfer  to 

viz.— 

Profit  and 

Stationery 

Jf.O. 

1 

8 

3 

Loss  Account 

J. 

60 

15 

3 

Housekeeper 

, 

(Fires    and 

/ 

cleaning) 

P.O. 

6 

13 

8 

/ 

.,  Repairs 

P.U. 

3 

9 

/ 

„    81  ..  Balance  ear- 

/ 

ried    forward 

/ 

(being  provi- 

/ 

sion   for   Ex- 

/ 

penses      due 
but  unpaid").. 

/ 

>/ 

52 

10 

0 

/ 

£60 

15 

8 

1909. 
Mar.  31 

By     Balance 

£60 

15 

8 



^^" 

brought    for- 

ward   

v^ 

52 

10    0 

18 

br 


Discount  Account 


18 


Cr. 


1909. 
Mar.  27 


To     Wrightson 

Bros J. 

„  Sundries,  as 
perCashBook  |U.B. 


£ 

8. 

d. 

1909. 

4 
82 

10 

0 

0 
0 

Mar.  31 
»   31 

£36 

1 

10 

0 

By  Sundries,  as 

perCashBook 

Transfer  to 

Profit  and 

Loss  Account 


C.B. 
J. 


£36 


19 

Dr. 


Insurance 


19 

Cr. 


1909. 

£ 

8. 

d. 

1909. 

£ 

8.|d. 

Mar.  30 

ToPettyCash- 
1  years'  Fire 
Insurance 
Premium 
paid  in   ad- 

Mar. 31 
„    81 

By  Transfer  to 
Profit  &  Loss 

Account 

„  Balance  car- 
ried forward 

J. 

0 

1 

2 
7 

6 

6 

vance     as 
from  Mar.  1, 
1909 

P.C. 

1 

10 

0 

1909. 
Har.  31 

£1 

10 

0 

£1 

10   0 

To    Balance 
brought  for- 
ward   

s/ 

1 

7 

6 
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20 

Dp. 


Reserve  for  Bad  and  Doubtful  Debts 


1909. 
Mar.  31 


By  Transfer 
from  Profit 
and  Loss  Ac- 
count   


20 

Cr. 


85 


£85 


21 

Dr. 


1909. 
Mar.  81 


To  Transfer 
from  Lease- 
hold Land 
and  Build- 
ings Account 
Transfer  from 
Fixtures  and 
Fittings  Ac- 
count   


J. 


Depreciation 


£9 


4  0 


Mar.  81 


By  Transfer  to 
Profit  and 
Loss  Account 


21 

Cr. 


£9 


22! 

Dr. 


Bank  Charges  and.  Bank  Discount 


22 

Cr. 


19G9. 
Mar.  22 


To  Cash- 
Discount  on 
Northern 
Stores'  ac- 
ceptance dis- 
counted   


£ 

«. 

d. 

1909. 
Mar.  31 

c. 

8 

1& 

5 

I 

£8 

15 

5 

1 
i 

£ 

s. 

d. 

By  Transfer  to 
Profit      and 
Tioss  Account 

J 

8 

15 

5 

> 

15 

5 

23 

Dr. 


Carriage  and  Cartage 


Cr. 


1909. 
Mar.  26 


To  Cash^ 

Forwarding 
Agency,  Ltd., 
carriage  on 
sundry  goods 
sold 


26 
£26 


s.d. 


Mar.  31 


By  Transfer  to 
Profit       and 
Loss  Account 

J. 

26 

s. 
18 

— 
18 

£26 
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I 


Total. 
£      s.  d. 

®             1 

°     1 

S           12     1 

1 

1     f 

o              |o     ! 

o               jo] 

1 

1 

Coffee. 
£      «.  d. 

o       || 

2           IS    ll 

S3 

•-s 

m 
m 

1 

ci    *? 

©    1  O 

O    j  o 

! 

1 

«3 

•« 

«: 

~                         o  1  o 

o  1  o 

i 
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J.  Harris. 

TRIAL    BALANCE,  March  31,  1909 


25 
28 
27 
P.O. 

C.B. 


J.  Harris's  Capital  Account  

Lease  of  Land  and  Warehouse 

Furniture  and  Fixtures  Account  ... 

Freehold  Premises  Account 

Wynaad  Coffee  Co 

Francis  &  Co 

Northern  Stores,  Ltd 

Property  and  Mortgage  Trust,  Ltd. 

(Loan  Account) 

Bills  Receivable 

Wages  and  Salaries  

Postages  and  Telegrams   ....- 

Travelling  Expenses    

General  Expenses 

Discount  Account   

Insurance... 

Bank  Charges  and  Bank  Discount 

Carriage  and  Cartage   

Stock  (March,  1,  1909)— 

Coflfee   

Tea  

Purchases  Account  

Sales  Account 

Returns  Inwards  

Returns  Outwards  

Petty  Cash  

/Cash  at  Bank 

\Oflace  Cash  


Dr. 

Cr 

• 

£ 

8. 

d. 

£ 
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s. 
10 
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0 
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CHAPTER  XII 
Cheques  and  Bills  of  Exchange 

CHEQUES 

It  has  already  been  stated  that,  in  Great  Britain, 
the  customary  method  of  transferring  money  from  one 
person  to  another,  in  commercial  circles,  is  by  employ- 
ment of  the  Cheque  system.  The  more  general  use 
of  Cheques  has  been  fostered  in  recent  years  by  the 
establishment  of  numerous  Banks  throughout  the  country, 
many  of  which  are  branches  of  powerful  financial  insti- 
tutions, having  their  head  offices  in  London.  The  extent 
to  which  the  Cheque  is  now  used  in  monetary  trans- 
actions can  be  readily  computed  from  the  total  amount 
of  such  documents  passing  through  the  Bankers'  Clearing 
House.  The  total  Cheques  and  bills  '*  cleared "  (i.  e. 
paid)  in  this  way  during  the  year  1919  was  nearly 
twenty-eight  and  a  half  thousand  million  pounds  sterling. 

The  many  disadvantages  of  discharging  commercial 
obligations  by  means  of  coin  have  already  been  touched 
upon.  These  disadvantages  were  not  by  any  means 
altogether  removed  by  the  issue  of  bank-notes,  notwith- 
standing their  portability.  The  very  strength  of  the  Bank 
of  England  note  is,  in  some  respects,  a  drawback,  since 
such  notes  are  payable  in  gold  at  sight  to  any  holder. 

The  fact  that  Cheques  have  largely  driven  bank-notes 
and  coin  out  of  circulation,  combined  with  their  general 
convenience,  and  the  safeguards  which  can  be  appended 
to  them  have,  probably,  had  no  small  part  in  the  develop- 
ment of  trade  which  recent  years  have  witnessed. 

The  utility  and  advantages  of  Bills  of  Exchange  in 
commercial  transactions,  both  to  the  person  "accepting" 
them  and  to  the  person  "drawing"  them,  have  already 
been  referred  to  briefly,  and  it  is  now  proposed  to  describe 
the  main  features  of  Cheques  and  Bills  of  Exchange  in  the 
forms  in  which  they  are  usually  met  with  in  actual 
business  transactions. 

183 
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Several  varieties  of  Cheque  forms  are  in  current  use, 
their  general  principle  being  the  same,  the  difference 
between  the  varying  types  of  Cheques  being  chiefly 
dependent  upon  the  way  in  which  the  money  is  to  be 
placed  in  possession  of  the  holder  of  the  Cheque.  As 
the  student  is  probably  aware,  it  is  possible  by  the 
addition  of  certain  words  to  a  Cheque,  to  render  it  less 
useful  to,  and  less  easily  converted  into  money  by,  any 
person  obtaining  possession  of  it  wrongfully. 

A  Cheque  may  be  defined  as  a  written  order  drawn  by 
a  customer  of  a  Bank  upon  that  Bank  directing  the  pay- 
ment of  a  specified  sum  of  money  from  such  customer's 
banking  account;  the  st&,tutory  definition  of  a  Cheque 
being  "  a  Bill  of  Exchange  drawn  on  a  banker  payable  on 
demand." 

A  specimen  form  of  an  "  Girder"  Cheque  appears  on 
page  21. 

The  Cheque  there  illustrated  directs  the  payment  of 
£120  to  "Messrs.  Finch  &  Walker  or  Order"  from  J. 
Bird  &  Co.'s  banking  account  with  the  Union  of  London 
and  Smith's  Bank,  Limited. 

This  Cheque,  being  an  "Order  Cheque,"  requires 
"endorsement"  by  the  persons  to  whom  it  is  made 
payable  (Messrs.  Finch  &  Walker),  or,  in  other  words, 
they  must  write  their  name  on  the  back  of  the  Cheque 
before  it  can  be  presented  for  payment.  If  the  w^ords 
"  or  Bearer  "  had  been  inserted  in  place  of  the  words 
"or  Order"  the  Cheque  would  be  termed  a  "Bearer 
Cheque,"  and  would  be  payable  without  any  endorse- 
ment. It  will  be  obvious  that  the  requisition  of  an 
endorsement  constitutes  an  additional  safeguard,  and,  for 
this  reason,  "  Order"  Cheques  are  much  more  frequently 
met  with  in  commerce  than  "  Bearer"  Cheques,  although 
the  latter  are  still  used  to  a  large  extent  between 
members  of  the  London  Stock  Exchange. 

A  large  proportion  of  the  Cheques  drawn  in  discharge 
of  financial  obligations  are  never  presented  for  actual 
encashment  over  the  Bank  counter,  they  are  paid  by  the 
holders  into  their  own  Bank  for  collection,  and  in  this 
manner  reach  the  "  Clearing  House "  in  due  course, 
where  they  are  cancelled  against  one  another,  when 
the  claims  of  the  various  Banks,  as  between  themselves, 
are  daily  adjusted  (see  p.  458). 

The  "Payee"  of  an  "  Order"  Cheque  (i.  e.  the  person 
to  whom  such  a  Cheque  is  expressed  to  be  payable)  can, 
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if  he  so  desire,  direct,  when  endorsing  the  Cheque,  the 
payment  of  it  to  some  third  party,  e.  g.  if  Messrs.  Finch  & 
Walker  had  desired  to  send  the  Cheque  described  above 
to  Horace  James  for  their  credit,  they  could  have  endorsed 
it  as  follows — 

"  Pay  Horace  James  or  Order. 

"  Finch  &  Walker." 

:and  in  this  event  the  new  "Endorsee,"  Horace  James, 
must  himself  endorse  the  Cheque  in  order  to  obtain 
payment  of  it. 

"  Order  "  Cheques,  inasmuch  as  they  need  endorsement, 
<;an  only  be  drawn  in  favour  of  persons  or  corporate 
bodies ;  but  "  Bearer  "  Cheques,  as  they  need  no  endorse- 
ment, can  be  drawn  for,  or  in  favour  of,  "  expenses  "  or 
particular  purposes — 

e.  g.  "  Pay  Wages  .  .  or  Bearer." 

"  Pay  Cash     .         ,         .or  Bearer." 

One  advantage  of  this  course  lies  in  the  fact  that  a 
memorandum  of  the  specific  purpose  for  which  the  cheque 
was  drawn  is  recorded  upon  the  counterfoil  of  the  cheque, 
-and  is  available  for  future  reference  in  case  of  need. 

An  additional  safeguard  can  be  imparted  to  a  Cheque  by 
iihe  use  of  what  is  commercially  known  as  a  "  Crossing." 

This  practice  originated  many  years  si/go  with  the  London 
•Clearing  House,  and  was  subsequently  declared  to  be  of 
legal  validity,  and  has  now  become  almost  universal.  If 
two  transverse  parallel  lines,  with  or  without  the  words 
■**  and  Company,"  or  any  abbreviation  thereof,  be  drawn 
across  the  face  of  a  Cheque  it  will  not  be  paid  by  the 
Banker  upon  whom  it  is  drawn  to  any  one  presenting  it 
•except  another  Banker,  and  if  the  name  of  any  particular 
Banker  is  inserted  between  the  two  parallel  lines,  the 
'Cheque  will  not  be  paid  to  any  one  except  that  particular 
Banker. 

The  effect  of  this  proviso  is  that  a  "  crossed  Cheque,"  in 
which  the  name  of  a  particular  Banker  has  not  been 
inserted  in  the  crossing,  can  only  be  converted  into  money 
by  a  person  who  possesses  an  account  with  a  Banker,  and 
that  a  crossed  Cheque  in  which  the  name  of  a  particular 
Bank  is  inserted  can  only  be  cashed  by  being  paid  by  a 
•customer  of  that  Bank  to  his  banking  account.  A  crossed 
Cheque  cannot  legally  be  paid  over  his  counter  by  the 
Banker  upon  whom  it  is  drawn,  even  though  presented  for 
^payment  by  the  person  in  whose  favour  it  is  drawn.   These 
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provisions  obviously  render  a  crossed  Cheque  more  difiBcult 
of  encashment  by  a  person  obtaining  wrongful  possession 
of  it  than  is  the  case  v^ith  a  Cheque  which  is  not 
"  crossed  "  (called  an  "  open  Cheque  ").  The  custom  of 
paying  accounts  by  means  of  crossed  Cheques  transmitted 
through  the  post  has  become  well  nigh  universal  now-a- 
days  among  traders,  and  the  "  crossing "  upon  such 
Cheques,  restricting  their  usefulness  to  those  members 
of  the  community  who  possess  banking  accounts,  has 
tended  to  encourage  the  rapid  growth  of  this  custom. 

The  form  of  crossing  upon  a  Cheque,  in  cases  where  it 
is  not  "  crossed"  to  any  particular  Banker,  is  as  under — 


The  above  form  of  crossing  is  referred  to  as  a  "  general 
crossing." 

Other  forms  of  "  crossings  "  which  will  be  found  in 
common  use  are  as  illustrated  hereunder — 
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Form  1  is  the  simple  form  of  a  "special  crossing," 
which  restricts  the  Cheque  from  being  cashed  except 
through  the  particular  Banker  whose  name  is  written  in 
the  crossing. 

Form  2  is  a  similar  crossing  wherein  the  name  of  a 
Joint  Stock  Banking  Company  is  inserted. 

Form  3  is  a  form  of  **  special "  crossing  containing, 
In  addition  to  the  Banker's  name,  the  words  "  not 
negotiable." 

A  Cheque,  like  a  Bill  of  Exchange  or  a  Promissory 
Note,  is  a  "  negotiable  instrument."  A  "  negotiable 
instrument"  is  one  which,  if  taken  by  any  person 
in  good  faith,  and  in  exchange  for  value,  becomes  the 
property  of  such  holder,  and  can  be  enforced  by  him,  as 
regards  the  payment  of  it  at  its  due  date,  notwithstanding 
any  defects  of  title  to  the  document  which  may  exist  on 
the  part  of  the  person  from  whom  such  holder  acquired  it. 

For  example,  if  a  person,  in  good  faith  and  for  value, 
acquires  from  any  one  who  has  stolen  it,  a  Cheque  drawn 
by  a  third  party,  the  third  party  cannot  refuse  to  honour 
the  Cheque  on  the  ground  that  it  has  been  stolen.  The 
fact  that  the  holder  of  the  Cheque  in  question  has  received 
it  not  knowing  that  it  was  stolen  property,  and  has  given 
value  for  it,  places  him  in  an  indisputable  position  legally 
as  regards  his  ability  to  enforce  the  payment  of  it.  A 
negotiable  instrument  may  thus  become  analogous  to  coin 
of  the  realm;  and,  in  point  of  fact,  the  employment  of 
Cheques  in  making  money  payments  has,  to  a  very  large 
extent,  taken  the  place  of  the  use  of  coin  in  commercial 
transactions. 

This  "negotiability,"  although  most  valuable  in  the  case 
of  Bills  of  Exchange,  is  a  somewhat  inconvenient  charac- 
teristic from  the  point  of  view  of  the  drawer  of  a  Cheque  in 
the  event  of  the  Cheque  failing  to  reach  the  hands  of  the 
person  for  whom  it  was  destined.  The  drawer  of  a  Cheque 
which  is  "  negotiable  "  may  be  forced  to  pay  it,  when  it 
is  in  the  hands  of  a  third  party,  if  it  should  be  stolen 
in  course  of  transit  by  an  individual  who  sells  it  to  such 
third  party  ;  and,  in  addition  to  such  payment,  he  will  still 
be  in  the  position  of  not  having  discharged  his  obligation 
to  the  person  to  whom  the  Cheque  was  originally  sent. 

In  order  to  meet  this  objection  it  is  legally  permissible 
to  add  to  the  crossing  of  a  Cheque  the  words  "  not 
negotiable."  The  addition  of  these  words  does  not  actu- 
ally make  a  Cheque  not  transferable  from  one  party  to 


188       BOOK-KEEPING  AND  ACCOUNTS 

another,  but  the  qualification  has  the  effect  of  preventing 
the  holder  from  passing  on  a  better  title  to  the  document 
than  he  has  himself,  and  generally  subjects  the  Cheque 
so  crossed  to  the  ordinary  provisions  of  the  law  regarding 
property,  viz.  that  a  purchaser  cannot  acquire  any  better 
title  to  property  than  was  possessed  by  the  vendor  of  it. 

If  a  Cheque  so  marked  "  not  negotiable  "  be  stolen,  the 
taint  of  theft  attaches  to  it,  and  prevents  any  successive 
holder  of  it  from  acquiring  any  better  title  to  the  docu- 
ment than  was  possessed  by  the  thief  himself,  and  a 
person  who  steals  property  obviously  acquires  no  legal 
ownership  to  it  at  all. 

The  drawer  of  a  **  not  negotiable  "  Cheque  can  thus 
refuse  to  honour  it  if  it  is  stolen,  whereas  the  drawer  of 
a  cheque  which  is  not  so  marked  need  not  pay  any  holder 
who  took  it  either  mala  fide  or  without  value,  but  must 
pay  an  honest  **  holder  for  value." 

Bills  of  Exchange  and  Promissory  Notes,  together 
'with  certain  other  sorts  of  commercial  documents  *  {e.  g, 
Foreign  Government  Bonds  payable  to  Bearer),  asce  also 
"  negotiable  instruments  "  ;  the  above-mentioned  pro- 
visions as  to  the  use  of  the  words  "  not  negotiable  "  in 
their  protective  sense  apply,  however,  only  to  crossed 
Cheques.  Negotiable  instruments  of  other  classes  cannot 
be  deprived  of  their  negotiable  characteristics  by  the 
addition  of  any  such  words,  nor,  seeing  that  other 
analogous  documents  are  far  less  easy  of  prompt  con- 
Version  into  money,  does  there  appear  to  be  any  urgent 
need  for  such  qualifying  conditions. 

Forms  4  and  5  are  examples  of  "  not  negotiable  "  cross- 
ings wherein  a  direction  is  added  as  to  the  particular 
account  to  which  the  Cheque  is  to  be  credited  by  the 
collecting  Banker,  e.  g.  "  for  credit  of  payees  only,"  or 
"for  credit  of  J.  Smith."  Such  additions  are  very 
frequently  met  with  in  practice,  but  their  use  is  not 
authorized  by  any  statute  ;  the  precise  legal  effect  of  such 
adjuncts  is  thus  uncertain,  but,  in  all  probability,  they 
would  be  held  to  operate  legally  as  a  warning  to  the 
collecting  Banker,  and  as  indicating  the  person  for  whose 
behalf  he  is  to  collect  the  Cheque.  Their  ordinary  com- 
mercial signification  is,  of  course,  that  the  collecting 
Banker  is  only  to  collect  such  Cheques  on  behalf  of  the 
person   specified    therein,   but    it   cannot    be    definitely 

*  Bills  of  Lading,  if  endorsed,  are  transferable  by  simple  delivery ; 
they  do  not,  however,  possess  the  other  characteristics  of  negotiable 
instruments. 
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affirmed  that  such  is  their  legal  meaning,  although  it  may 
be  assumed  that  it  is  probable  that  this  is  the  case. 

Form  6. — This  is  a  crossing  much  in  use  in  paying 
private  personal  accounts,  in  cases  where  the  name  of 
the  payee's  Banker  is  unknown. 

Cheques  are  usually  drawn  upon  the  special  printed 
forms  supplied  in  books  by  Bankers  to  customers  keeping 
accounts  with  them ;  they  must  bear  a  twopenny  stamp^ 
and  books  of  cheque  forms  are  supplied  already  stamped, 
the  cost  of  such  stamps  being  debited  to  the  customer. 
In  a  legal  sense  Cheques  may  be  drawn  upon  any  piece 
of  paper,  and  need  not  necessarily  be  upon  the  special 
fortns  supplied  by  the  Banks,  but  the  latter  wisely  dis- 
countenance the  use  of  any  forms  other  than  those  supplied 
by  themselves.  In  the  case  of  a  Cheque  so  drawn  on  an 
ordinary  plain  piece  of  paper  the  inland  revenue  stamp 
need  not  be  impressed  as  is  the  case  where  the  Bank's 
own  forms  are  purchased  by  the  customer  ready  stamped ; 
an  ordinary  twopenny  "postage  and  inland  revenue" 
stamp  is  sufficient  if  cancelled  by  the  drawer  at  the  time 
of  signing  the  Cheque. 

Oi  late  years  a  custom  has  arisen,  in  the  case  of  many 
large  mercantile  firms,  of  printing  on  their  Cheque  forms 
a  form  of  receipt  to  be  signed  at  the  foot  by  the  person  in 
whose  favour  the  Cheque  is  drawn ;  the  Cheque,  when 
returned  by  the  Bank  to  the  drawer  after  payment,  thus- 
becomes  a  convenient  form  of  receipt,  and  contains  the  full 
history  of  the  payment  made.  The  Cheque  employed  in 
such  cases  usually  takes  the  following  form  (but  see  p.  vi) : 

No.  London  19.... 


To  Barclays  Bank,  Ltd. 

Pay  to  the  order  of "... 

the  sum  of _ subject  to 

the  receipt  at  the  foot  hei^eof  being  duly  signed. 

(Signature  of  drawer) 

& 

Form  of  Beceipt. 
Beceived  the  above-mentioned  sum  of 

(Signature  of  payee)  /       N, 


Dated  this 190 
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Additional  space  is  sometimes  supplied  to  allow  the 
entry  of  brief  particulars  of  the  purpose  for  which  the 
money  was  paid,  e.g.  "for  goods  supplied." 

Bankers  "stop,"  i.e.  refuse,  payment  of  cheques  drawn 
upon  them  under  the  following  circumstances — 

(1)  Knowledge  of  Bankruptcy  or  an  "  act  of  Bank- 

ruptcy "  on  the  part  of  the  drawer. 

(2)  Notice  of  the  drawer's  death. 

(3)  Eeceipt  of  " garnishee  order,"  i.e.  an  order  from  a 

court  of  law,  obtained  by  one  of  the  customer's 
creditors,  placing  a  legal  encumbrance  on  the 
customer's  bank  balance. 

(4)  Notice  from  the  drawer  instructing  the  Banker  to 

stop  payment  of  the  Cheque. 

(5)  Want  of  funds,  i.  e.  an  insufficient  balance  to  the 

customer's  credit. 

(6)  Cheque  "out  of  order,"  i.  e.  when  incorrectly  drawn 

or  containing  some  informality. 

Cheques,  the  payment  of  which  has  been  refused,  are 
marked  by  Bankers  as  foUows- 

I/F  (Insufficient  Funds) 

E/D  (Eefer  to  Drawer). 

N/S  (Not  Sufficient  Funds). 

"  Not  in  order." 

"  Figures  and  writing  disagree." 

"  No  effects  "  (insufficient  balance). 

"  Effects  not  cleared." 

"  Account  closed." 

"  Drawer  dead,"  etc.,  etc. 

Bills  of  Exchange 

The  modern  Bill  of  Exchange  is  a  versatile  instrument 
of  credit,  the  general  nature  and  principal  uses  of  which 
have  been  broadly  outlined  in  Chap.  II ;  there  remain  to  be 
explained,  in  more  detail,  some  of  the  most  common  forms 
and  varieties  in  which  these  documents  are  met  with. 

A  Bill  of  Exchange  is  legally  defined  "as  an  uncon- 
ditional order  in  writing  addressed  by  one  person  to 
another,  signed  by  the  person  giving  it,  requiring  the 
person  to  whom  it  is  addressed  to  pay  on  demand  or  at  a 
fixed  or  determinable  future  time  a  sum  certain  in  money 
to,  or  to  the  order  of,  a  specified  person  or  to  bearer." 

A  Cheque  comes,  as  will  be  seen,  within  the  limits  of 
this  definition,  and  Cheques  therefore  rank  legally  as 
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Bills  of  Exchange  drawn  on  a  Banker  and  payable  on 
demand. 

In  1882  the  multitude  of  legal  decisions  affecting  Bills 
of  Exchange  were  codified  by  the  Bills  of  Exchange  Act, 
which,  with  a  few  amendments,  still  applies. 

As  has  been  previously  explained,  the  person  to  whom  a 
Bill  of  Exchange  is  addressed  (the  "Drawee")  signifies  his 
promise  to  pay  the  bill  at  maturity  by  writing  his  name 
transversely  across  the  face  of  the  bill,  adding,  in  many 
cases,  the  word  "  accepted,"  and  frequently  indicating  a 
particular  Bank  or  other  place  where  the  bill  is  to  be 
presented  when  it  falls  due,  and  where  it  will  be  paid 
upon  presentation.  If  the  drawee  of  the  bill  (who  by  thus 
undertaking  to  pay  it  becomes  the  "  Acceptor  ")  indicates, 
as  he  usually  does,  his  own  Bank  as  the  place  where  the 
bill  is  to  be  payable,  such  form  of  acceptance  operates 
ipso  facto  as  an  authority  to  his  Banker  to  pay  the  bill 
on  his  behalf  when  it  falls  due,  and  to  charge  him  (the 
customer)  with  the  amount  so  disbursed. 

Bills  of  Exchange  are  commonly  drawn  "  to  the  order  " 
of  the  drawer,  or  of  some  other  party  nominated  by 
the  drawer.  The  employment  of  such  words  involves 
the  "  endorsement  "  of  the  bill  by  such  "  payee,"  just  as 
was  explained  to  be  the  case  with  reference  to  a  Cheque 
when  drawn  "to  order."  An  endorser  may,  if  he  so 
desires,  indicate  on  the  back  of  the  bill,  when  endorsing 
it,  the  name  of  a  person  to  whom  he  wishes  to  direct 
payment  of  the  bill  to  be  made,  and  this  direction  in  turn 
necessitates  the  endorsement  of  the  bill  by  such  other 
person.  This  process  of  "endorsing  over"  a  JBill  of 
Exchange  from  one  payee  to  another  is  very  prevalent 
in  commerce,  especially  when  a  bill  changes  hands  many 
times  in  the  course  of  its  short  life,  and  the  successive 
endorsements  frequently  occupy  the  whole  of  the  back 
of  the  bill  as  well  as  a  further  slip  of  paper  (called  an 
"Allonge  ")  which  has  to  be  gummed  to  the  bill  in  order 
to  accommodate  further  endorsements.  It  must  be 
remembered  that  the  drawer  and  all  the  successive 
endorsers  are  each  of  them  liable  to  pay  the  full 
amount  of  the  bill  if  it  should  be  dishonoured  by  the 
acceptor  at  maturity.  A  good  Bill  of  Exchange  con- 
taining the  signatures,  in  one  capacity  or  another,  of 
several  firms  of  established  reputation  furnishes  a  triple, 
quadruple,  or  even  greater  combination  of  guarantors  for 
the  payment  of  the  amount  of  the  bill  at  maturity.     The 
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favour  with  which  Bankers  regard  good  bills  as  a  conveni- 
ent form  of  temporary  liquid  investment,  is  thus  easily- 
comprehensible.  It  will  also  be  obvious  to  the  student 
that  the  Bill  of  Exchange  offers  a  simple  and  efficacious 
device  for  financing  commercial  transactions,  the  acceptor 
of  the  bill  frequently  having  the  opportunity  of  selling 
the  goods  against  which  the  bill  is  drawn  before  he  has 
to  provide  for  the  payment  of  it. 

The  ordinary  form  of  an  "Inland  "  Bill  of  Exchange  (i.e. 
one  drawn  for  use  in  this  country)  is  given  on  page  193. 

This  bill  would  fall  due  on  November  30,  1908  (allow- 
ing for  the  three  **  days  of  grace "),  and  would  need 
endorsement  by  Messrs.  Heywood  &  Platts. 

The  circumstances  out  of  which  such  a  bill  might  be 
assumed  to  arise  would  be  that  Mr.  John  Harman,  having, 
as  the  result  of  some  transaction,  become  the  debtor  of 
Messrs.  Heywood  &  Platts,  the  latter  have  "  drawn  upon" 
him  for  the  amount  due  by  means  of  a  bill  as  illustrated. 
In  due  course  Mr.  John  Harman  will  "  accept  "  the  bill 
by  writing  his  signature  across  it,  with  or  without  the 
word  "  accepted." 

On  maturity  the  bill  will  be  presented  by  the  holder 
of  it  (usually  through  the  Bankers  of  such  holder) 
wherever  it  has  been  made  payable  by  the  drawee.  If 
the  acceptor  has  made  the  acceptance  payable  at  his 
Bankers,  but  on  its  maturity  has  not  sufficient  funds 
with  the  latter  to -meet  the  bill,  they  will  refuse  to  pay  it, 
and  the  bill  will  consequently  be  returned  "dishonoured" 
to  the  holder.  Before  being  returned,  it  will  be  handed,  in 
the  absence  of  instructions  to  incur  no  charges,  by  the  col- 
lecting Banker  to  a  Notary  Public,  in  order  that  the  latter 
may  himself  re-present  the  bill  to  the  bank  in  question,  and 
may  formally  record  the  fact  of  its  having  been  dis- 
honoured. The  Notary  Public,  in  such  a  case,  attaches  a 
small  gummed  ticket  to  the  bill,  containing  his  name,  a 
note  of  his  charges  (usually  a  few  shillings)  for  "  noting  * 
non-payment,  together  with  the  reason  given  for  such 
non-payment  upon  presentation  of  the  bill.  The  holder 
of  the  bill  is  allowed  one  clear  day  in  which  to  endeavour 
to  obtain  payment  from  any  of  the  parties  to  the  bill.  If 
subsequently  desired,  the  Notary  is  then,  after  the  above 
formalities,  in  a  position  to  draw  up  a  formal  document, 
a  "Protest,"  setting  forth  that  the  bill  has  not  been 
met  at  maturity ;  in  the  case  of  an  inland  bill,  the  extra 
{Expense  entailed  by  this  procedure  is  very  seldom  deemed 
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necessary,  except  in  cases  where  legal  action  to  enforce 
the  bill  is  contemplated.  "  Foreign "  bills  {i.e.  bills 
drawn  or  payable  abroad)  are  almost  invariably  "  pro- 
tested" as  well  as  "  noted,"  as  the  formal  protest  becomes 
legally  necessary. 

Upon  the  dishonour  of  a  bill,  the  holder  can  call  upon 
the  drawer  or  any  of  the  endorsers  to  pay  it,  but  any 
person  liable  by  reason  of  his  signature  appearing  on  the 
bill  can,  if  he  honours  it  himself,  recover  the  money  from 
any  of  the  other  persons  liable  on  the  bill  previously  to 
himself,  e.  g.  an  endorser  honouring  a  bill  can  recover  the 
money  from  any  other  endorser  whose  signature  appeared 
upon  the  bill  prior  to  his  own,  or  from  the  drawer  of  the 
bill,  or  from  the  acceptor  himself.  Similarly  the  drawer, 
if  called  upon  to  pay  the  bill,  can  recover  from  the  ac- 
ceptor. The  holder  of  a  dishonoured  bill  must,  immediately 
upon  its  dishonour,  give  notice  of  the  fact  of  such  dis- 
honour to  all  persons  liable  upon  the  bill  (except  the 
acceptor)  as  otherwise  they  may  become  legally  relieved 
from  liability  to  pay  the  bill. 

The  charges  for  noting  must  be  paid  by  the  holder  of  a 
dishonoured  bill  to  his  Banker  in  the  first  instance,  but, 
together  with  the  amount  of  the  bill  itself,  they  can  be 
thereafter  recovered  from  the  persons  liable  on  it. 

A  dishonoured  bill  is  frequently  "renewed,"  in  whole 
or  in  part,  i.  e.  a  fresh  bill  for  the  amount  agreed  upon  is 
given  between  the  original  parties.  This  fresh  bill  ranks, 
however,  for  book-keeping  purposes,  as  a  new  transaction. 
Foreign  bills,  i.e.  bills  drawn  in  one  country  but  be- 
coming payable  in  another,  resemble  inland  bills  in  their 
main  characteristics,  but  are  the  subject  of  certain  special 
circumstances  in  practice.  Foreign  bills,  e.  g.  bills  drawn 
in  Japan  upon  a  merchant  in  London,  are  frequently  dis- 
counted by  their  drawers  with  foreign  Banks  directly  after 
they  have  been  drawn  and  before  they  have  been  accepted, 
the  Banks  relying  in  these  cases  upon  the  reputation  of 
the  drawer,  and  upon  his  ability  to  pay  the  bill  if  it  is 
subsequently  returned  to  them  unpaid.  Such  bills  are 
transmitted  by  the  foreign  Banks  to  their  banking  corre- 
spondents in  this  country  for  presentation  on  their  behalf 
to  the  British  firms  upon  whom  they  are  drawn.  If,  when 
a  bill  so  reaches  London  for  acceptance,  the  person  upon 
whom  it  is  drawn  refuses  to  accept  it,  the  same  conse- 
quences ensue  as  if  the  bill  had  been  dishonoured  at 
maturity,  i.  e.  the  drawer  becomes  immediately  hable  to 
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pay  it,  and  the  endorsers  (if  any  there  be)  also  become 
liable  to  honour  it,  notwithstanding  the  fact  that  its 
nominal  due  date  has  not  yet  arrived,  and  the  bill  passes 
at  once  to  a  Notary  for  "  noting  "  and  "  protest." 

A  British  merchant  upon  whom  a  bill  has  been  drawn 
by  one  of  his  foreign  creditors  cannot  be  compelled  to 
accept  the  bill  by  the  Bank  holding  it,  but  his  refusal  to 
accept  it  would,  in  ordinary  circumstances,  be  detri- 
mental to  the  credit  of  the  foreign  drawer.  If,  as  between 
the  drawer  and  himself,  there  is  a  general  arrangement  for 
the  acceptance  of  bills,  refusal  to  carry  out  such  an 
arrangement  renders  the  British  merchant  liable  to  be 
sued  for  damages  to  the  extent  of  the  loss  entailed  to 
the  foreign  drawer. 

Foreign  bills  are  occasionally  drawn  in  duplicate,  or 
even  in  triplicate,  this  precaution  being  effected  in  case 
one  of  the  set  of  bills  should  become  lost  in  transit  to  this 
country.  The  practice  of  drawing  foreign  bills  in  sets  is 
not  so  prevalent  as  in  former  years,  except  perhaps  in 
the  case  of  Eussia.  The  regularity  and  reliability  of 
the  modern  postal  services  have  rendered  such  pre- 
cautionary measures  less  necessary.  In  cases  where  a 
bill  is  duplicated  the  drawee  will  only  "  accept "  one 
of  the  set  of  bills,  and  is,  of  course,  only  liable  upon 
the  one  he  accepts.  The  drawer  is,  however,  liable  upon 
each  of  the  duplicates  or  triplicates  in  the  event  of  their 
being  fraudulently  separated  and  negotiated. 

"Where  bills  are  drawn  in  duplicate  it  frequently  happens 
that  the  "first "  of  the  set  is  presented  to  the  drawee  for 
acceptance,  and  that  the  "second"  bears  the  endorse- 
ments ;  this  occurs  owing  to  the  fact  that  the  set  of  bills 
has  become  separated  at  some  period  of  its  existence 
for  safety  in  transmission.  In  such  a  case  the  *' first" 
and  "  second  "  together  constitute  one  complete  bill,  and 
the  fact  of  the  acceptance  and  the  endorsements  appear- 
ing on  separate  parts  of  the  bill  is  immaterial  to  its 
vaUdity. 

When  a  merchant  abroad  ships  goods  to  this  country 
he  very  frequently  draws,  and  sells  to  his  local  Banker,  a 
Bill  of  Exchange  drawn  upon  the  British  merchant  to 
whom  the  goods  have  been  shipped,  payable  after  a 
certain  given  period  of  time,  such  bill  being  drawn,  in 
many  cases,  for  the  full  invoice  price  of  the  goods,  and,  in 
other  cases,  for  a  portion  only  of  the  invoice  price.  In 
order  to  render  this  bill  acceptable  to  the  foreign  Bank  to 
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which  it  is  presented  for  purchase,  the  foreign  drawer 
attaches  to  the  bill  the  "  bills  of  lading,"  representing  the 
goods  shipped.  These  "Bills  of  lading  "  are  the  "  negoti- 
able documents,"  conferring  the  right  to  the  ownership  of 
the  goods  placed  on  board  the  vessel  employed  to  bring 
them  to  this  country.  In  so  receiving  the  bill,  "with 
documents  attached,"  the  Bank  also  secures  the  right  to 
deal  with  the  goods  against  which  the  bill  has  been  drawn, 
and  thus  a  valuable  and  tangible  security,  in  addition  to  the 
drawer's  personal  responsibility,  is  obtained  by  the  Banker 
when  dealing  with  bills  of  this  class.  If,  upon  reaching 
this  country,  the  bill  is  dishonoured  by  non-acceptance, 
the  British  agent  of  the  foreign  Banker  can  at  once  sell 
the  goods  on  behalf  of  the  foreign  Banker  on  the  British 
market,  and  the  deficit  then  apparent  (if  any)  can  be 
recovered  abroad  by  the  foreign  Banker  from  the  drawer 
of  the  bill. 

Such  bills  are  termed  "  Documentary  bills,"  and  a  very 
considerable  part  of  the  settlements  for  goods  imported 
into  this  country  is  effected  in  this  way.  Where  the 
British  drawee  of  such  a  documentary  bill  is  of  established 
reputation  the  Bank  holding  the  bill  will  frequently 
surrender  to  him  the  bills  of  lading  (i.  e.  release  to  him 
the  goods  previously  held  as  security  against  the  bill)  on 
receiving  back  the  bill  duly  accepted;  if,  however,  the 
drawee  is  not  considered  to  be  financially  strong,  the 
British  Banker  holding  the  bill  will  retain  both  the  bill 
(when  accepted)  and  the  goods,  releasing  to  the  drawee 
portions  of  the  latter  in  exchange  for  cash,  as  and  when 
received,  or  permitting  the  drawee  to  redeem  the  bill  in 
cash  .(and  obtain  the  goods)  at  any  time  before  its  actual 
due  date,  subject  to  an  allowance  to  him  of  interest  on 
such  prepayments. 

The  payment  of  a  bill  before  it  is  legally  due  is  styled 
;' taking  up  a  bill  under  rebate,"  and  the  allowance  of 
interest  upon  such  prepayments  is  termed  "Rebate." 

A  form  of  foreign  bill  drawn  in  triplicate  is  given  on 
the  opposite  page. 

The,  period  of  time  after  the  expiration  of  which  a  bill 
falls  due  is  termed  its  "  Tenor,"  and  the  following  are 
some  of  the  principal  tenors  employed — 

"On  Demand"  means  that  the  bill  is  to  be  paid  im- 
mediately on  presentation  to  the  drawee,  without 
the  usual  days  of  grace. 

**  At  Sight "  has  the  same  significance  as  **  on  demand.' 
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"  Three  Months  After  Da4;e  "  means  that  the  bill  be- 
comes due  three  months  after  the  date  appearing 
upon  it,  subject  to  the  allowance  of  the  three 
"  days  of  grace,"  as  already  explained  (page  26).* 

"At  Sixty  Days'  Sight,"  or  Sixty  Days  After  Sight, 
means  that  the  bill  is  payable  sixty-three  days 
(including  the  three  days  of  grace)  after  it  has 
been  presented  to  the  drawee  for  acceptance. 

Bills  payable  at  sight  or  in  three  to  seven  days  are 
termed  "  Short  Exchange,''  whilst  those  at  sixty  days  or 
upwards  are  called  ''Long  Exchange  "  Bills. 

As  between  different  countries  certain  definite  periods 
of  time  have  become  recognized  as  the  customary  tenor 
for  bills  drawn  between  such  countries;  in  these  cases 
the  customary  period  of  time  is  termed  the  "  TTsance " 
for  bills  drawn  between  those  particular  countries.  The 
usance  current  between  any  two  particular  countries 
depends,  of  course,  upon  the  nature  of  the  transactions 
between  their  respective  merchants,  upon  the  average 
time  necessary  to  transmit  goods  and  letters,  and  upon 
other  similar  circumstances,  e.g.  the  "  Usance  "  between 
the  United  States  of  America  and  London  is  "  sixty  days 
after  sight."     See  Notes,  p.  204. 

Two  types  of  bill  which,  although  not  uncommon,  are 
not  popular  in  financial  circles  are — (1)  "  Accommodation 
Bills"  (familiarly  known  as  "Kites"),  and  (2)  "House 
Bills  "  (picturesquely  described  as  "  pig  on  pork  ").  The 
former  bills  are  merely  expedients  for  obtaining  loans, 
and  are  drawn  for  the  accommodation  of  one  or  other, 
or  both,  of  the  parties  thereto,  and  do  not  represent 
any  genuine  "  value  received."  The  latter  are  bills  drawn 
by  a  firm,  or  limited  company,  on  itself  as  between  different 
branches  or  agencies.  Both  these  forms  of  bill  are  drawn 
solely  for  the  purpose  of  being  discounted  by  one  or  other 
of  the  parties  thereto  in  order  to  obtain  the  use  of  the 
resulting  proceeds. 

In  contrast  to  the  legitimate  trade  facilities  afforded  by 
the  Bill  of  Exchange  in  its  genuine  form,  these  latter 
types  of  bill  illustrate  the  dangers  attached  to  instru- 
ments of  credit  which   can  be   created  for  speculative 

*  The  great  majority  of  inland  trade  bills  are  dated  on  the  first 
of  a  month,  and  fall  due  therefore  on  the  fourth  of  a  month.  So 
prevalent  has  this  practice  become  that,  in  the  yearly  analysis  of 
the  London  Clearing  House,  the  figures  for  the  fourth  days  of  each 
month  are  separately  stated. 
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purposes  and  without  real  produce,  or  any  genuine  trading 

transactions,  behind  them. 

The  ad  valorem  stamp  duty  payable  on  Bills  of  Exchange 

is  as  follows — When  the  amount  due 

Does  no;  exceed  £5,  the  stamp  required  is  .  .     ^d. 

Exceeds  £5    and  does  not  exceed  £10    .     2d. 
„       £10         „  „        „         £25     .     3d 

„       £25         „  „        „         £50     .     6d. 

„       £50        „  „        „         £75     .    9d 

„       £75        „  „        „        £100    .     Is. 

and  Is.    for   every   £100    and   every   fractional   part    of 
£100  when  the  bill  exceeds  £100. 

Bills  of  any  amount  payable  "  At  sight,"  "  On  demand," 
"  On  presentation,"  or  within  "  three  days  after  date  on 
sight,"  need  only  a  twopenny  stamp. 

If  the  bill  covers  interest  as  well  as  principal,  the  stamp 
need  only  cover  the  latter,  unless  the  actual  amount  of  the 
interest  is  included  in  the  amount  of  the  bill,  in  which 
case  a  stamp  to  cover  the  full  amount  must  be  af&xed. 
Peomissoey  Notes 

One  other  form  of  "  negotiable  instrument "  which  is  to 
be  met  with  in  commercial  practice  requires  brief  mention, 
viz.  the  Promissory  Note. 

A  form  of  Promissory  Note  is  given  on  page  193,  and 
its  nature  can,  to  a  large  extent,  be  gathered  from  the 
wording  employed  in  the  document  itself. 

A  Promissory  Note,  drawn  as  above,  is  a  "  negotiable 
instrument,"  and  legal  title  to  it  can  be  acquired  by  a 
purchaser  in  good  faith  and  for  value,  just  as  is  the  case 
with  a  Bill  of  Exchange. 

A  Promissory  Note  that  is  made  payable  "  to  order  "  (as 
above)  requires  endorsement  in  the  usual  manner  by  the 
person  to  whom  it  is  expressed  to  be  payable.  Promissory 
Notes  are  not  usually  drawn  **  to  bearer  "  except  in  the 
case  of  bank-notes;  a  bank-note  is,  in  its  legal  aspect, 
a  Promissory  Note  payable  to  bearer  on  demand  issued 
by  a  Bank,  and,  being  payable  **  to  bearer,"  does  not,  of 
course,  need  an  endorsement. 

The  legal  position  of  all  parties  whose  names  appear 
on  a  Promissory  Note,  as  regards  their  liability  to  pay 
it  to  a  third  person  holding  it,  corresponds  with  the 
position  of  the  like  parties  in  the  case  of  a  Bill  of  Exchange. 
The  "  maker  "  of  the  Promissory  Note  corresponds  with 
the  "  acceptor  "  of  a  Bill  of  Exchange,  the  "  payee  "  of  a 
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Promissory  Note  with  the  "  payee  "  of  a  bill,  and  so  forth. 
The  rules  set  out  above  as  to  "  dishonour,"  "  noting," 
and  "  protest  "  apply  also  to  Promissory  Notes. 

The  employment  of  Promissory  Notes  as  commercial 
paper  in  this  country  is  restricted,  and  documents  of  this 
nature  are  rarely  used  in  the  payment  of  commercial 
obligations.  Very  commonly  the  amount  covered  by  a 
Promissory  Note  is  payable  by  instalments,  upon  each 
of  which  three  days  of  grace  are  allowed. 

Promissory  Notes,  like  Bills  of  Exchange,  require  an 
ad  valorem  stamp  based  upon  the  amount  of  the  note. 
There  is  one  difference,  however,  between  the  rates  of 
duty  payable,  viz.  a  Bill  of  Exchange  payable  "  on 
demand "  requires  a  two- penny  stamp  whatever  be  the 
sum  payable,  whereas  a  Promissory  Note,  payable  on 
demand,  requires  to  be  impressed  with  a  stamp  based 
upon  the  sum  for  which  the  note  is  created. 

EXERCISES 
12a. 

Cheques. 

1.  Define  a  Cheque. 

2.  Explain  why  payment  by  Cheque  has  attained  so  great  a 
vogue  in  this  country.  Contrast  the  advantages  of  a  Cheque  as 
compared  with  those  of  a  bank-note. 

3.  What  is  the  diflFerence  between  a  Cheque  drawn  *'to  order" 
and  one  drawn  "  to  bearer  "  ? 

4.  Give  a  form  of  Cheque  drawn  by  V.  Montgomery  on  the  United 
Banking  Company  of  Great  Britain,  Ltd.,  London  for  £1,046  19s.  M. 
dated  May  1,  1909,  payable  to  the  order  of  H.  Miles. 

5.  What  is  a  negotiable  instrument  ?  Contrast  the  position  of  a 
person  who  has  issued  a  document  undertaking  to  pay  a  sum  of 
money  to  a  specified  person — (I)  when  this  document  is  a  negotiable 
instrument,  (2)  when  the  document  is  not  a  negotiable  instrument, 
assuming  in  each  case  that  the  document  in  question  has  been  duly 
endorsed  and  has  been  subsequently  stolen. 

6.  Mention  five  difi'erent  types  of  negotiable  instruments. 

7.  Is  a  Cheque  drawn  to  the  order  of  J.  Jones  and  endorsed  by 
the  latter  a  negotiable  instrument  ?  Is  a  "  Bearer  "  Cheque  a  negoti- 
able instrument  ? 

8.  Explain  the  general  form  and  uses  of  a  "Crossed  Cheque." 

9.  What  difierence  exists  as  regards  the  legal  effect  between  a 
Cheque  crossed   "  Coutts  &  Co."   and   a  similar  Cheque  crossed 
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10.  Does  the  fact  that  the  words  "  not  negotiable  "  appear  on  a 
Cheque  absolutely  forbid  its  being  transferred  by  one  person  to 
another  ?  To  what  extent  do  these  words  affect  trsuasfera  of  Cheques 
between  persons  ? 

12b. 

Cheques. 

1.  Explain  the  legal  effect  of  the  following  orosaing  appearing  on 
a  Cheque — 


2.  What  stamp  is  necessary  upon  a  Cheque?  Is  an  impressed 
stamp  obligatory? 

3.  What  legal  steps  must  be  immediately  taken  by  the  holder  of 
a  Cheque  that  is  dishonoured  ? 

4.  Explain  the  following  terms  written  by  Bankers,  upon  occasion, 
on  Cheques  presented  to  them — 

"  R/D  "  ;  "  N/S  »  ;  "  Account  closed." 

5.  Explain  the  following  terms — 

"  Effects  not  cleared  "  ;  "  Words  and  figures  differ." 

6.  Upon  the  happening  of  what  events  may  a  Banker  upon  whom 
it  is  drawn  refuse  to  honour  a  Cheque  although  sufficient  money  to 
pay  it  is  standing  to  the  credit  of  his  customer's  account  ? 

7.  Explain  to  what  extent  a  Cheque  and  a  Bill  of  Exchange 
possess  the  same  characteristics,  and  to  what  extent  they  differ  in 
form  and  use. 

8.  Is  it  possible  to  "cross"  a  Bill  of  Exchange  or  a  Promissory 
Note  ? 

9.  Is  it  necessary  that  Cheqiies  should  invariably  be  drawn  upon 
the  engraved  forms  siipplied  by  each  Bank  to  its  customers  ? 

10.  Give  a  form  of  Cheque  which  includes  a  form  of  receipt  to  be 
signed  at  the  foot  by  the  payee  of  the  Cheque.  Briefly  discuss  the 
advantages  of  Cheques  of  this  type. 

12c. 
Bills  of  Exchanoe. 

1.  Define  a  Bill  of  Exchange. 

2.  Explain  briefly  why  Bills  of  Exchange  are  used  to  so  large  an 
extent  in  the  settlement  of  commercial  transactions,  stating  the 
benefits  obtained  by  the  drawer  and  the  drawee  when  using  this 
method  of  discharging  the  obligations  between  them. 

3.  Give  a  form  of  a  Bill  of  Exchange  for  £120  drawn  by  J.  Jones 
&  Co.  of  Swansea  upon  R.  Harris  of  London,  accepted  by  the  latter 
payable  at  the  Bank  of  England,  London. 

4.  What  formalities  have  to  be  gone  through  in  the  case  of  dis- 
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honour — (1)  of  an  inland  bill,  (2)  of  a  foreign  bill  drawn  upon  a 
■merchant  in  this  country  ? 

5.  Explain  the  liability— (1)  of  an  acceptor  of  a  bill,  (2)  of  the 
drawer,  (3)  of  the  endorsers.  Compare  the  positions  of  these  persons 
as  regards  liability  upon  the  bill. 

6.  What  is  meant  by  a  "  documentary  "  bill  ?  Why  is  it  frequently 
easier  to  discoimt  a  documentary  bill  with  a  Banker  than  it  is  to 
discount  a  similar  bill  without  "  documents  attached  "? 

7.  Wilson  &  Co.  of  Calcutta  on  May  1,  1909,  sell  and  ship  to  Brown 
Brothers  of  London  by  ss.  Hoogly  a  quantity  of  jute  for  £1,000. 
Against  this  shipment  they  draw  a  bill  upon  Brown  Brotliers  at 
three  months'  date  for  £900,  "with  documents  attached  "  in  favoui 
of  the  National  Bank  of  India,  and  discount  the  bill  with  the  National 
Bank  of  India,  Calcutta,  for  £885.  Explain  the  nature  of  thia 
transaction,  give  the  form  of  the  bill,  and  show  the  entries  (in 
pounds  sterling)  requisite  to  correctly  record  the  matter  in  Wilson 
&  Co.'s  books. 

8.  Show  the  entries  requisite  to  record  in  Brown  Brothers'  books 
the  various  transactions  set  forth  in  Question  7,  including  payment 
of  the  bill  at  maturity. 

9.  Explain  the  functions  of  a  *'  Notary"  so  far  as  they  relate  to 
Bills  of  Exchange. 

10.  What  is  meant  by  the  terms  "usance"  and  ** tenor  "  as  ap- 
plied to  Bills  of  Exchange  ?  Explain  the  following  terms  used  in 
connection  with  Bills  of  Exchange — 

"At  sight," 
"On  demand,*' 
*'  Sixty  days  after  sight," 
"  Three  months  after  Date," 
What  are  "  days  of  grace  "  ? 

12d. 
Bills  of  Exchange  and  Promissory  Notes, 

1.  What  stamp  duty  is  payable  upon  Inland  Bills  of  Exchange 
drawn  for  the  following  sums — 

£75  ;  £100  ;  £100  15s.  ;  £2,000  ;  £3,461  19s.  2d. 
May    "postage  and  inland  revenue  stamps"   be  used    for  these 
bills  ? 

2.  What  stamp  duty  is  payable  upon  the  following — 

(1)  A  Bill  of  Exchange  for  £1,000  drawn  payable  "  on  demand,'' 

(2)  A  Promissory  Note  for  £1,000  made  payable  "on  demand  ?" 

3.  What  is  a  "  Promissory  Note  "  ? 

4.  Give  a  form  of  Promissory  Note  for  £500  signed  by  Owen 
Meredith,  payable  three  months  after  date,  dated  June  1,  1909,  to 
the  order  of  Rhys  Brothers. 

5.  Compare  (1)  the  characteristics  and  (2)  the  modern  commercial 
use  of  Promissory  Notes  and  Bills  of  Exchange, 

6.  Is  a  Promissory  Note  a  negotiable  instrument?  Is  a  Bill  of 
Exchange  a  negotiable,  instrument?  To  what  extent  do  the  re- 
spective liabilities  of  the  various  parties  to  a  Bill  of  Exchange 
compare  with  their  liabilities  if  a  Promissory  Note  had  been  used  in 
the  place  of  a  Bill  of  Exchange  ? 

7.  Define  a  "bank-note."  Does  a  Bank  of  England  note  require 
an  endorsement  ? 
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8.  Upon  a  Bill  of  Exchange  being  dishonoured  by  the  acceptor, 
and  being  paid  by  the  last  endorser  to  the  holder  of  the  bill,  what 
remedies  has  such  last  endorser  against  the  other  persons  whose 
names  appear  on  the  bill? 

9.  Define  "  Accommodation  Bills  "  and  "  House  Bills,"  and  explain 
the  circumstances  out  of  which  they  usually  arise.  Are  such  bills 
regarded  by  Bankers  with  the  same  degree  of  favour  as  other  Bills  of 
Exchange  ? 

10.  Why  are  good  Bills  of  Exchange  regarded  with  such  favour  as 
temporary  investments  by  the  Banks  discounting  them?  Upon 
what  circumstances  does  the  Banker  fix  the  rate  of  discount  at  which 
he  will  discount  bills  offered  to  him  by  a  customer  ? 


Note  A 

(Seep.  199.) 

The  term  "Usance"  is  rapiiUy  becoming  obsolete,  and  tables  of  " Usances " 
and  "Days  of  Grace"  are  practically  worthless.  Days  of  Grace  will  probably 
shortly  d.isai)pear  in  this  country,  as  they  have  already  in  many  countries. 

Note  B 

For  the  purpose  of  financing  the  war,  the  British  Government  issue!  large 
amounts  in  tlie  form  of  Treasury  Bills.  These  constitute  a  favourite  investment 
in  banking  aTid  flnaucial  circles,  and,  in  effect,  are  promissory  notes  of  the 
Treasuiy  payable  at  the  end  of  Qxed  periods  rani^ing  up  to  twelve  months 
from  the  date  of  issue.  The  bUs  are  for  round  sums,  and  do  not  bear  interest 
rights  on  the  face  of  them,  but  are  issued  at  a  discount,  which  provides  an 
interest  equivalent  for  purchasers.  Thus,  if  the  official  discount  rate  of  issue 
is  6  %  p.a.,  the  cost  of  a  twelve  months'  Treasury  Bill  for  £1,(X)0  would  be 
£940,  and  on  maturity  the  Treasury  would  cash  the  biU  for  £1,000. 


CHAPTEE  XIII 

SINGLE   ENTRY   BOOK-KEEPING 

It  was  pointed  out  to  the  student  in  Chapter  I  that  no 
system  of  book-keeping  can  be  deemed  satisfactory  which 
does  not — (a)  furnish  a  continuous  record  of  transactions ; 
(b)  show  at  any  time  the  amounts  due  to  and  from  the 
various  persons  dealt  with;  (c)  show  clearly  the  values 
placed  upon  the  assets  and  property  employed  in  the 
business,  together  with  the  additions  thereto,  and  the 
wastages  in  value  which  take  place  from  time  to  time; 
and  (d)  provide  the  means  of  grouping  together,  at  any 
time,  the  totals  of  the  transactions  recorded,  so  that  the 
trading  result  for  any  given  period,  and  the  financial 
position  at  its  close,  may  be  readily  ascertained. 

The  only  method  of  book-keeping  which  can  claim  to 
fulfil  these  requirements  satisfactorily  is  the  Double  Entry 
system.  The  Single  Entry  system,  which  it  is  the  purpose 
of  this  present  chapter  to  consider  briefly,  even  at  its  best 
quite  fails  to  satisfy  the  last  condition  set  out  above  (d) ; 
for  this  reason,  if  for  no  other,  its  rejection  as  a  satisfac- 
tory system  for  a  business  man  to  employ  is  inevitable. 

The  so-called  system  of  **  Single  Entry  "  is  difficult  to 
explain  to  the  student,  as  no  fixed  rules  or  scheme  can  be 
formulated  where  no  reliable  underlying  theory  exists,  as 
is  the  case  with  **  Double  Entry"  book-keeping.  In  fact, 
in  almost  every  case  where  books  are  kept  by  some 
method  other  than  "  Double  Entry,"  they  are  said  to  be 
kept  upon  the  "  Single  Entry  "  system ! 

Single  Entry  book-keeping,  or,  to  be  more  strictly  accur- 
ate, Single  Entry  book-keeping  plus  a  modicum  of  Double 
Entry  methods,  is  still,  unfortunately,  to  be  found  some- 
what extensively  employed  in  many  small  businesses 
where  but  little  attention  is  paid  to  the  books ;  and  faulty 
though  these  methods  undoubtedly  are,  they  consequently 
need  some  brief  examination  both  from  the  student's  and 
the  practising  accountant's  point  of  view. 
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Pure  "  Single  Entry  "  book-keeping  scarcely  exists  in 
practice,  the  system  usually  met  with  under  that  name 
being  a  compound  of  Single  and  Double  Entry.  The  former 
system  deals  only  with  accounts  having  a  personal  aspect, 
and  in  pure  Single  Entry  book-keeping  the  only  book  kept 
would  be  a  Ledger  containing  personal  accounts  opened 
for  the  parties  with  whom  the  trader  deals ;  such  a  Ledger 
would,  as  regards  form,  correspond  with  the  ordinary 
"  Personal "  Ledger  as  used  in  Double  Entry  book  keeping. 
Only  one  entry,  i.e.  the  one  necessary  in  the  personal 
account  of  the  party  dealt  with,  would  be  made  upon 
the  occurrence  of  each  transaction. 

It  will  be  obvious  that,  in  the  majority  of  businesses 
using  Single  Entry  methods,  this  personal  Ledger  w^ould' 
not  furnish  an  adequate  record  even  for  the  barest 
necessities  of  a  small  business;  an  infusion  of  Double 
Entry  methods,  albeit  a  partial  one,  is  therefore  added 
to  the  Single  Entry  system  pure  and  simple.  A  Cash 
Book,  kept  as  in  Double  Entry,  is  an  indispensable  neces- 
sity, and  it  is,  therefore,  included  in  this  composite  Single 
Entry  system,  although  methodical  posting  from  the  Cash 
Book  to  the  Ledger  does  not  take  place  in  every  instance. 

A  Personal  Ledger  is  kept,  as  in  pure  theoretical  Single 
Entry.  Entries  in  the  Cash  Book  referring  to  personal 
accounts  (i.  e.  moneys  received  from  debtors  and  paid  to. 
creditors)  are  posted  from  the  Cash  Book  to  the  accounts 
in  the  Personal  Ledger  just  as  is  the  case  in  Double  Entry 
book-keeping.  Cash  Book  entries  relating  to  accounts 
other  than  personal  ones  {e.  g.  those  relating  to  nominal 
accounts  such  as  "  Machinery,"  "  Salaries,"  etc.)  are  not 
posted  to  any  Ledger  accounts.  No  "  nominal "  accounts 
whatever  are  kept  with  the  exception  of  the  Cash  Book, 
nor,  with  the  exception  of  the  debtors,  are  any  accounts 
kept  to  record  the  assets  owned  by  or  used  in  the, 
business. 

"  Purchases  "  Books  and  "  Sales  "  Books  are  practical 
necessities  for  any  business  which  conducts  any  part  of 
its  operations  upon  credit,  and  these  books  are  conse- 
quently included  in  the  composite  Single  Entry  system; 
tne  purchases  and  sales  effected  are  posted  to  the  credit 
or  debit  of  the  relative  creditor's  or  debtor's  personal 
accounts  in  the  Ledger;  but  the  Purchases  and  Sales 
books  are  rarely  added  up,  and  even  in  cases  where  the 
additions  have  been  made,  the  total  arrived  at  is  not 
posted  anywhere  nor.  made  use  of  in  any  practical  way. 
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The  student  will  have  noted  that  the  composite  so-called 
Single  Entry  system  thus  illustrated  provides  the  follow- 
ing information  only  with  regard  to  the  active  working 
of  the  undertaking — 

1.  A  record  of   Cash  Eeceipts   and.  Payments  (Cash 

Book). 

2.  A  record  of  dealings  with  persons  (Ledger). 

3.  Eecords  of  goods  bought  and  sold  on  credit  ("  Pur- 

chases" Book  and  "  Sales  "  Book). 
These  records,  however,  are  not  linked  together  into  one 
system,  and  the  whole  method  is  disjointed  and  incomplete. 
The  trading  results  attained  by  any  business  in  which 
the  books  are  kept  by  Single  Entry  can  only  be  arrived 
at  by  the  crude  process  of  comparing  the  trader's  present 
net  worth  with  his  financial  position  as  at  some  previous 
given  date ;  the  difference  between  the  two  "net  worths" 
representing  the  net  gain  or  the  net  loss  on  trading  over 
the  selected  period,  according  as  the  present  "net,  worth  " 
exceeds  the  previous  "  net  worth  "  or  faUs  short  of  it. 
The  trader's  "  net  worth,"  or  "  Capital,"  at  any  given  date 
is  arrived  at  by  preparing  a  Balance  Sheet,  or  Statement 
of  Affairs.  For  this  purpose  the  trader's  books  are  em- 
ployed as  far  as  they  go  (i.  e.  for  cash,  debtors  and 
creditors),  and  the  trader's  memory,  or  any  memoranda 
he  may  possess,  must  be  relied  upon  for  particulars  of 
the  remainder  of  his  Assets  {e.g.  land,  buildings,  carts, 
horses,  etc.).  It  will  be  obvious  that  in  cases  where 
financial  statements  are  prepared  upon  such  inchoate 
information  there  is  a  considerable  risk  of  error,  and  the 
omission  of  various  material  items  through  forgetfulness 
is  by  no  means  unlikely.  If,  in  either  of  the  two  state- 
ments used,  for  the  purposes  of  comparison,  there  is  any 
inaccuracy,  the  Profit  (or  Loss)  figure  arrived  at  by  means 
of  the  comparison  of  the  two  capitals  shown  in  them  is 
yro  tanto  incorrect.  The  unscientific  nature  and  inherent 
weakness  of  this  method  of  preparing  Profit  and  Loss 
statements  is  thus  evident.  There  exists  also  in  this 
procedure  a  further  serious  defect,  which  is,  however,  un- 
avoidable, in  that  the  amount  of  the  Profit  or  Loss  is 
necessarily  arrived  at  as  a  single  net  figure,.  afOording 
no  detailed  information  whatever  as  to  how  the  trading 
result  has  arisen,  and  giving  no  useful  details  as  to  the 
various  expenses  incurred  in  carrying  on  the  business; 
the  source  of  the  increase  or  decrease  in  the  Profit  or 
Loss  for  the  period  therefore  cannot  be  ascertained;   it 
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will  be  needless  to  point  out  that,  for  practical  commercial 
purposes,  statements  prepared  in  this  manner  are  im- 
measurably inferior  as  compared  with  the  complete  and 
detailed  information  afforded  by  a  "  Trading  and  Profit  and 
Loss  Account "  compiled  under  Doable  Entry  methods. 

In  Single  Entry,  owing  to  the  fact  that  two  statements 
are  needed  in  order  to  ascertain  the  trading  result  (viz. 
one  at  the  beginning  of  the  period  and  one  at  the  end),  it 
will  be  obvious  that  the  certainty  of  error  is  involved  if 
the  former  of  the  two  statements  has  not  been  properly 
prepared;  in  such  cases  it  becomes  necessary  for  the 
trader  to  endeavour  to  estimate,  after  a  considerable  lapse 
of  time,  his  financial  position  at  the  previous  given  date. 
It  will  be  needless  to  further  emphasize  the  fact  that 
trading  results  arrived  at  upon  such  a  basis  cannot, 
under  any  circumstances,  be  regarded  as  reliable. 

By  way  of  illustration  two  Statements  are  set  out 
below,  showing  the  method  of  arriving  at  the  profits 
made  by  John  Smith,  whose  books  are  kept  by  "  Single 

Entry,"  for  the  year  ended  December  31,  1909 — 

* 
.  John  Smith. 


STATEMENT  OF  AFFAIRS,  December  31, 

1908 

Liabilities. 

Sundry  Creditors... 
Balance  (capital) ... 

£ 

950 

C55 

8. 

0 
0 

d. 

s 

Assets.           ' 

Machinery    and 

Plant i 

Office  Furniture.... 

Stock  on  hand | 

Sundry  Debtors. ... 
Cash  at  Bank 

£ 

£ 

520 
50 
810 
410 
315 

«. 

0 
0 
0 
0 
0 

d, 

0 
0 
0 
0 
0 

£11 1,605 

0|0 

1,605 

0 

-  J '    _ 

0 

During  the  year  1909  J.  Smith  drew  out  of  the  busi- 
ness, on  private  account,  £250,  and  at  the  close  of  the 
year  his  position  was  found  to  be  as  follows — 


John  Smith. 
STATEMENT 


OF  AFFAIRS,  December  31,  1909 


Liabilities. 

Sundry  Creditors... 
Balance  (capital) ... 

£ 

820 
1,199 

s. 

0 
0 

d. 

0 
0 

Assets. 

Machinery    and 

Plant 

Office  Furniture.... 

Stock  on  hand 

Sundry  Debtors.... 
Cash  at  Bank 

£ 

'    £ 

610 
46 
440 
614 
310 

0 
0 
0 
0 
0 

(2. 

i 

0 
0 
0 

£ 

-: — ■■  - 

2,019 

0 

0 

2,019 

0 

0 
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The  increase  in  the  "  Balance,"  or  Capital,  on  December 
31,  1909,  as  compared  with  the  previous  year,  is  £544. 
In  order  to  obtain  a  true  figure  of  profit  the  £250  drawn 
out  of  the  business  on  private  account  during  the  year 
must  be  added  to  this  increased  "Balance,"  as  this  sum, 
had  it  been  left  in  the  business,  would  have  increased 
the  Assets  to  this  extent.  In  this  way  we  get  at  the 
Profit  figure  for  the  year  ended  December  31,  1909,  viz. 
£544  +  £250,  i.  e.  £794. 

That  this  is  a  clumsy  and  unsatisfactory  method  of 
arriving  at  the  trading  profits  for  the  period  will  need  no 
further  demonstration.  No  details  are  available  for  com- 
parative purposes,  and  there  is  no  finality  about  the  results 
arrived  at,  owing  to  the  impossibility  of  bringing  the  books 
kept  on  this  system  to  a  "  balance."  It  will  be  obvious 
to  the  student  also  that,  under  these  circumstances,  fraud 
is  more  easily  committed,  owing  to  the  absence  of  the 
various  salutary  checks  imposed  by  the  Double  Entry 
system. 

If  a  trader  has  kept  his  books  upon  the  Single  Entry 
principle,  and  has  followed  the  methods  described 
above,  so  far  as  they  extend,  with  a  reasonable  degree 
of  exactitude,  it  is  possible,  by  various  adjustments,  to 
convert  his  incomplete  Single  Entry  book-keeping  records 
for  a  given  period  into  a  complete  Double  Entry  system. 

In  carrying  out  the  practice  of  posting  the  personal 
items  from  the  Cash  Book  in  the  Single  Entry  system  to 
the  Ledger  we  have  already  seen  a  modicum  of  Double 
Entry  methods,  and  the  conversion  of  the  remainder  of 
the  books  from  the  one  system  to  the  other  consists  of 
the  extension  of  this  rule. 

Assuming  that  the  Cash  Book,  Personal  Ledger,  Pur- 
chases Book  and  Sales  Book  have  been  kept  (with, 
possibly,  Eeturns  Books  and  Bill  Books),  the  process  of 
conversion  from  Single  Entry  to  Double  Elatry  proceeds 
upon  the  following  lines — 

1.  A  Nominal  Ledger  is  procured,  and  the  balances 
appearing  in  the  Statement  of  Affairs  prepared  at  the 
commencement  of  the  selected  period  are  entered  in  it, 
with  the  exception  of  the  cash,  debtors  and  creditors,  the 
necessary  records  of  which  already  appear  in  the  Cash 
Book  and  Personal  Ledger. 

The  opening  balances  are,  in  this  manner,  brought  into 
line  with  Double  Entry  principles. 

2.  In  the  Single  Entry  book-keeping  which  has  already 
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been  accomplished,  such  items  in  the  Cash  Book  as  relate 
to  personal  accounts  have  been  duly  posted  in  the  Personal 
Ledger.  It  remains,  therefore,  to  go  carefully  through 
the  Cash  Book  and  to  post  to  appropriate  accounts  to  be 
opened  in  the  Nominal  Ledger  all  the  "  impersonal  "  Cash 
Book  items.  The  Cash  Book  thus  becomes  an  ordinary 
Double  Entry  Cash  Book,  and  the  items  in  it  are  duly 
posted  according  to  Double  Entry  methods. 

3.  In  the  Single  Entry  work  already  carried  out,  tha 
Purchases  Book,  Sales  Book  (and,  possibly,  the  Eetums 
and  Bin  Books,  if  the  same-  have  been  kept)  have  been 
entered  up  and  posted  to  the  Personal  Ledger  accounts 
kept  for  the  persons  with  whom  the  transactions  were 
effected.  These  books  may  or  may  not  have  been  added  up ;, 
if  not  already  completed,  the  additions  must  be  made,  anet 
the  totals  thus  arrived  at  must  be  posted  in  the  Nominal: 
Ledger  to  appropriate  accounts,  just  as  is  the  case  ia 
ordinary  Double  Entry  book-keeping,  e.  g.  the  Sales  Book 
must  be  added  up  and  the  total  of  the  sales  for  the  period 
posted  to  the  credit  of  the  **  Sales  Account,"  and  so  on. 
In  this  manner  the  Double  Entry  for  the  sales,  purchases, 
etc.,  is  duly  achieved,  and  these  books  are  consequently 
also  brought  into  harmony  with  Double  Entry  principles. 

4.  Many  isolated  items  will  probably  be  found  in  the 
"  Single  Entry  "  Personal  Ledger  for  which  no  compensat- 
ing posting  has  been  effected,  such  as  "  discount "  allowed 
and  received,  "  returns  "  inwards  and  outwards,  "  allow- 
ances," "  transfers  "  from  one  account  to  another,  and  so 
forth.  Before  any  "  balance  "  of  the  books  can  be  arrived 
at,  it  is  necessary  that  the  compensating  Double  Entry 
for  all  these  items  shall  be  completed.  Items  of  this 
class  must,  therefore,  be  carefully  picked  out  from  the 
various  accounts  in  the  Ledger,  and  collected  and  analyzed 
into  totals  upon  sheets  of  paper  according  to  their  nature 
{e.g.  all  discounts  which  have  been  allowed  must  be 
picked  out  from  the  Ledger  upon  a  sheet  headed  "  Dis- 
counts allowed");..  The  total  of  each  class  of  item,  when 
ascertained,  must  be  posted  to  its  appropriate  account  ia 
the  Ledger,  and  upon  the  correct  side  of  that  account,  e.  g^ 
the  total  of  "  discounts  allowed,"  arrived  at  by  the  process 
of  extraction  from  the  Ledger  described  above,  must  be 
posted  to  the  debit  of  the  "  Discount  Account."  If  pre- 
ferred, these  entries  can  also,  of  course,  be  passed  through 
a  journal  if  it  is  desired  to  approximate  to  Double  Entry 
book-keeping  in  every  detail.. 
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5.  Any  other  entries  appearing  in  the  "  Single  Entry" 
books,  and  not  previously  dealt  with  under  one  or  other 
of  the  above  rules,  must  be  brought  into  Double  Entry 
semblance  in  Ulio  manner. 

The  foregoing  'measures  having  been  carried  through,  it 
will  be  recognized  that  their  combined  effect  is  to  complete 
the  Double  Entry  in  every  case,  starting  with  the  opening 
balances  and  continuing  through  every  transaction  to 
the  close  of  the  year  under  review.  A  complete  Doubte 
Entry  system  having  thus  been  brought  into  existence 
where  only  a  Single  Entry  system  existed  previously,  a 
Trial  Balance  can  now  be  prepared,  followed  by  a  Balance 
Sheet  and  a  Profit  and  Loss  Account  prepared  in  the 
ordinary  way. 

The  "  Single  Entry  "  system  of  book-keeping  must  not 
be  confused  by  the  student  with  the  "  Single  Account " 
method  of  preparing  a  Balance  Sheet.  Examination  can- 
didates not  infrequently  confuse  the  two  terms,  which  are 
by  no  means  synonymous. 

As  the  student  will  learn  at  a  later  stage  of  his  career, 
Balance  Sheets  are  sometimes  prepared,  in  accordance 
with  the  requirements  of  certain  statutory  forms,  in  two 
or  more  sections,  and  the  name  given  to  this  method  of 
accounting  is  "  the  Double  Account  System."  In  order 
to  distinguish  this  "  Double  Account "  Balance  Sheet 
from  the  common  form  of  Balance  Sheet  prepared  in  one 
single  statement  (like  those  illustrated  on  page  122),  the 
term  "  Single  Account  System  "  is  sometimes  employed; 
but  this  designation  has  no  reference  whatever  to  book- 
keeping by  Single  Entry  methods.  As  has  been  previously 
indicated,  a  proper  Balance  Sheet  prepared  on  the  "Single 
Account  System"  almost  invariably  pre-supposes  book- 
keeping by  Double  Entry. 

EXERCISES. 
13  a. 

1.  What  is  understood  by  pure  Single  Entry  book-keeping  ?  Is 
it  ever  found  in  practice? 

2.  What  form  of  book-keeping  in  modem  use  goes  by  the  name  of 
"  Cingle  Entry  book-keeping  "  ?    Is  this  designation  strictlj'^  correct  ? 

3.  Explain  to  what  extent  (if  any)  the  following  books  are  used 
in  modern  Single  Entry  book-keeping — 

Cash  Book, 

Sales  Book, 

Bills  Receivable  Book, 

Returns  B*x)k. 
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4.  What  are  (1)  the  disadvantages,  (2)  the  advantages,  of  Single 
Entry  book-keeping  as  compared  with  the  Double  Entry  system  ? 

5.  How  can  a  trader  who  keeps  his  books  by  "Single  Entry" 
ascertain  his  profits  for  a  given  period? 

6.  Compare,  from  the  standpoint  of  efficiency,  the  methods  of 
ascertaining  profits  under  Single  Entry  and  Double  Entry  bock- 
keeping  principles. 

7.  Explain  how  a  trader,  having  kept  his  books  accurately  upon 
Single  Entry  principles  (as  far  as  that  system  extends)  can  convert 
his  Single  Entry  book-keeping  for  a  given  period  into  Double  Entry 
book-keeping. 

8.  Discuss  the  following  proposition — "The  accuracy  of  profits 
ascertained  from  books  kept  upon  Single  Entry  principles  depends 
to  so  large  an  extent  upon  the  trader's  memory  that  the  Single 
Entry  system  of  arriving  at  profits  can  only  be  regarded  as  most 
unreliable. " 

9.  Discuss  the  following  statement—"  Book-keeping  by  Double 
Entry  is  worthy  of  being  called  a  system  ;  book-keeping  by  Single 
Entry  amounts  to  nothing  more  than  a  series  of  disconnected 
memoranda." 

10.  Differentiate  between  the  terms  "Single  Entry  System  "  and 
"  Single  Account  System  "  as  used  in  book-keeping. 

13b. 
The  financial  position  of  John  Higgins,  who  commenced  business 
on  January  1,  1909,  was  as  follows — 

Cash  at  \he  Bank 
Stock  of  goods  on  hand 
Plant  and  machinery    . 
Debtor — O.  Jones  . 
Creditor — ^V.  Murray     . 
The  following  transactions  took  place  during  January — 
1909. 

Jan.  2.     Drew  from  the  Bank  for  office  cash   . 
„     2.     Sold  to  O.  Jones  goods  on  credit 
,,     4.     Bought  goods  from  V.  Murray  (on 

credit) 139 

,,     5.     Received  from  O.  Jones  by  Cheque    . 

Allowed  him  discount     . 
,,     6.     Drew     Cheque     for     sundry     office 
expenses  ..... 

,,     6.     Paid  from  office  cash,  salaries    . 
,,     7.     Bought  goods  from   V.  Murray  (on 

credit) 6     5     4 

,,     7.     Sold  to  Wilkinson  &  Co.  goods  (on 

credit) 532  16    9 

,,     8.     Received     from    Wilkinson    &    Co. 

Cheque 530     0     0 

,,     8.     Received  from  Wilkinson  &  Co.  goods 
returned  as  unsuitable,  invoiced  to 

them  at 2  16     9 

„     9.     Paid  V.  Murray  by  Cheque  on  account       600     0    0 
,,   11.     Paid  from  office  cash  for  stationery 

and  postage  stamps       .         .         .  1  10  10 


£  s. 

412  10 

1,009  0 

80  0 

124  0 

609  5 

d. 
0 
0 
0 
0 
0 

uary — 

£  8. 

10  0 
16  0 

d. 
0 
0 

139  5 

135  0 

5  0 

1 
0 
0 

4  16 
3  10 

7 
6 
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1909.  £    s.  d. 

Jan.  12.     Sold  to  Morrison   &   Co.  goods   (on 

credit) 346  19    3 

,,  13.     Paid  V.  Murray  by  Cheque  further 

on  account 100    0    0 

Note. — All  cheques  received  are  banked  on  the  same  day,  and  all 
payments  are  made  by  Cheque  unless  otherwise  stated. 

From  the  above  details  write  up  John  Higgins's  books  by  Single 
Entry,  and,  including  the  matters  set  out  hereunder,  prepare  state- 
ments showing  John  Higgins's  position  as  on  January  13,  1909,  and 
the  profit  made  to  that  date. 

The  stock  on  hand  as  on  January  13, 1909,  was  valued  at£362  135.  4c?. 
Plant  and  machinery  on  hand  was  valued  on  January  13,  1909,  at 
£79.  The  stock  of  stationery  and  postage  stamps  on  hand  on 
January  13,  1909,  is  to  be  valued  at  £1  2s.  6d. 

13c. 

Richard  Hyston,  who  is  a  trader  in  a  small  way  of  business,  keeps 
his  books  by  Single  Entry,  but  now  finds  that  it  is  necessary  for  him 
to  ascertain  his  profit  for  the  period  December  31,  1905 — December 
31,  1908,  in  order  to  obtain  reduction  of  an  over-assessment  which 
has  been  made  upon  him  for  Income  Tax. 

He  furnishes  the  following  details  as  to  his  position  on  December 
31,  1905— 

Balance  at  Bank  to  his  credit  (as  per  pass-book) 
Stock  of  goods  on  hand  estimated  at 
Shop  fixtures  and  fittings  (valued  at  cost) 

Sundry  debtors 

Sundry  creditors 314 

He  also   furnishes   the  following  details  as   to 
December  31,  1908— 

Overdrawn  balance  at  Bank 
Stock  of  goods  on  hand 
Shop  fixtures  and  fittings  valued  at  . 
Sundry  debtors  .... 

Sundry  creditors        .... 


£ 

s. 

d. 

94 

9 

6 

200 

0 

0 

45 

0 

0 

132 

5 

9 

314 

16 

10 

his  posit 

Jon  on 

£ 

s. 

d. 

10 

5 

9 

392 

1 

5 

30 

0 

0 

342 

1 

9 

475  11     9 


During  the  three  years  he  has  withdrawn  from  the  business  in 

cash  £12  on  the  last  day  of  each  month  for  his  own  private  expenses. 

Prepare— (1)  Richard  Hyston's  Balance  Sheet  as  on  December  31, 

1908. 

(2)  A  statement  showing  what  profit  has  been  made  for 

the  period  December  31,  1905— December  31,  1908, 


13d. 

Upon  being  questioned  the  Mr.  Hyston  mentioned  in  the 
preceding  exercise  (c)  admits  that  his  memory  is  not  always 
reliable,  and,  upon  further  investigation,  the  following  facts  are 
brought  to  light  in  regard  to  the  statements  furnished  by  him  in 
the  preceding  question — 
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A.  In  the  statement  of  the  position  as  on  December  31,  IOCS': 

1.  Stock  of  goods  on  hand  should  have  been  £210. 

2.  Sundry  creditors  should  have  been  £319  17s.  5d. 

3.  The  value  of  a  cart  and  horse  (£35)  owned  by  Mr.  Hystdb 

has  been  entirely  omitted. 

B.  In  the  statement  of  the  position  as  on  December  31,  1908  : 

1.  Shop  fittings  and  fixtures  are  worth  only  £20,  not  £30  as 

stated. 

2.  Of  the  sundry  debtors  (£342  Is.  9d.)  debts  amounting  to 

£25  Is.  6c£.  are  absolutely  bad  ;  in  addition  to  this  a 
reserve  of  50  per  cent,  of  their  face  value  must  be  pro- 
vided on  debts  amounting  to  £22  10s.  M.  ;  the  remainder 
of  the  book  debts  are  good. 

3.  The  value  of  the  cart  and  horse  mentioned  above  may  now 

be  taken  at  £30,  and  an  additional  horse  bought  and  paid 
for  during  the  three  years,  and  estimated  to  be  worth 
£25,  must  be  taken  into  account  as  on  December  31,  1908. 

4.  During    the    six    months    ended    December    31,     1907, 

R.  Hyston's  drawings  were  at  the  rate  of  £14  per  month 
instead  of  £12  per  month  as  previously  stated  ;  the 
figure  of  £12  per  month  holds  good  for  all  the  other 
months  during  the  three  years  under  review. 

5.  On  December  31,  1908,  the  sum  of  £3  4s.  M.  was  in  the 

shop  till,  but  was  omitted  from  the  statement  furnished, 
and,  in  addition,  the  till  contained  an  I.O.U.  for  £1  lent 
to  a  carman,  which  sum  had  not  been  included  in  the 
sundry  debtors. 

From  the  foregoing  particulars  prepare  amended  statements 
showing  (1)  R.  Hyston's  position  as  on  December  31,  1908,  and 
(2)  the  net  profit  made  during  the  three  years  December  31,  1905— 
December  31,  1908, 

Answers.— 13b.  Net  Profit,  £86  6s.  M. 

13c.  Net  Profit  for  the  three  years,  £553  7s.  M. 
13d.  Net  Profit  for  the  three  years,  £538  5s.  lid. 


CHAPTEE  XIV 
Consignment  Accounts 

current  accounts  between  merchants 

A  TRADER  frequently  ships  goods  to  an  agent  abroad, 
for  sale  by  the  latter  on  his  (the  trader's)  account ;  such 
shipments  of  goods  are,  in  commercial  parlance,  termed 
"  Consignments." 

In  cases  where  goods  are  so  despatched  they  do  not 
become  the  property  of  the  agent  to  whom  they  are 
consigned  for  sale.  There  is  no  question  of  a  sale  having 
been  effected  as  between  the  trader  and  his  agent,  and  it 
is  only  when  the  agent  has  actually  sold  the  goods  on  the 
trader's  behalf  that  they  cease  to  be  the  latter's  property. 
A  pro  forma  *'  invoice"  is  sometimes  sent  by  the  trader 
to  the  agent  upon  the  despatch  to  him  of  the  goods,  but 
this  practice  is  merely  formal,  its  object  being  to  give  the 
agent  instructions  as  to  the  minimum  prices  at  which  he 
may  sell  the  goods,  and  the  position,  from  the  accounting 
point  of  view,  is  not  affected  thereby. 

In  return  for  his  services  in  disposing  of  the  goods 
consigned  to  him,  the  agent  is  remunerated  by  means  of 
a  "commission,"  the  amount  of  which  is  usually  based 
upon  the  money  product  obtained  by  means  of  the  sale  of 
the  goods  consigned.  Since  the  agent  sells  the  goods 
only  as  agent  on  behalf  of  the  shipper  and  not  upon  his 
own  account,  it  follows  that,  in  connection  with  any  sales 
made  by  his  agent  on  credit,  the  shipper  must  run  all  the 
attendant  risks  and  must  bear  the  loss  arising  out  of 
insolvency  on  the  part  of  any  purchaser,  should  it  occur, 
even  though  he  may  not  even  know  the  name  of  such 
purchaser.  In  order  to  avoid  losses  of  this  description  it 
is  frequently  arranged  between  the  home  trader  (the 
**  Consig3K)r ")  and  the  agent  to  whom  goods  are  sent 
(the  "Consignee")  that  any  losses  arising  in  consequence 
of  the  subsequent  insolvency  of  purchasers  shall  be  borne 
by  the  consignee  instead  of  by  the  consignor — the  rate 
of  commission  payable  in  these  cases  being  proportion- 
ately higher.  This  arrangement  is  termed  "  Del  Credere." 
The   "Del  Credere"   commission  is  frequently  shown 
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separately  from,  and  in  addition  to,  the  ordinary  "selling" 
commission. 

Consignments  despatched  by  a  home  trader  to  an 
agent  for  sale  on  his  (the  trader's)  behalf  are,  as  regards 
the  home  trader's  books,  termed  "  Consignments  Out- 
wards " ;  in  the  books  of  the  agent  they  are  called  "  Con- 
signments Inwards,"  and  obviously  the  book-keeping 
methods  of  dealing  with  a  consignment  require  explana- 
tion both  as  regards  the  books  of  the  "  Consignor  "  and 
the  books  of  the  "  Consignee." 

In  thus  consigning  goods  to  an  agent  abroad,  the  con- 
signor is  temporarily  deprived  of  a  portion  of  his  working 
capital,  until  such  time,  in  fact,  as  the  proceeds  obtained 
by  the  sale  of  the  goods  are  received  by  him.  If  the 
goods  consigned  are  of  the  consignor's  own  manufacture, 
they  represent  money  already  expended  by  him  in  raw 
material  and  wages,  and,  if  purchased  by  him  in  a 
manufactured  state,  they  represent  a  liability  which,  in 
due  course,  he  will  have  to  meet. 

To  avoid  this  inconvenience  to  the  consignor  a 
particular  kind  of  bill  called  a  "Documentary  Bill,"  is 
brought  into  play.  The  consignor  draws  upon  the 
consignee  a  Bill  of  Exchange,  due  some  months  ahead, 
in  anticipation  of  the  proceeds  of  the  consignment, 
and  attaches  to  it  the  "Bill  of  Lading"  (i.e.  the  docu- 
ment of  title  issued  by  the  shipping  company  in  exchange 
for  the  goods),  and  sells  ("  discounts ")  the  Bill  ot 
Exchange  (with  the  Bill  of  Lading  attached  thereto 
as  security)  to  a  banker  having  a  branch,  or  agency, 
in  the  consignee's  city.  This  Bill  of  Exchange  is 
usually  drawn  for  a  sum  considerably  less  than  the 
real  value  of  the  goods,  in  order  that  the  banker  who 
buys  it  and  the  consignee  who  subsequently  pays  it  may 
be  amply  secured. 

The  banker  who  has  bought  a  bill  of  this  description 
sends  it  to  his  agent  in  the  consignee's  city,  and  the 
consignee  can  thereupon  secure  the  liberation  of  the 
whole  of  the  goods  on  paying  the  amount  of  the  bill 
(under  a  "  rebate  allowance  "  for  prepayment) ;  or  he  has 
the  option  of  taking  delivery  of  the  goods  piecemeal  on 
paying  proportionate  instalments  of  the  bill ;  or,  if  the 
consignee  be  a  trader  of  undoubted  financial  stabUifcy,  the 
local  bank  holding  the  bill  will  frequently  deliver  to  him 
the  Bills  of  Lading  in  exchange  for  his  acceptance  alone 
written  on  the  bill. 

When  the  goods  have  been  sold  and  the  consignee  in 
due  course  remits  the  proceeds  of  the  consignment  to  his 
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principal,  he,  of  course,  deducts  the  amount  of  any  bills 
he  may  have  accepted  against  such  proceeds. 

The  Consignor's  Books 

When  goods  are  despatched  "  on  consignment  "  they 
must  not  be  debited  to  the  consignee's  Personal  Account, 
for,  as  has  been  previously  explained,  he  is  not  in  the 
position  of  a  debtor  to  the  consignor  until  the  goods 
consigned  have  been  actually  sold  by  him. 

The  goods  comprised  in  the  consignment  should  be 
debited,  at  cost  *  price,  to  a  special  Ledger  account  opened 
for  the  particular  consignment,  headed  "  Consignment  to 
A.B."  (the  agent's  name  being  inserted),  and  credited  to 
•'  Consignments  Outwards  Account."  In  businesses 
where  consignments  are  numerous  a  "  Consignment 
Ledger  "  is  usually  kept.  To  the  account  opened  for  each 
consignment  should  be  debited  all  charges,  e.  g.  freight, 
insurance,  duty,  etc.,  disbursed  by  the  consignor  in  con- 
nection with  the  shipment  of  the  goods.  The  net  pro- 
ceeds of  the  goods,  as  and  when  they  are  sold  by  the 
consignee,  are  credited  to  the  Consignment  Account  and 
debited  to  the  Personal  Account  of  the  consignee,  because 
he  naturally  becomes  responsible  for  the  resulting  pro- 
ceeds immediately  he  has  sold  the  goods.  By  the  term 
"net  proceeds"  used  in  this  connection  is  meant  the 
gross  selling  price  of  the  goods  less  all  the  charges 
disbursed  by  the  consignee,  and,  of  course,  less  the 
consignee's  commission.  A  statement  termed  an 
**  Account  Sales "  is  rendered  by  the  consignee  to  the 
consignor  (sometimes  as  and  when  parcels  of  the  goods 
have  been  sold,  and  sometimes  at  the  close  of  the  trans- 
action), in  which  these  details  are  set  forth.  A  specimen 
*'  Account  Sales  "  will  be  found  on  p.  218.  Any  remit- 
tances received  from  the  consignee  are  credited  to  his  Per- 
sonal Account  in  the  ordinary  way,  and  any  drafts  drawn 
upon  the  consignee  in  anticipation  of  the  proceeds  of  the 
consignment  are  similarly  credited  in  the  same  account. 

When  preparing  the  annual  accounts  of  the  consignor, 
the  balance  of  the  Consignment  Outwards  Account  is 
transferred  to  the  credit  of  the  Trading  Account,  and 
such  consignment  accounts  as  may  remain  open  at  the 
date  when  the  books  are  balanced,  which  represent  un- 
realized goods  "  on  consignment,"  should  be  brought  into 
the  accounts  as  Assets  at  the  cost  price  only  of  such 
goods,  together  with  any  charges  paid  thereon  to  date. 

*  The  goods  are  taken  at  cost  because,  until  sold,  they  merely 
represent  so  much  stock  transferred  from  one  place  to  another. 
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In  cases  where  the  goods  represented  by  the  consign- 
ment are  partly  sold,  each  account  must  be  treated  upon 
its  merits.  The  charges  paid,  if  they  cover  the  whole 
of  the  consignment,  will  need  careful  apportionment  as 
between  the  goods  sold  and  those  which  remain  unsold. 

The  method  of  the  treatment  of  consignments  in  the 
consignor's  books  as  described  above  is  illustrated  in  the 
subjoined  example — 

Example,  — On  January  1, 1909,  Wilson  Bros,  ship  upon  consignment 
to  Denniston  &  Co.,  of  Durban,  for  sale  by  the  latter,  upon  Wilson 
Bros.'  account,  50  cases  of  Manchester  goods  invoiced  pro  forma 
at  ^15  10s.  per  case.  A  commission  of  2\  per  cent,  is  payable 
on  sales,  plus  an  additional  charge  of  1  per  cent,  upon  sales  for  Del 
Credere  commission. 

Wilson  Bros,  pay  in  connection  with  this  consignment  :  Freight 
£24  10s.  and  Insurance  £5,  and  draw  on  Denniston  &  Co.  at  three 
months'  sight  for  £500  against  the  shipment,  selling  the  bill  to  the 
Natal  Bank. 

Denniston  &  Co.  sell  for  cash  on  March  24,  20  cases  of  goods 
at  £22  6s.  per  case  ;  on  April  8,  21  cases  at  £21  per  case  ;  and 
on  the  9th  ol  April,  9  cases  at  £25  per  case.  They  accept  Wilson 
Bros.'  draft  on  February  1,  1909,  and  obtain  immediate  delivery 
of  the  goods  from  the  Bank.  They  forward  to  Wilson  Bros,  an 
'•Account  Sales"  on  April  15,  deducting  therein  the  commission 
due  to  them  at  the  agreed  rates  ;  their  disbursements  on  account 
of  the  consignment  are  :  Landing  Charges,  £4  ;  Storage,  Insurance, 
and  Sundries,  £14  5s.  They  remit  a  Bank  Draft  for  £554  16s.  Id.  to 
close  the  transaction,  the  question  of  interest  being  waived  on  each 
side. 

The  foregoing  transactions  are  shown  as  they  would  appear  in 
the  books  of  Wilson  Bros.  ;  at  the  end  of  the  section  dealing 
with  the  consignee's  accounts  the  transactions  are  again  shown  as 
they  would  appear  in  Denniston  &  Co.'s  books. 

ACCOUNT  SALES  of  50  Cases  of  Manchester  Goods  received 
from  WILSON  BROS.,  London,  per  ss.  Doric  Castle, 
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Proceeds  20  cases  goods  at  £22  6  0 
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iVoie.— Draft  £500  accepted  against  above  con-       , 

1  1,054     16  i    7 

signment,  Feb.  1,  1909,  due  May  4,  1909. 

E.  &  0.  E. 

Durban,  April  15,  1909. 

Denniston  d;  Co. 

Dr. 
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Consignee's  Books 

In  the  books  of  the  consignee  the  method  of  recording 
the  history  of  the  consignment  is  comparatively  simple. 

Upon  receipt  of  the  consignment  and  the  jpro  forma 
invoice  accompanying  it,  no  entry  in  the  books  of  account 
is  made,  inasmuch  as  the  goods  do  not  become  at  any 
time  the  property  of  the  consignee,  and  he  is  only  con- 
cerned therefore  in  accounting,  in  due  course,  for  the 
proceeds,  as  and  when  obtained  by  the  sale  of  the  goods. 
An  entry  recording  the  receipt  of  the  consignment  and 
the  various  details  regarding  it  is  made  in  a  Memorandum 
or  Statement  book  kept  by  the  consignee.  Books  of  this 
description  are  usually  termed  "  Consignments  Book  In- 
wards "  or  "  Outwards,"  according  as  the  entries  recorded 
therein  affect  the  keeper  of  the  book. 

Any  drafts  which  may  be  drawn  by  the  consignor 
against  the  proceeds  of  the  consignment  and  accepted 
by  the  consignee  are  debited  by  the  latter  in  the  Personal 
Current  Account  kept  by  the  consignee  under  the  name 
of  the  consignor. 
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All  the  charges  disbursed  by  the  consignee  on  the 
consignor's  behalf  in  connection  with  the  consignment 
are  also  debited  to  this  account.  The  proceeds  of  the 
consignment,  whether  sold  for  cash  or  upon  credit,  are 
credited  to  the  Personal  Account  of  the  consignor,  the 
corresponding  debit  being  to  "  Cash,"  or  to  the  Personal 
Account  of  the  purchaser  of  the  goods,  according  as  the 
sales  have  been  for  cash  or  upon  credit.  Any  payments 
or  remittances  of  the  resulting  proceeds  made  by  the 
consignee  to  or  on  account  of  the  consignor  are  debited 
to  the  latter's  account. 

The  above  principles  are  illustrated  in  the  subjoined 
example,  wherein  the  transactions  appearing  in  Denniston 
&  Co.'s  (the  consignee's)  books  relative  to  the  consign- 
ment set  out  previously  in  this  chapter  are  passed 
through  their  books,  their  account  with  Wilson  Bros, 
(the  consignors)  being  shown. 


DENNISTON    &    CO.'S    LEDGER 
Wilson  Bros.,  London  (re  consignment  ex  ss.  Doric  Castle) 
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The  following  terms  are  frequently  used  in  preparing 
Account  Sales  in  connection  with  quantities  or  parcels 
of  goods,  viz.  "  Gross  Weight,"  "  Tare "  and  "  Net 
Weight,"  and  it  may  be  useful  to  explain  them  here 
briefly — 

The  "  Gross  Weight "  or  "  Gross  "  is  the  weight  of 
goods  or  commodities  as  packed,  i.  e.  including  the 
weight  of  the  cask,  crate,  box  or  material  in  which 
they  are  contained. 
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"Tare"  signifies  the  weight  of  the  crate,  cask, 
box  or  material  containing  the  goods  if  weighed 
separately  from  the  goods  themselves. 

The  "Net  Weight"  or  "Net"  is  obtained  by  de- 
ducting the  "Tare"  from  the  "Gross  Weight," 
and  represents  the  actual  weight  of  the  goods 
themselves. 

E.  g.  if  in  connection  with  a  consignment  of  coffee  the 
weights  are  thus  stated,  viz.  Gross,  100  cwt. ;  Tare, 
3  cwt. ;  Net,  97  cwt.,  the  interpretation  is  that  97  cwt. 
of  coffee  were  contained  in  a  package  weighing  3  cwt., 
the  total  weight  of  the  goods  and  packing  thus  being 
100  cwt. 

In  dealing  with  goods  sold  on  consignment  the  student 
should  always  be  careful  to  work  out  any  requisite  figure 
of  proceeds  on  the  basis  of  the  "  Net  "  weight,  as  obviously 
the  purchaser  cannot  be  expected  to  pay  for  compara- 
tively inexpensive  packing  materials  at  the  prices  of 
valuable  goods.  The  value  of  packages  is  usually  ignored 
in  examination  questions. 

Current  Accounts  between  Merchants 

In  cases  where  considerable  balances  may,  from  time 
to  time,  be  owing  as  between  merchants  and  their  foreign 
agents,  it  is  customary  for  interest  to  be  allowed  by  the 
one  party  to  the  other  upon  the  current  balance  of 
account  between  them.  In  this  manner  the  party  who 
is  the  creditor  in  the  transaction  obtains  some  com- 
pensation for  the  temporary  loss  of  the  use  of  the  moneys 
allowed  to  remain  by  him  in  his  debtor's  hands,  and  vice 
versa. 

Many  methods  of  charging  this  interest  exist,  but> 
owing  to  considerations  of  space,  it  is  deemed  to  be 
necessary  only  to  illustrate  here  one  of  the  most  usual 
systems. 

It  will  be  remembered  that  the  interest  for  any  given 
time  upon  any  sum  of  money  may  be  calculated  according 
to  the  following  formula — ■ 

Principal  x  number  of  days  x  rate 

^       .     ^  ^  ^        ^  per  cent,  per  annum 

Eequired  Interest  = TonT    S65 

In  working  out  the  total  interest  upon  a  number  of 
consecutive  daily  (or  other  periodical)  balances  it  is 
suf&cient  to  multiply  each  balance  (Principal)  by  the 
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period  of  time  for  which  it  exists  unaltered,  and  to  add 
together  the  products  so  obtained ;  the  multiplication  o£ 
this  total  of  products  by  the  rate  per  cent,  allowed,  and 
its  subsequent  division  by  36,500,  will  produce  one  figure 
of  interest  in  sterling,  and  this  resulting  figure  represents 
the  total  interest  upon  the  whole  of  the  successive 
balances. 

This  method  of  calculating  interest  upon  the  current 
balance  of  an  "  Account  Current  "  is  customary  among 
bankers,  in  whose  Ledgers  extra  columns  are  provided 
for  (1)  the  insertion  of  the  daily  or  other  periodical 
balances,  (2)  the  number  of  days  for  which  such  balance 
has  remained  unchanged,  and  (3)  the  product  obtained 
by  multiplying  together  the  number  of  pounds  in  the 
balance  and  the  number  of  days.  Column  No.  3  (Pro- 
duct column), is  added  at  the  end  of  any  given  period, 
and  by  multiplying  thisi  total  by  the  rate  per  cent,  per 
annum  allowed,  and  by  its  division  by  36,500,  a  net 
figure  of  interest  is  obtained  which  represents  the 
necessary  allowance  to  the  customer. 

This  system  may  also  be  adopted  as  between  merchants, 
but  it  obviously  necessitates  the  extension  of  each  daily 
balance  on  a  separate  statement.  It  is  customary, 
therefore,  in  commercial  practice,  to  calculate  interest  in 
a  way  which  may,  at  first  sight,  appear  more  cumbersome, 
but  which  produces  the  same  result  without  involving 
the  tedious  extraction  of  daily  balances.  Instead  of  each 
daily  balance  being  multiplied  by  the  number  of  days  for 
which  it  remains  unchanged,  each  item  on  either  side  of 
the  account  is  multiplied  by  the  number  of  days  elapsing 
between  the  date  of  its  happening  and  the  starting  date 
of  the  account  (or  the  date  up  to  which  interest  was 
last  calculated  upon  the  account  being  ruled  off  and 
balanced).  The  total  of  the  products  thus  obtained  on 
the  Debit  side  of  the  account  is  offset  against  the  total  of 
the  products  obtained  on  the  Credit  side  of  the  account, 
and  the  difference  between  the  two  total  products  is 
subjected  to  the  same  process  of  multiplication  by  the 
rate  per  cent,  per  annum  and  the  division  by  36,500  as 
in  the  "daily  balance"  method  explained  above.  The 
net  figure  of  interest  so  obtained  in  sterling,  appearing 
on  the  Debit  or  Credit  side  according  as  the  case  may 
be,  is  the  net  amount  to  be  allowed  or  charged  to  the 
customer  by  the  merchant  in  whose  books  the  account 
in  question  is  running. 
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A  specimen  form  of  an  account  cm-rent  between  two 
merchants,  whereon  interest  is  running  at  5  per  cent, 
per  annum,  appears  on  p.  223.  It  must  be  noted  that 
in  such  accounts  balances  are  brought  down  under  the 
date  of  the  closing  day  of  each  period  (e.  g.  April  30  and 
June  30),  and  not,  according  to  the  more  customary  usage, 
under  the  date  of  the  opening  day  of  each  succeeding  period 
(e.g.  May  1  and  July  1).  This  precaution  is  necessary 
in  order  that  a  day's  interest  may  not  be  omitted. 


EXERCISES 
14a. 

1.  Explain  briefly  the  nature,  objects  and  methods  customary  in 
connection  with  ' '  consignments  "  of  goods  from  one  merchant  to 
another. 

2.  Differentiate  between  "  Sales  "  and  **  Consignments,"  explain- 
ing the  principal  features  of  each. 

3.  What  is  a  "  Del  Credere  "  commission?  What  benefit  accrues 
to  the  consignor  through  its  payment  ? 

4.  What  is  an  "  Account  Sales  "  ? 

5.  What  is  the  legal  position  of  a  consignee  as  regards  goods 
shipped  to  him  "  on  consignment  "  ?  Are  such  goods  his  property  at 
any  time  during  the  transaction  ? 

6.  Explain  what  is  meant  by  a  consignor  "  drawing  a  bill  upon 
his  consignee  against  the  goods  consigned."  What  happens  to  such 
a  bill,  and  wherein  does  the  consignor  derive  benefit  from  the  pro- 
cedure ? 

7.  Explain  the  entries  made  by  a  consignee  in  his  books — 

(a).  On  the  receipt  of  the  consignment, 

(b)  On  the  sale  of  a  portion  of  it, 

(c)  On  remitting  to  the  consignor  the  net  proceeds  of  the 

sale  of  the  goods. 

8.  How  should  consignment  accounts  which  are  still  open  at 
the  date  of  balancing  be  dealt  with  in  the  books  of  a  consignor  ? 

9.  Explain  the  working  of  a  current  account  between  merchants 
in  which  interest  is  to  be  worked  on  the  account  from  day  to  day. 

10.  Explain  the  terms  "Gross  Weight,"  "Tare,"  and  "Net 
Weight "  as  used  in  an  account  sales. 

14b. 

Arabi  Kaid  &  Co.  of  Smyrna  forward  to  H.  Hope  &  Co.  of 
London  a  consignment  of  100  half  bales  of  coffee  marked  "A.  K.  & 
Co."  for  sale  on  commission  (including  Del  Credere)  of  1^  per  cent, 
on  the  proceeds. 

The  weights  of  the  coffee  were — 

Gross         ...                 .  154  cwt.  3  qrs.  14  lb. 

Tare 8  cwt.  0  qrs.  14  lb. 

The  coffee  was  sold  at  6ls.  per  cwt. ,  less  1  per  cent,  discount  for 
cash.     Hope  &  Co. 'a  charges  were  as  fol^ws — 


£ 

s.    d. 

2 

4  10 

5 

9  10 

2 

10    0 

10 

9     1 

4 

2    8 

CONSIGNMENT  ACCOUNTS  225 


Brokerage,  \  per  cent. 
Landing  Charges 
Fire  Insurance 
Rent 

Marine  Insurance    . 
Commission  and  Del  Credere,  1^  per  cent,  on  Sales. 
From  the  above  particulars  prepare  the   Account  Sales  to  be 
rendered  under  date  June  1,  1909,  by  Hope  &  Co.  to  Arabi  Kaid 
&Co. 

14c. 
Pollock  Bros,  of  Swansea  purchased  and  consigned  on  June  1, 
1909,  2,000  tons  of  Welsh  Steam  Coal  to  Gremaud  Freres  of  Mar- 
seilles, per  ss.  Louise,  the  coal  being  invoiced  at  10s.  per  ton,  this 
being  the  cost  of  the  coal  to  Pollock  Bros. 

Against  this  consignment  Pollock  Bros,  drew  a  draft  at  thirty 
days'  date  upon  Gremaud  Freres  for  £500,  the  draft  being  dated 
June  2,  1909.  This  draft  was  sold  to  the  Comptoir  National 
d'Escompte  de  Paris  in  London  for  £498. 

Pollock  Bros,  paid  the  following  charges  on  the  consignment — 

£ 
Freight,  2,000  tons  at  Is.  per  ton  .  .  .  100 
Insurance,  £1,100  at  2s.  percent.  ...  1 

Loading  and  dock  charges  at  Swansea    .         .         10 
Railway  charges  to  Swansea,  6d.  per  ton         .         50 
Gremaud  Freres  received  the  consignment  of  coal  on  June  8  and 
effected  the  following  sales  for  cash — 

frs. 

1,000  tons  at  frs.  20  per  ton 20,000 

1,000  tons  at  frs.  21  per  ton 21,000 

frs.  41,000 
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Gremaud  Freres  rendered  on  June  10  an  Account  Sales  for  the 
above  proceeds,  including  the  following  charges — 

frs. 

Dock  charges  at  Marseilles 6?5 

Sundry  Disbursements    ......         555 

Gremaud  Freres'  commission  on  sales,  2  per  cent.  .         820 

frs.     2,000 

Gremaud  Freres  accepted  Pollock  Bros.'  draft  for  the  equivalent 
in  francs  of  £500,  i.  e.  frs.  12,500,  and  remitted  a  draft  on  London  for 
the  equivalent- of  the  net  proceeds  of  the  consignment  after  deduct- 
ing the  £500  draft,  as  under — 

frs. 
Gross  proceeds  of  consignment        ....    41,000 
Deduct  charges 2,000 

39,000 
Deduct  £500  acceptance 12,500 

Draft  on  London  obtained  for  £1,060,  equivalent 

of frs.  26,500 

X^ote, — Twenty-five  francs  have  been  taken  as  the  equivalent  of  £1. 
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Show  the  transactions  relating  to  the  foregoing  consignment—" 

1.  In  the  books  of  Pollock  Bros,  (in  pounds  sterling). 

2.  In  the  books  of  Gremaud  Freres  (in  francs). 

14d. 

Show  the  following  transactions  in  the  form  of  an  Account  Current 
bearing  interest  at  5  per  cent,  per  annum,  to  be  rendered  by 
Murphy  &  Co.  of  London,  to  Gellibrand  Bros,  of  Cape  Town,  made 
up  to  June  30,  1909. 

1908.  £     s.    d. 
Dec.  31.     Debit  Balance  owing  to  Murphy  & 

1909.  Co.  by  Gellibrand  Bros.         .         .     1,000    0    0 
Jan.    15.     Murphy     &    Co.    paid    R.    Jones 

for  account  of  Gellibrand  Bros     .         200    0    0 
Mar.  24.     Gellibrand  Bros,  remitted  Murphy 

&  Co.  by  Bank  Draft   .         .         .      1,000    0    a 
April  15.     Murphy    &    Co.     sold    Gellibrand 

Bros,  goods  invoiced  at        .         .         192    0    0 
May     3.     Murphy  &  Co.  paid  on  account  of 
Gellibrand  Bros. — 
To  W.  Herries      .... 
,,   R.  Herries        .... 
,,    Mrs.  H.  Herries 
June    9.     Murphy  &  Co.   paid  on  account  of 
Gellibrand  Bros.  — 
To  the  Northern  Weaving  Co.,  Ltd. 
,,  Union  Castle  Mail  SS.  Co. 
June  11.     Murphy  &  Co.  received  a  parcel  of 
bullion  remitted  to  them  by  Gelli- 
brand Bros,  for  sale  on  the  latter's 

account 1,029    0    0 

And      paid    assaying    charges 

thereon.         .         .         .         .  4    0    0 

Answers. — 

14b.  Net  proceeds  after  deducting  all  charges  and  commission^ 
£411  lis.  U. 

14c.  Pollock  &  Co.'s  books  : — Net  Profit  on  consignment, 
£398  13s.  M.  Totals  of  Consignment  Account,  £1,560  Os.  Od.  Gre- 
maud Freres  : — Totals  of  Consignment  Account,   41,000  frs. 

14d.  Credit  Balance  of  Account  at  June  30,  1909,  £179  2s.  9ct 
Interest,  debit,  £16  17s.  M. 
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CHAPTEE  XV 

PAETNERSHIP   ACCOUNTS 

The  student  may  probably  have  noted  that  the  accounts 
previously  iUustrated  in  this  treatise  relate,  for  the  most 
part,  to  cases  where  the  undertaking  is  the  sole  property 
of  one  person  trading  on  his  own  account. 

In  small  business  undertakings  the  "  sole  trader  "  is 
generally  the  only  person  who  has  any  stake  in  the 
concern ;  on  the  other  hand,  large  private  mercantile 
businesses  more  frequently  belong  to  a  number  of  joint 
proprietors,  trading  in  common  with  a  view  to  mutual 
profit,  and  jointly  sharing  in  the  direction  of  the  under- 
taking. This  trading  relation  is  known  as  a  Partner- 
ship, and  the  joint  owners  are  known  as  Partners. 

The  Partnership  Act,  1890,  defines  partnership  as  being 
"  the  relation  which  subsists  between  persons  carrying 
on  a  business  in  common  with  a  view  of  profit." 

Under  the  provisions  of  the  Companies  (Consolidation) 
Act,  1908,  section  1,  no  partnership  may  be  formed 
consisting  of  more  than  twenty  persons,  unless  it  is 
registered  as  a  company.  In  the  case  of  banks  the 
partners  may  not  exceed  ten  in  number,  unless  registered 
under  the  Companies  Acts. 

The  accounts  of  a  business  which  is  the  property  of  a 
partnership  naturally  differ,  as  regards  the  capital  accounts 
and  the  division  of  profits,  from  the  accounts  of  a  sole 
trader,  although,  as  regards  the  detailed  transactions  re- 
cording the  trading  side  of  the  business  (i.  e.  the  purchases, 
sales,  expenses,  etc.),  they  are  identical  with  those  of  a 
sole  trader,  as  already  described  in  previous  chapters. 

The  main  characteristics,  so  far  as  they  concern  us 
here,  of  an  ordinary  partnership  are  as  follows — 

1.  All  the  partners  in  a  firm  are  individually  liable 
for  the  whole  of  the  partnership  debts. 

Note. — Partnerships  in  which  the  liability  of 
one  or  more  of  the  members  may  be  limited  to 
a  certain  specified   sum   can   now    be    formed 
227 
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under  the  "  Limited  Partnership  Act,  1908," 
but  are  not  very  frequently  met  with. 

2.  All  partners  contribute,  as  a  rule,   "Capital"  to 

the  common  fund,  although  their  contributions 
may,  and  frequently  do,  differ  in  amount. 

3.  All  partners  share  in  profits  and  share  the  losses ; 

the  proportions  in  which  they  divide  may  differ 
or  vary  as  between  different  partners,  and  may 
or  may  not  be  calculated  according  to  the 
proportionate  amount  of  the  capital  contributed 
by  each  partner. 

4.  All  partners  are  entitled,  in  the  absence  of  any 

agreement   to   the    contrary,  to   share   in   the 
direction    of    the    undertaking,    but    are    not 
entitled,   in   the   absence   of    a   special   agree- 
ment,  to  any  salary  for  so  acting. 
These  matters,  and  others  which  do  not  concern  us  for 
present  purposes,  are  detailed  in  an  agreement  called  a 
Deed  (or  Articles)  of  Partnership,  which  is  signed  by  all 
the  Partners  constituting  the  firm,  and  forms  the  basis  of 
their  rights,  and  duties  inter  se.     Articles  of  Partnership 
are  advisable  but  not  compulsory. 

Every  properly- drawn  Deed  of  Partnership  contains 
Clauses  dealing  with  the  undermentioned  matters  affecting 
the  partnership  accounts — 

{a)  The  Capital  arrangements  of  the  partnership,  the 
proportionate  shares  in  which  it  is  to  be  con- 
tributed, and  any  agreement  there  may  be  as  to 
whether  such  contributions  are  to  be  "  fixed  "  in 
amount. 
{h)  The  agreed  arrangements  as  to  the  drawings  of 

the  Partners, 
(c)  The  agreed  division  of  profits  and  losses,  both  of  a 

"  Capital ''  nature  and  otherwise. 
{d)  The  terms  agreed  upon  as  to  the  allowance  of 
Interest  upon  Capital  (if  any)  and  the  charging 
of  Interest  upon  Drawings, 
(e)  Partners'  salaries  (if  any). 
(/)  The  agreement  arrived  at  as  to  Goodwill  (if  any), 

especially  in  case  of  retirement  or  death. 
((/)  Provision  for  the  preparation  of  proper  annual 
accounts. 

In  cases  of  dispute,  where  no  mutual  agreement  can  be 
arrived  at  by  the  Partners  upon  any  points  which  are 
inadequately  covered  by  the  Deed  of  Partnership,  the 
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provisions  of  the  Partnership  Act,  1890,  and  the  legal 
decisions  arising  thereunder,  will  be  applied  to  settle  the 
matters  at  issue.  In  cases  of  dispute  the  appointment  of 
an  arbitrator,  if  agreed  to  by  all  parties,  is  usually  the 
best  course  to  pursue. 

In  cases  where  there  is  no  Partnership  Deed,  and 
where  no  mutual  agreement  can  be  arrived  at  between 
the  partners,  the  Partnership  Act,  1890  (sec.  24),  provides 
that — 

1.  Partners   are   entitled  to   share   equally  in    the 

capital  and  profits  and  must  contribute  equally 
to  the  losses,  whether  of  Capital  or  otherwise. 

2.  Partners  are  entitled  to  receive  out  of  the  under- 

taking interest  at  the  rate  of  5  per  cent,  per 
annum  on  any  advances  they  may  make  ajpart 
from  Capital. 

3.  Partners  are  not  entitled  to  be  credited  with  in- 

terest on  the  balances  of  their  Capital  Accounts 
prior  to  the  ascertainment  of  profits. 

4.  Partners  are  not  entitled  to  any  salary  for  acting 

in  the  partnership  business. 

The  Capital  of  a  partnership,  in  almost  every  instance, 
is  contributed  by  more  than  one  individual,  and  it  is 
consequently  necessary  to  recognize  this  fact  in  the 
partnership  books.  The  combined  Capitals  of  all  the 
partners  in  a  partnership  correspond  to  the  single  Capital 
Account  of  a  sole  trader  in  that  they  both  express  and 
represent  the  excess  of  the  Assets  of  the  business  over  its 
Liabilities;  it  must,  however,  be  pointed  out  that  the 
liability  for  business  debts  either  in  the  case  of  a  sole 
trader,  or  in  that  of  an  individual  partner,  extends 
beyond  the  amount  of  whatever  Capital  he  may  have  em- 
barked in  the  business,  and  that  the  whole  of  his  private 
property  (if  any)  is  subject  to  the  satisfaction  of  his 
business  obligations. 

The  amount  of  a  sole  trader's  Capital  is,  as  has  been 
already  explained,  credited  in  his  books  to  his  "  Capital 
Account."  In  the  case  of  a  partnership  the  Capital  of  each 
individual  partner  is  credited  in  an  analogous  manner  to 
such  partner's  separate  Capital  Account,  and  he  is,  for 
book-keeping  purposes,  regarded  as  a  creditor  of  the  firm 
for  the  amount  of  such  capital.  At  the  end  of  each  trading 
period  the  net  profit  (or  the  net  loss)  as  shown  by  the 
firm's  Profit  and  Loss  Account  is  divided  among  the  part- 
ners in  the  proportions  prescribed  by  the  partnership  agree- 
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ment  (or  in  default  of  any  such  agreement  in  equal  shares 
among  them),  and  the  share  of  each  partner  under  such 
division  is  transferred  to  his  "  Current"  or  "Drawings" 
Account,  either  to  the  credit  of  the  account  in  the  case 
of  a  profit,  or  to  its  debit  in  the  case  of  a  loss. 

It  is  customary  for  partners  to  be  authorized,  under  their 
deed  of  partnership,  to  withdraw  agreed  yearly  sums  from 
the  business  by  instalments,  at  such  periodical  intervals 
as  may  be  agreed  upon,  in  anticipation  of  the  shares  of 
profits  to  which  they  will  be  entitled  when  the  firm's 
annual  accounts  are  prepared  in  due  course.  These 
periodical  withdrawals  are  termed  Drawings. 

In  earlier  days  it  was  customary  to  debit  partners' 
drawings,  as  they  occurred,  to  their  Capital  Accounts : 
the  modern,  and  more  convenient,  method  is  to  open  two 
separate  accounts  for  each  partner,  viz.  (a)  a  Capital 
Account,  and  (b)  a  Current,  or  Drawings  Account.  The 
purpose  of  the  former  is  to  record  the  amount  of  capital 
contributed  by  the  partner,  and  this  will  remain  unaltered 
unless  some  change  takes  place  in  the  agreed  capital  of 
the  partner.  The  Current  Account  is  used  to  record 
particulars  of  all  other  transactions  between  the  firm  and 
the  partner,  such,  e.  g.  as  (1)  the  amounts  withdrawn  by 
the  partner  and  the  interest  chargeable  thereon,  (2) 
interest  on  capital,  (3)  share  of  profit  or  loss,  (4)  partner- 
ship salary  (if  any),  (5)  goods  withdrawn  by  the  partner 
(if  any),  and  the  like. 

These  accounts  are  kept  precisely  as  though  the 
partners  were  outside  persons  dealing  with  the  firm. 
Any  balances  remaining  to  the  credit  of  partners'  Current 
Accounts  are  carried  forward  to  the  next  financial  period, 
and  partnership  deeds  usually  provide  that  such  credit 
balances  shall  carry  interest  at  an  agreed  rate  until  with- 
drawn. If  a  debit  balance  is  shown  on  a  partner's 
Current  Account,  it  must  be  treated  as  a  debt  due  to  the 
firm,  and  be  set  out  separately  in  the  B./S.  as  an  asset. 

The  two  main  reasons  for  the  modern  practice  of  keep- 
ing separate  Capital  and  Current  Accounts  are :— first, 
that  the  conflicting  opinions  which  have  arisen  out  of  the 
Partnership  Act,  1890,  have  caused  "  fixed "  capital 
contributions  to  become  increasingly  popular  under  deeds 
of  partnership,  and,  secondly,  the  obvious  advantage  of 
keeping  the  Capital  Accounts  free  from  cumbersome  detail. 

When  answering  examination  questions,  the  candidate 
will  be  well  advised  to  follow  the  modern  practice. 
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It  is  a  common  occurrence  to  find  in  a  partnership 
agreement  some  such  provision  as  the  following : — 

"  Partners  shall  be  credited  at  the  end  of  each  year 
with  interest  at  the  rate  of  5  per  cent,  per  annum 
upon  the  amount  of  their  capitals  at  the  beginning 
of  each  year,"  or,  "upon  the  current  balances  of 
their  Capital  Accounts." 

This  custom  of  allowing  interest  to  partners  upon  their 
capital  is  a  general  one,  although  the  "  Interest "  (so- 
called)  is  not  in  che  ordinary  sense  interest  which  has 
been  earned  by  the  business  as  such;  it  is  merely  an 
appropriation  to  the  credit  of  each  partner  of  a  preliminary 
share  of  the  firm's  profits  based  upon  the  amount  of  his 
Capital  Account,  and  can  only  be  termed  "  Interest " 
as  a  matter  of  convenience. 

In  cases  where  the  Capital  employed  in  a  firm  is 
contributed  in  unequal  shares  by  the  various  partners,  it 
is  an  obvious  matter  of  equity  that  the  claims  of  those 
partners  who  contribute  the  larger  share  of  the  Capital 
should  be  recompensed  by  the  allowance  of  interest  at  a 
fixed  rate  upon  the  credit  balance  of  all  the  partners' 
Capital  Accounts.  In  this  manner  any  inequality  of  the 
contributions  of  capital  by  the  partners  is  fairly  adjusted 
as  between  themselves. 

Interest  so  credited  to  partners  upon  their  Capital 
must  perforce  be  debited,  as  if  it  were  an  ordinary 
payment  of  interest,  in  the  Profit  and  Loss  Account  in 
the  customary  process  of  its  compilation.  The  effect  of 
this  debit  is  to  diminish,  to  the  extent  of  such  interest, 
the  balance  shown  upon  this  account  as  representing 
*'  Net  Profits,"  and  (in  cases  where  interest  on  Capital  is 
so  charged)  the  "  Net  Profits  "  shown  do  not  form  the 
whole  of  the  actual  trading  profit  earned  by  the  business, 
but  only  the  residuum  which  is  left  after  allowing  the 
partners,  out  of  profits,  an  assumed  rate  of  interest  on  the 
money  they  have  embarked  in  the  concern. 

As  has  been  pointed  out  above,  if  the  partners'  capitals 
are,  as  frequently  is  the  case,  disproportionate  to  the 
shares  of  profits  taken  by  them,  the  charging  and  allowing 
of  interest  upon  the  Capital  Accounts  of  the  partners  to  a 
certain  extent  compensates  for  these  inequalities,  e.g.  it 
is  possible  to  conceive  of  a  partnership  of  two  persons 
where  the  capital  of  one  partner  was  .£10,000  and  that  of 
the  other  £1,000,  and  where  both  partners  contributed 
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an  equal  amount  of  work  and  ability  and  were  entitled  to 
an  equal  share  of  the  profits.  In  such  a  case  it  will  be 
obvious  that,  if,  before  ascertaining  profits,  the  larger 
Capital  Account  is  to  receive  interest  at,  say,  5  per  cent, 
per  annum  on  £10,000,  and  the  smaller  that  upon  £1,000, 
the  excess  of  capital  contributed  by  the  one  partner 
receives  due  compensation. 

In  cases  where  one  of  the  partners  in  a  firm  devotes 
a  larger  share  of  his  time  to  the  affairs  of  the  partnership, 
or  possesses  greater  skill  or  experience  than  his  co- 
partner, it  is  not  unusual  for  such  a  partner  to  be  paid  a 
salary  in  recognition  of  such  services,  such  salary  to  be 
charged  against  the  profits  of  the  firm  prior  to  division. 
These  salaries  are  called  Partnership  Salaries. 

The  practice  of  allowing  interest  upon  capital  at  fixed 
rates  of  interest  also  has  the  effect  of  demonstrating  to 
the  partners  the  extent  to  which  they  have  derived 
additional  profit  by  placing  their  money  in  a  trading 
concern,  as  compared  with  the  return  which  they  would 
have  obtained  had  they  merely  invested  their  capital  in 
ordinary  securities,  and  drawn  the  interest  or  dividends 
accruing  from  their  investments. 

The  "  Net  Profits  "  of  a  firm  represent  (if  interest  upon 
capital  has  been  charged  at  a  reasonable  rate)  the 
additional  income  obtained  by  the  partners  by  engaging 
in  trade  over  and  above  the  return  which  they  would 
have  received  as  investors.  The  liability  of  an  investor 
may  be  limited  to  the  amount  he  has  staked  in  any  one 
venture  or  company,  while  the  liability  attaching  to  a 
partner  in  a  private  business  is  unlimited ;  by  charging 
interest  upon  capital  in  their  Profit  and  Loss  Account 
the  partners  in  a  firm  are  therefore  enabled  to  ascertain 
whether  the  additional  income  thus  accruing  to  them 
compensates  them  adequately  for  the  increased  risks  and 
liabilities  they  have  assumed. 

Interest  is  frequently  charged  upon  the  sums  withdrawn 
by  partners,  just  as  it  is  allowed  upon  the  Capital  standing 
to  their  credit.  This  practice  is  the  more  equitable  method 
of  accounting  in  cases  where  there  are  no  stated  dates, 
or  limits  fixed  for  partners'  drawings,  or  where  such 
drawings  are  unequal  in  amount.  In  cases  where  interest 
is  charged  on  drawings,  inner  columns  are  provided  in 
the  partners'  Current  Accounts,  as  shown  in  the  speci- 
men account  on  p.  234,  in  order  to  record  the  interest 
chargeable.    Theoretically,  when  each  entry  of  interest  is 
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made,  a  journal  entry  should  be  passed  debiting  the 
partners'  Current  Accounts  and  crediting  Interest  Account. 
In  practice,  however,  a  journal  entry  is  made  at  the 
close  of  the  year  of  the  totals  of  the  interest  charged 
to  the  different  partners,  the  aggregate  amount  of  the 
entries  being  credited  to  Interest  Account.*     Thus : — 


£    s.   d.    £     s.  d. 


Sundries : —  Dr. 

J.  Jones,  Current  Account 

B.  Brown,  Do 

R.  Robinson,         Do 

To  Interest  Account. 
For  interest  on  partners'  drawings  for  the 
year. 


25 

10 

6 

17 

4 

8 

9 

10 

4 

52 

5 

It  has  already  been  explained  that  the  modern  practice 
is  to  collect  all  partners'  transactions  with  the  firm  in 
their  Current  Accounts.  The  following  worked  example 
illustrates  the  procedure. 

Example. — Robert  and  John  Smith  are  partners.  Their  respective 
capitals,  on  January  1,  were  : — Robert  Smith  £12,000  ;  John  Smith 
£10,000.  Tlie  partners  were  entitled  to  5  per  cent,  interest  on 
capital,  and  were  chargeable  with  5  per  cent,  interest  on  drawings. 
John  Smith  was  entitled  to  be  credited  at  the  close  of  the  year  with  a 
partnership  salary  of  £300  per  annum.  Profits  were  divisible  as  to 
two-thirds  to  Robert  Smith  and  one- third  to  John  Smith.  The  profits 
for  the  year  ending  December  31,  after  providing  for  interest  and 
the  partnership  salary,  amounted  to  £4,380.  During  the  year,  John 
Smith  drew  the  following  sums,  viz.  :  May  30,  £200  ;  Aug.  27, 
£100  ;  Oct.  19,  £50  ;  Oct.  26,  £300  ;  Dec.  31,  £100  ;  and  he  also 
withdrew  goods  from  the  firm  to  the  value  of  £98.  Prepare  John 
Smith's  Capital  and  Current  Accounts  as  on  Dec.  31. 


*  In  the  somewhat  rare  cases  where  the  partners  of  a  firm  have 
•contributed  the  Capital  equally,  and  take  their  periodical  drawings 
in  exactly  the  same  proportion  as  they  share  the  profits,  there  is 
obviously  no  urgent  need  to  make  any  provision  for  interest  either 
upon  Capital  or  Drawings,  except  for  the  purpose  of  showing  how 
the  income  derived  from  trading  compares  with  the  interest  product 
which  would  arise  from  investing  the  same  amount  of  capital  in 
ordinary  securities. 
I  2 
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John  Smith. 

Dr. 


CURRENT  ACCOUNT 


Date. 


19    . 

May  30 
Aug.  27 
Oct.  19 
„  26 
Dec,  31 

»     31 


d 

Particulars. 

^ 

To  Cash 

8 

„  Do 

4fi 

„  Do 

59 

„  Do 

61 
92 

J. 

,,  Do 

„  Interest.. 

,,  Goods 

S.J. 

56 

„  Balance 

carried 

down 

V 

Interest. 
£    8.    d. 


Drawings. 
£     s.  d. 


200 

0 

100 

0 

50 

0 

300 

0 

100 

0 

10 

16 

98 

0 

1,401 

4 

2.260 

0 

Date. 


19    . 
Dec.  31 


19    . 
Jan.   1 


Particulars. 


By  Interest 
on  Capital 
(£10,000).. 

,,  Partner- 
sliipSalary 

,,  Sliare  of 
Profit(Jrd) 


By  balance 
brought 
down 


o 

fo 

£    «. 

J. 

56       500 

0 

J. 

57       300 

0 

P.L.! 

66    1,460 

i 

i 
1 

0 

£ 

2,260 

0 

1.401 


John  Smith. 


Dr. 


CAPITAL  ACCOUNT 


i 

19    . 
Jan.   1 

By  Cash. 


£      «. 
10,000    0 
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If,  in  the  above  example,  John  Smith  had  been  entitled 
to  draw  his  partnership  salary  of  £300  per  annum  in  cash 
at  stated  intervals,  no  entry  would  appear  in  his  Current 
Account.  The  periodical  payments  would  be  credited  in 
the  Cash  Book  as  they  occurred,  and  from  thence  would 
be  posted  direct  to  the  debit  of  a  "  Partnership  Salary 
Account,"  the  total  of  which  would  be  transferred  to  the 
debit  of  Profit  and  Loss  Account  at  the  close  of  the  year. 

Examination  experience  suggests  the  advisability  of 
drawing  particular  attention  to  the  following  points  in 
this  place : — 

(1)  When  preparing  the  Profit  and  Loss  Account  of  a 
partnership,  it  is  always  advisable  to  present  the  account 
in  two  sections.  The  first  section  should  show  clearly 
the  total  amount  of  the  divisible  net  profit  earned  by  the 
firm.  This  should  be  carried  down  to  the  second  section 
and  there  divided  between  the  partners.  If  the  account 
is  prepared  in  this  way,  the  net  profit  for  the  year  is 
clearly  shown  as  a  sejoarate  figure.  Many  candidates 
close  a  partnership  Profit  and  Loss  Account  as  follows  : — 


PROFIT  AND  LOSS  ACCOUNT 


To  Interest  on  Capi- 
tol  

„  Bad  Debts 

„  Dei»reciation 

,,  Partnership   Sal- 
aries, etc.,  etc. 

,,  John  Smith 

„   Rol)erL  Brown.... 
,,  William     Robin- 
son  

£ 


600 
160 
120 

1,221 
960 


4,200 


IJy  Trading  Profit . 


£, 
4,200 


This  method  is  not,  of  course,  incorrect,  but  it  is  not  in 
accordance  with  the  usual  practice.  It  makes  it  necessary 
to  add  together  the  individual  shares  of  the  partners  in 
order  to  ascertain  the  total  net  profit  for  the  year,  and  so 
wastes  the  time  of  those  seeking  this  information. 

Some  partnership  firms  make  it  a  practice  to  exclude 
from  the  first  section  of  the  Profit  and  Loss  Account  all 
partnership  items  such  as  interest  on  capital  and  drawings, 
partnership  salaries,  etc.,  and  set  them  out  in  a  second 
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section,  the  balance  of  whicli  is  brought  down  to  a  third 
section  and  there  divided.  This  method  has  the  advan- 
tage of  showing  the  actual  trading  profit  earned,  apart 
from  partnership  adjustments,  and  also  facilitates  the 
preparation  of  income  tax  returns  in  which  partners' 
salaries  and  interest  are  *'  added  back  "  to  arrive  at  the 
liability  for  assessment. 

(2)  Strange  as  it  may  seem,  many  candidates  make  the 
serious  mistake  of  debiting  partners'  drawiiigs  to  the 
Profit  and  Loss  Account.  It  is  necessary,  therefore,  to 
warn  students  against  this  error  of  principle.  The 
partners  in  a  firm  cannot  know  the  amount  of  profit  to 
which  they  will  become  entitled  at  the  close  of  the  year, 
and,  usually,  it  is  inconvenient  for  them  to  wait  until  the 
accounts  for  the  year  have  been  made  up.  Arrangements 
are  therefore  made  by  which  each  partner  periodically 
withdraws  specified  sums  on  account  of  profits  which 
it  is  assumed  are  being  earned.  Considered  in  this  light, 
it  is  seen  that  partners'  drawings  are  merely  payments  on 
account  of  profits,  and  in  no  sense  a  charge  against  profits. 
Indeed,  if  no  profits  are  made,  the  amounts  withdrawn  by 
the^partners  during  the  year  are  debts  due  to  the  firm. 
In  all  cases  they  must  be  treated  as  debits  against  the 
Current  Accounts  of  the  individual  partners,  not  charges 
against  the  firm's  profits. 

The  subject  of  "  Goodwill "  is  dealt  with  later  on  in 
this  treatise,  but  it  is  so  intimately  associated  with  many 
questions  of  partnership  accounting  that  it  requires  at 
least  some  brief  consideration  in  this  place,  particularly  in 
the  light  of  the  relations  which  arise  as  between  partners 
in  regard  to  it. 

Goodwill  is,  as  has  been  previously  stated,  an  intangible 
asset,  but  it  is  none  the  less,  in  many  cases,  a  very  real 
one.  It  may  be  defined  as  the  "  benefit  arising  from  con- 
nection and  reputation,"  f  and  although  it  is  not  an  Asset 
which  a  trader  can  take  into  the  market  and  sell  immedi- 
ately, or  upon  which  he  can  readily  raise  a  loan  from  his 
bankers,  the  question  of  Goodwill,  and  the  price  to  be  paid 
for  any  share  in  it,  frequently  assumes  important  propor- 
tions in  negotiations  between  the  existing  members  of  a 
firm,  or  the  existing  owners  of  an  established  "  Goodwill," 
and  proposed  incoming  partners.     A  prospective  partner 

*  "Goodwill  is  nothing  more  than  the  prohahility  i\iSi%  the  old 
customers  will  resort  to  the  old  place." — Lord  Eldon. 
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upon  his  becoming  an  actual  partner  acquires,  by  virtue 
of  such  partnership,  the  right  to  a  proportionate  share  of 
the  existing  Goodwill,  and  to  the  profits  derived  from  its 
use  and  possession,  and  it  is  only  equitable  that  the  former 
owners  of  the  Asset  shall  claim  adequate  compensation 
for  surrendering  a  portion  of  these  benefits.  Upon  the 
dissolution  or  liquidation  of  a  partnership  the  sale  of  the 
Goodwill  produces,  in  many  cases,  a  sum  of  money  which 
is  available  for  division  among  the  partners,  and,  in  such 
cases,  similar  questions  arise  as  to  its  equitable  distribution. 
A  partner  upon  joining  an  existing  firm  usually  pays  to 
the  former  members  a  certain  sum,  known  as  a  **  Pre- 
mium," for  his  admission ;  this  "  premium  "  is,  as  far  as  the 
new-comer  is  concerned,  an  admission  fee  entitling  him  to 
a  share  of  the  Goodwill  of  the  business  and  of  the  profits 
arising  out  of  its  possession.  The  new  partner  frequently 
pays  this  sum  direct  to  the  former  partners  as  a  matter 
entirely  outside  the  business,  and,  in  these  cases,  there  is 
no  occasion  to  record  the  transaction  in  the  books  of  the 
new  firm. 

Example. — If  A.  B.  (an  incoming  partner)  pays  to  C.  D.,  the 
former  sole  owner  of  the  business,  £1,000  by  way  of  a  premium  for 
admission  as  a  partner  in  C.  D.  's  business,  and  in  addition  brings 
in  £500  m  cash  into  the  business  as  his  capital,  A.  B.'s  Capital 
Account  only  requires  to  be  credited  with  the  £500  placed  in  the 
coffers  of  the  new  firm,  the  £1,000  paid  to  C.  D.  being  a  private 
matter  between  A.  B.  and  C.  D.  with  which  the  records  of  the  firm 
have  no  concern. 

Occasionally  payments  made  by  an  incoming  partner 
to  the  existing  members  of  a  firm  in  respect  of  "  premium  " 
are  passed  through  the  firm's  banking  account  for  the 
sake  of  convenience,  but  they  are  not  credited  to  the 
incoming  partner  as  is  the  case  with  his  capital  contribu- 
tion. It  is  the  account  of  each  recipient  of  the  money, 
i.e.  of  each  existing  partner,  which  is  credited  with  his 
share  of  the  premium  received,  and  the  "  premium  "  thus 
credited  to  him  may  be  allowed  to  stand  to  his  credit  as 
additional  capital  or  be  withdrawn  by  him  as  may  be 
arranged  between  the  parties  to  the  agreement.  The 
main  point  to  be  remembered  in  this  connection  is  that 
the  incoming  partner  has  no  further  interest  in  or  control 
over  the  premium  he  pays  for  admission  after  having 
parted  with  it. 

It  is  necessary  for  the  student,  in  dealing  with  part- 
nership accounts  and  the  admission  of  new  partners  into 
an  existing  firm,  always  to  bear  in  mind  the  essential 
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difference  which  exists  between  sums  paid  by  an  incoming 
partner  by  way  of  "premium"  for  admission,  and  any 
contribution  which  may  be  made  by  him  to  the  firm's 
existing  capital.  With  the  former  amount  the  new-comer 
has  little  or  no  concern  after  having  parted  with  it,  since 
what  he  pays  under  this  head  becomes,  as  has  been 
indicated  above,  the  absolute  private  property  of  the 
persons  to  whom  it  is  paid.  With  the  latter  amount, 
however,  he  is  permanently  concerned,  because  it  repre- 
sents his  share  of  the  new  firm's  capital.  The  division, 
as  between  the  existing  partners  in  a  firm,  of  sums  paid 
to  them  by  an  incoming  partner  in  respect  of  his  share 
of  the  Goodwill,  takes  place  ordinarily  upon  the  same 
basis  as  that  upon  which  they  share  profits,  and  not  upon 
the  basis  of  the  amount  of  their  respective  capitals.  This 
procedure  arises  out  of  the  fact  that  the  payment  for  a 
share  of  the  Goodwill  is  a  compensation  paid  to  existing 
partners  for  a  share  of  future  profits  surrendered  by  them 
to  the  incomer,  and  requires  to  be  divided  according  to 
the  basis  upon  which  profits  are  dealt  with. 

The  principle  explained  above  is  exemplified  in  the 
following  case — 

Example. — J.  Roberts  and  O.  Owen,  trading  as  Roberts  &  Com- 
pany, and  possessing  respectively  capital  amounting  to  £2,000  and 
£1,000.  and  sharing  profits  as  to  two- thirds  to  J.  Roberts  and  as  to 
one-third  to  0.  Owen,  decide  to  admit  W.  Brown  as  on  December  31, 
1908,  as  a  partner.  W.  Brown  is  to  bring  in  £1,000  as  his  capital, 
and  is  to  pay  £1,500  to  the  pre-existing  partners  for  his  share  of 
the  Goodwill  {i.  e.  by  way  of  premium  on  admission),  and  the  shares 
of  profits  as  between  the  partners  are  then  to  be  as  follows  :  J. 
Roberts  J,  G.  Owen  and  W.  Brown  ^  each. 

Assuming  that  these  transactions  have  been  duly  carried  out,  and 
that  the  £2,500  has  been  paid  by  W.  Brown  into  the  firm's  banking 
account,  from  which  the  old  partners  have  withdrawn  their  propor- 
tionate shares  of  the  payment  for  Goodwill,  show  these  transactions 
in  the  new  firm's  books. 

No  Goodwill  Account  exists  in  the  books  of  the  old 
firm,  nor,  in  a  question  of  the  above  character,  need  any 
Goodwill  x\ccount  be  opened.  The  occurrence  of  the 
words  "for  his  share  of  the  Goodwill"  must  not  be 
allowed  to  mislead  the  student  into  crediting  Goodwill 
Account  with  the  £1,500  paid  by  way  of  premium  for 
admission,  in  view  of  the  fact  that  this  sum  goes  absolutely 
to  the  old  partners. 

The  £1,000  paid  in  by  W.  Brown  as  his  capital  is  of 
quite  a  different  nature,  and  must  be  credited  to  his 
Capital  Account.    The  £1,500  paid  in  by  him  as  premium 
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for  admission,  if  recorded  in  the  books  at  all,  would  be 
credited  as  to  two- thirds  of  it  (£1,000)  to  J.  Roberts,  and 
as  to  the  remaining  one-third  of  it  (£500)  to  O.  Owen, 
the  entries  being  passed  through  their  respective  Capital 
Accounts  for  the  sake  of  convenience.  The  withdrawal 
of  the  £1,500,  when  effected,  would  be  debited  to  the 
former  partners'  Capital  Accounts  in  the  ordinary  way. 


Dr. 


J.  ROBERTS,  Capital  Account 


Cr. 


1908. 

Dec.  31 

„    31 


To  Cash. 

,,  Bal  ance 

carried 

down. 


£ 

£ 
1,000 

1  2,000 
3,000 

0 
0 

0 

d. 
0 

0 
0 

1908. 
Dec.  31 


1908. 
Dec.  81 


£ 

. 

By      Balance 
brought  for- 
ward   

„  Cash,   iwo- 
thirds  of  W. 

2,000 

0 

Brown's 

premium 
for    admis- 
sion  

£ 

1,000 

0 

3,000 

By  Balance 

brought 

2,000 

0 

Dr. 

O.  OWEN, 

Capital 

Account 

Cr. 

1908. 

Dec.  81 
„    81 

To  Cash 

„  Balance 
carried 
down 

i 
£ 

£ 

500 

1,000 

«. 
0 

0 
0 

d. 

0 
0 

0 

1908. 
Dec.  81 

„     31 

1908. 
Dec.  81 

ByBalance 
brought 
forward 

„  Caal',  one- 
third  of  W. 
Brown's 
premium 
for  admis- 
sion  

By  B  a  1  a  n  c  e 
brought 
down 

£ 

£ 
1,000 

600 

». 
0 

0 
0 

d. 

0 
0 

1,500 

1,500 

0 

1,000 

0 

0 

Dr. 


W.  BROWN,  Capital  Account 


Cr. 


1908. 
Dec.  31 


By  Cash  (capi- 
tal paid  in 
on  this  date) 


£ 

a. 

1,000 

0 

£ 

1,000 

0 
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Dr. 


BANK 


Cp. 


1908. 
Dec.  31 


31 


To  W.  Brown,  Cap.      £ 
A/c,     Capital 
brought  in 1,000 

,,  /.  Roberts,  Cap. 
Ale,  two-thirds 
of  W.  Brown's 
premium  for  ad- 
mission   1,000 

„  0.  Oucen,  Cap. 
Ale,  one-third  of 
W.  Brown's  jire- 
niium  for  admis- 
sion       500 


2,500 


Dec.  81 


By  J.  Roberts,  Capital  Ac- 
count,•proyovt\on  of  W, 
Brown's  premium  for 
admission  withdrawn . 

„  0.  Owen,  Capital  Ac' 
co«n<,proportion  of  W. 
Brown's  premium  for 
admission  withdrawn . 


1,000 


500 


Upon  the  admission  of  a  new  partner,  in  cases  where  it 
is  desired  to  give  the  former  partners  some  compensation 
for  such  admission  without  obliging  the  incomer  to  pay 
them  any  cash  premium,  it  is  frequently  arranged  that  a 
"  Goodwill  Account,"  i.  e.  an  "  Asset "  Account,  shall  be 
opened  in  the  books  of  the  new  firm  for  an  agreed  sum, 
the  corresponding  credit  for  which  shall  be  placed  to  the 
old  partners'  respective  Capital  Accounts.  In  this  way 
the  Capital  Accounts  of  the  old  partners  are  augmented 
by  a  certain  sum,  as  compared  with  any  cash  capital  which 
may  be  introduced  by  the  incoming  partner.  Further- 
more, since  the  new  partner  obtains,  in  exchange  for  any 
cash  capital  he  may  bring  in,  a  proportionate  part  only  of 
the  Assets  (including  the  intangible  asset  of  Goodwill 
now  brought  into  the  books  at  the  agreed  figure),  this 
plan  obviously  operates  to  his  detriment  and  for  the  benefit 
of  the  previous  partners. 


Exam-pie. — A.  B.,  trading  as  A.  B.  &  Co.  with  a  capital  of  £1,000, 
represented  by  cash  £500  and  stock  £500,  and  having  no  liabilities, 
decides  to  admit  C.  D.  as  a  partner  as  on  January  1, 1909  ;  the  latter 
is  to  bring  in  £1,000  as  cash  capital,  and  a  "  Goodwill  Account  " 
is  to  be  raised  on  the  books  for  £1,500,  which  is  to  be  credited 
to  A.  B. 

Prior  to  C.  D.  's  admission  a  Journal  entry  is  passed  through  the 
books,  debiting  Goodwill  Account  with  £1,500  and  crediting  a  like 
sum  to  A.  B.  's  Capital  Account  ;  the  latter  account  is  thereby  raised 
to  £2,500.  C.  D.'s  £1,000,  when  paid  into  the  bank,  is;credited  to 
his  Capital  Account  in  the  ordinary  way. 

The  effect  of  these  transactions,  and  the  position  of  A.  B.,  before 
and  after  their  occurrence,  will  be  gathered  from  the  subjoined 
Balance  Sheets. 
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It  will  be  noted  that  whereas  A.  B.  previously  had  a 
capital  of  £1,000,  represented  entirely  by  tangible  assets,  he 
possesses,  after  the  admission  of  C.  D.,  a  capital  of  £2,500, 
represented  by  his  share  in  the  Assets  of  the  new  firm. 
The  latter  amount  to  £3,500,  including  the  intangible 
asset  of  "  Goodwill  "  amounting  to  £1,500,  and  this  im- 
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provement  in  A.B.'s  position  has  been  effected  without  any 
cash  contribution  whatever  on  his  part. 

For  various  reasons  partnerships  are  sometimes  dis- 
solved and  hquidated,  all  the  Assets  of  the  firm  being 
realized,  and  all  the  creditors  paid  off ;  a  process  which 
is  to  a  great  extent  similar,  is  necessary  when  a  business 
belonging  to  a  private  partnership  is  sold  to  a  Umited 
company  formed  for  the  purpose  of  acquiring  it. 

In  the  event  of  a  partnership  dissolution  the  Partner- 
ship Act,  1890,  provides  that  the  Assets,  upon  realization, 
shall  be  applied  in  the  following  order — 

1.  In  discharge  of  the  debts  due  to  outside  creditors. 

2.  In  repayment  of  loans  from  partners. 

3.  In  repayment  of  partners'  capital. 

4.  The  surplus  (if  any)  to  be  distributed  in  the  same 

proportion  in  which  profits  are  divided. 

If  the  Assets  should  prove  to  be  insufiBcient  to  repay 
claims  1  to  3  as  set  out  above,  it  is  obvious  that  a  loss  must 
have  resulted  upon  realization,  and  that  such  loss  must  be 
made  good  in  order  that  the  claims  of  the  partners  inter 
se  may  be  adjusted.  In  the  event  of  bankruptcy  it  is  only 
the  debts  due  to  the  outside  creditors  which  are  allowed  to 
rank  as  claims  against  the  assets  of  the  firm,  and  one  type 
of  creditors'  claim  is  deferred  to  the  rest  of  the  creditors' — 
viz.  loans  advanced  to  a  firm  the  interest  upon  which  varies 
with  the  profits  made,  or  in  return  for  which  a  share  of 
profits  is  taken  in  lieu  of  interest.  Upon  a  loan  of  this 
nature  no  dividend  can  be  claimed  until  all  the  other 
creditors  of  the  firm  have  been  paid  in  full. 

Upon  the  commencement  of  a  partnership  liquidation 
all  the  Assets,  except  cash,  belonging  to  the  firm 
are  transferred  to  an  account  styled  a  "Realization 
Account " ;  to  this  account  the  various  amounts  of  cash 
realized  by  the  sale  of  the  Assets  are  credited,  and  when 
all  the  latter  have  been  disposed  of  there  usually  remains 
a  balance  either  to  the  debit  or  to  the  credit  of  the  Eeal- 
ization  Account,  representing  the  Loss  or  the  Surplus, 
as  the  case  may  be,  arising  out  of  the  realization. 

This  balance  of  Profit  or  Loss  is  transferred  to  a  '*  Profit 
and  Loss  on  Realization  Account,"  and  is  there  divided 
among  the  partners  in  the  ordinary  way,  according  to  the 
proportions  in  which  they  share  profits  or  losses,  unless, 
of  course,  any  other  basis  of  division  is  laid  down  in  the 
Articles  of  Partnership.     The  payment  of  the  creditors' 
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claims  is  recorded  by  crediting  Cash  with  all  sums  so 
disbursed,  and  debiting  the  individual  creditors'  accounts 
in  the  customary  manner.  After  these  preliminary  steps 
have  been  carried  out  the  balance  of  Cash  in  hand 
should  tally  exactly  with  the  total  of  the  partners' 
Capital  Accounts  after  the  respective  share  of  Profit  or 
Loss  on  realization  (as  the  case  may  be)  has  been  trans- 
ferred to  the  Capital  Account  of  each  partner.  If  the 
loss  on  realization  proves  to  be  heavy  it  sometimes  hap- 
pens that  the  Capital  Accounts  of  one  or  more  partners 
disclose  a  debit  balance  owing  to  the  fact  that  the  share 
of  the  loss  on  Eealization  Account  chargeable  to  them 
is  greater  than  the  previous  credit  balance  of  such 
partner's  Capital  Account.  This  unfortunate  result  in- 
dicates that  the  partners  concerned  must  contribute  to 
the  firm's  banking  account  a  sum  sufficient  to  restore 
the  equilibrium  of  their  Capital  Accounts.  After  this 
adjustment  has  been  effected  the  available  cash  balance 
will  exactly  equal  the  total  amounts  standing  to  the 
credit  of  those  partners  whose  Capital  Accounts  show  a 
balance  on  the  right  {i.  e.  the  credit)  side. 

These  principles  are  illustrated  in  the  subjoined 
Example:  — 

P.  Quaritch  and  R.  Smith,  trading  in  partnership  as  Quaritch  & 
Smith,  agree  to  dissolve  the  same  and  to  liquidate  their  business  as 
on  December  31,  1908. 

Their  Balance  Sheet,  as  at  that  date,  was  as  under — 


Messrs.  Quaritch  &  Smith. 

BALANCE  SHEET,  December  31,  1908 


Liabilities. 
P.   Quaritch,  Capital 

& 

2,000 

500 
1,000 

A. 

0   0 

1 

0   0 
0  0 

Assets. 
Cash 

£ 

200 
8,800 

0 
0 

d. 

0 

Sundry  Absc     

0 

R.  Smith.  Capital  Ac- 
connt.. 

Sundry  Creditors 

"' 

£3,500 

OiO 

£3,500 

0 

0 

Profits  are  shared  equally  between  the  partners.  The  "Sundry 
Assets  ■'  upon  being  sold  realized  only  £2,000  in  cash.  The  liquida- 
tion expenses  amounted  to  £100  (paid  in  cash).  Show  the  result  of 
the  liquidation,  the  same  being  concluded  on  February  1,  1909  ;  any 
deficiency  on  either  partner's  Capital  Account  is  to  be  paid  in  in 
cash,  and  the  balance  of  cash  then  available  being  distributed. 
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Dr.  P.  QUARITCH,  Capital  Account 


Cr. 


1909. 
Feb.  1 


.,    1 


To  half-share 
of  Loss  on 
Realization 

„  Cash 


1^ 

«. 

d. 

1908. 
Dec.  31 

!      700 
1  1,300 

0   0 

o[o 

£  1  2,000 

By  Balance 
brought  for- 
ward  


,000 


£   2,000  I  0 


Dr. 

B 

..  SMITH, 

Capital 

Account 

Cr. 

1909. 
Feb.  1 

To  lifllf-share 
of   Loss    on 
Realization 

1 

i 

1 
1 

i 

£ 
700 

•• 

0 

d. 

0 

I 

1908. 
Dec.  31 

1909. 
Feb.  1 

ByBalance 
brought  for- 

£ 

£ 
600 

200 

». 

0 

0 
0 

d. 

0 

„    Cash,    de- 
ficiency    on 
Capital  Ac- 
count   paid 
in.    

0 

*. 

700 

0 

700 

0 

Dr. 


SUNDRY  ASSETS 


Cr. 


1908. 
Dec.  31 


To  Balance 
brought  for- 
ward   


£ 

s. 

d. 

1909. 
Jan.  1 

3,300 

0 

0 

£ 

3,300 

' 

0 

By     Transfer 
to     Realiza- 
tion  Ac- 
count  

1 
1 

1 

£ 
3,300 

a. 

0 
0 

d, 
0 

3,300 

0 

Dr. 


REALIZATION  ACCOUNT 


Cr. 


3,300 


3,300 


1909. 
Feb.  1 


£ 

*. 

d. 

By  Cash,  pro- 
ceeds of  sale 
of  Assets.... 

„  Profit  and 
Loss  Ac- 
count (Loss 
on  Realiza- 
tion).  

£ 

2,000 
1,300 

0 
0 

0 
0 

3,300 

0 

0 

Dr. 

SUNDRY 

CREDITORS 

Cr 

1909. 
Feb.  1 

To  Cash 

£ 

£ 
1,000 

«. 
0 

0 

d. 
0 

1908. 
Dec.  31 

By  Balance 
brought  for- 
ward   

£ 

£ 
1,000 

«. 

0 

d. 
0 

1,000 

1,000 

0 

0 
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Dr. 

PROFIT 

AND    LOSS    ON 
ACCOUNT 

REALIZATION 

Or. 

1909. 
Feb.  1 

»   1 

To  Loss  on 
Realization 
of  Assets.... 

„  Liquidation 

Expenses  ... 

/ 

1 

£ 

1,800 
100 

0 
0 

0 

d. 

0 
0 

0 

1909. 
Feb.  1 

i>     1 

By     Transfer 
to  P.   Qiiar- 
itch's    Capi- 
tal Account, 
half-share  of 
Loss 

,,  Transfer  to 
R.     Smith's 
Capital    Ac- 
count,  half- 
share     of 
Loss 

£ 

£ 
700 

700 

0 

0 
0 

d. 

0 
0 

1,400 

1,400 

0 

Dr. 


CASH 


Cr. 


1908. 
Dec.  31 

1909. 
Feb.  1 


To  Balance... 


„  Realization 
Account, 
Proceeds  of 
Assets M 

„  R.  Smith's 
Capital  Ac- 
count, de- 
ficiency i)aid 
In 


1  * 

«. 

d. 

1909. 

200 

0 

0 

Feb.  1 
,.    1 

2,000 

0 

0 

,.     1 

1     200 

0 

0 

£ 

12,400 

0 

0 

By  Sundry 
Creditors . 

„  Profit  and 
Loss  Ac- 
count, Li- 
quidation 
Expenses  ... 

„  P.  Quar- 
itcii's  Capi- 
tal Account, 
balance  due 
to  him 


£ 

«. 

1,000 

0 

100 

0 

1,800 

0 

£ 

2,400 

0 

It  will  be  noted  that,  in  the  above  example,  the  loss  and 
expenses  arising  out  of  the  liquidation  were  heavy,  and 
that,  after  the  realization,  E.  Smith's  Capital  Account 
showed  a  debit  balance,  a  deficiency  of  £200  being  apparent, 
while  the  other  partner's  Capital  Account  showed  a  credit 
balance  of  £1,300.  The  cash  remaining  on  hand  amounted 
to  £1,100.  Upon  E.  Smith  paying  in  the  deficiency  of  £200 
due  upon  his  Capital  Account,  the  available  cash  balance 
was  raised  to  £1,300,  which  amount  was  duly  paid  to  P. 
Quaritch,  being  the  balance  due  to  him  as  shown  by  his 
Capital  Account.  If,  as  sometimes  occurs,  some  of  the 
partners  in  a  dissolving  firm  take  over  certain  specified 
Assets  at  an  agreed  valuation,  instead  of  taking  the  same 
sums  in  cash,  no  difference  in  principle  arises  in  the  method 
of  accounting.  The  Assets  taken  over  are  debited  to  the 
Capital  Accounts  of  the  partners  concerned  at  the  agreed 
figure,  just  as  though  cash  had  passed  in  the  ordinary  way. 
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EXERCISES. 
15a. 

1.  Define  a  partnership  and  indicate  its  principal  and  most  usual 
characteristics. 

2.  Compare  the  position  of  a  partner  in  a  private  firm  with  that 
of  a  shareholder  in  a  limited  liability  company. 

3.  Explain  the  custom  of  allowing  interest  on  the  Capital  Accounts 
of  partners. 

4.  What  numerical  limits  are  legally  assigned  as  regards  the 
partners  in  a  firm? 

5.  Discuss  the  question  of  Goodwill  in  connection  with  partner- 
ships. 

6.  When  a  new  partner  is  admitted  into  an  existing  firm  he  fre- 
quently contributes  capital,  and  pays,  in  addition,  a  premium  to 
the  previous  partners  for  his  admission.  Discuss  the  meaning  of 
these  two  contributions  and  show  how  their  method  of  treatment 
in  the  books  differs. 

7.  Explain  the  terms 

Current   Account, 
Realization  Account, 
in  relation  to  partnerships. 

8.  A.  and  B.  are  in  partnership  sharing  profits  equally,  and  decide 
to  admit  C.  as  an  equal  partner  with  themselves  ;  C.  however  is  un- 
able to  contribute  any  money,  either  as  capital  or  by  way  of  premium 
for  admission  ;  nor  will  the  financial  condition  of  the  business  permit 
immediate  cash  withdrawals  by  A.  and  B.  By  what  arrangement 
can  A.  and  B.  be  benefited  and  C.  be  penalized  out  of  future  profits 
without  upsetting  the  arrangement  that  A.,  B.  and  C.  are  to  share 
profits  equally? 

9.  Upon  the  dissolution  of  a  partnership  how  are  the  assets  of 
the  firm  applied  under  the  Partnership  Act,  1890  ? 

10.  What  are  the  provisions  of  the  Partnership  Act,  1890,  as 
regards — 

1.  Interest  on  partners'  capital, 

2.  Interest  on  loans  by  partners  to  the  firm, 

3.  Partner's  salaries  ? 

15b. 

Henry  and  Robert  James  are  trading  in  partnership  as  James 
Bros.,  Henry  James's  capital  on  January  1,  1909,  being  £10,000,  and 
Robert  James's  capital  on  the  same  date,  £400. 

The  partnership  deed  provides  (1)  that  proper  accounts  are  to  be 
prepared  half-yearly  ;  (2)  that  interest  on  capital  is  to  be  allowed 
every  half-year  upon  the  balance  shown  by  each  partner's  Capital 
Account  at  the  commencement  of  the  half-year,  at  5  per  cent,  per 
annum  ;  (3)  that  Robert  James  is  to  be  entitled  to  a  salary  of  £200 
per  annum,  payable  half-yearly  out  of  profits  ;  (4)  that  the  divisible 
profits  are  to  be  shared  between  the  partners  in  the  proportion  of 
three-quarters  to  Henry  James  and  one-quarter  to  Robert  James. 

The  profits  for  the  half-year  ended  June  30,  1909,  before  pro- 
viding for  the  above  adjustments,  amounted  to  £950. 

Robert  James  withdrew  £180  on  June  30,  1909  ;  apart  from  this 
no  partners'  drawings  have  taken  place. 

Show  the  partners'  accounts  as  they  would  appear  in  the  firm's 
Ledger. 
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Thomas  Inwood,  trading  under  the  name  of  Inwood  «fe  Co., 
finds  that  on  December  31,  1908,  his  books  show  the  following 
position — 


Liabilities. 

Sundry  Creditors 

T.     Inwood,    Capital 
Account 


1 

i  * 

s. 

d 

2.000 

0 

0 

2,000 

0 
0 

0 
0 

£4,000 

Assets. 


Cash  at  the  Bank. 
Other  Assets 


500 
3.500 


£4,000 


0   0 


He  decides,  as  at  the  above  date,  to  admit  Hubert  Boorman  as 
partner  upon  the  following  terms.  H.  Boorman  is  to  pay  into  the 
firm's  banking  account  £2,000,  of  which  £500  is  to  be  his  capital, 
and  £1,500  in  payment  for  his  share  of  the  goodwill  of  the  business. 
T.  Inwood  is  to  draw  out  £500  of  this  £1 ,500  and  to  leave  the  balance 
in  the  business  as  a  loan  to  the  new  firm  for  three  years  at  6  per 
cent,  per  annum. 

H.  Boorman  is  to  receive  a  salary  of  £100  per  annum,  payable 
out  of  profits.  Partners'  capital  accounts  are  to  bear  interest  at 
5  per  cent,  per  annum. 

Profits  are  to  be  divided  as  to  two-thirds  to  T.  Inwood  and  as 
to  one-third  to  H.  Boorman. 

Assuming  that  the  foregoing  transactions  were  duly  carried  out 
on  January  1,  1909,  that  no  partners'  drawings  took  place  during  the 
year,  and  that  the  profits  for  the  year  1909  amounted  to  £1,800 
before  allowing  for  any  of  the  adjustments  set  forth  above,  you 
are  requested  to  prepare  the  partners'  accounts. 


15d. 

H.  Edwards  and  L.  Steel  are  trading  in  partnership  under  the 
firm  name  of  Edwards  &  Steel,  profits  being  shared  as  to  two- thirds 
to  H.  Edwards,  and  as  to  one- third  to  L.  Steel,  their  Balance  Sheet 
as  on  December  31,  1908,  being  as  follows — 


jI  ABILITIES. 

H.  Edwards,  Capital 
Account 

£ 

1,000 

900 
12,000 

0 
0 

0 
0 

d. 

0 

0 
0 

0 

Assets. 
Cash                   .     ... 

£ 

100 
13,800 

8. 

0 
0 

0 

Sundry  Assets 

0 

L.      Steel,      Capital 
Account 

Sundry  Creditors 

£13,900 

£13,900 

0 

0 

As  on  January  1,  1909,  they  admit  B.  Mervyn  as  a  partner  in  the 
business  on  the  following  terms — 

{a)  Profits  are  to  be  divided  as  to  three-sixths  to  H.  Edwards, 
as   to   two-sixths    to   L.    Steel,    and  as   to    one-sixth   to 
B.  Mervyn. 
(J)  B.  Mervyn  is  to  bring  in  £500  in  cash  as  his  capital, 
(c)  A  Goodwill  Account  is  to  be  raised  on  the  books  under  date 
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January  1,  1909,  for  £900 ;  this  sum  is  to  be  credited  to 
the  previous  partners  in  the  same  proportion  in  which  they 
shared  profits  prior  to  B.  Mervj^n's  admission. 

{d)  H.  Edwards  is  to  be  at  liberty  to  withdraw  £200  of  his 
capital  on  January  ] ,  1909. 

(e)  B.  Mervyn  is  to  have  a  salary  of  £200  a  year  out  of  profits. 

(/)  Interest  is  to  be  allowed  on  partners'  Capital  Accounts  at  the 
rate  of  5  per  cent,  per  annum  ;  no  interest  is  to  be  charged 
on  drawings,  each  partner  is  to  be  at  liberty  to  withdraw 
£20  a  month  in  anticipation  of  profits,  or  (in  the  case  of 
B.  Mervyn)  in  anticipation  of  profits  and  salary. 

Assume  that  the  foregoing  transactions  relating  to  the  change  in 
the  constitution  of  the  firm  have  been  duly  carried  out,  and  that 
each  partner  has  regularly  drawn  £20  at  the  end  of  each  month 
during  the  year  1909.  The  profits  for  1909,  before  making  any 
allowance  for  B.  Mervyn's  salary,  or  for  interest  on  partners'  capital, 
amounted  to  £1,255.  Show  the  partners'  Capital  and  Current 
Accounts  as  they  would  appear  in  the  firm's  Ledger  at  the  close  of 
the  year  1909. 

15e. 

A.  Brown  and  Robert  Hicks,  trading  in  partnership,  decide,  as 
on  December  31,  1909,  to  dissolve  partnership  and  liquidate  the  busi- 
ness.    Their  Balance  Sheet  as  at  that  date  was  as  under — 


Liabilities. 
Capital  Account, 

A. 

1,000 

850 
2,000 

a. 

0 

0 
0 

d. 

0 

0 
0 

Assets. 
Ca.sh 

& 

500 

2,850 

500 

«. 

0 
0 
0 

d. 
0 

Brown 

Other  Assets 

Goodwin 

Q 

Capital  Account, 
Hicks 

R. 

0 

Sundry  Creditors. 

£3,850 

0 

0 

£3,850 

0 

: 

Profits  are  shared  between  the  two  partners  in  the  proportion  of 
three-fifths  to  A.  Brown  and  two-fifths  to  R.  Hicks.  • 

The  '^ Other  Assets,  £2,850,"  realized  only  £1,850,  and  the  Good- 
will was  disposed  of  for  £100.  The  expenses  of  the  liquidation 
amounted  to  £50. 

Show  the  process  of  realization  as  it  would  appear  in  the  firm's 
Ledger,  and  the  position  of  the  two  partners  as  regards  the  disposal 
of  the  balance  of  cash  remaining  after  satisfying  the  firm's  liabilities. 
Answers. — 

15b.  Credit  Balances  of  Capital  Accounts,  June  30,  1909 :  H, 
James,  £10,000;  R.  James,  £400.  Credit  Balances  of  Current 
Accounts  :  H.  James,  £692  10s.  Od.  ;  R.  James,  £77  10s.  Od. 

15c.  Credit  Balances  of  Capital  Accounts  :  T.  Inwood,  £2,000  ; 
H.  Boorman,  £500.  T.  Inwood,  Loan  Account,  £1,000.  Credit 
Balances  of  Current  Accounts:  T.  Inwood,  £1,170:  H.  Boorman, 
£630. 

15d.  Credit  Balances  of  Capital  Accounts  :  H.  Edwards,  £1400  ; 
L.  Steel,  £1,200 ;  B.  Mervyn,  £.500.  Credit  Balances  of  Current 
Accounts :  H.  Edwards,  £280  ;  L.  Steel,  £120  ;  B.  Mervyn,  £135. 

15e.  Cash  Balance  at  close  of  liquidation,  £400.  Divisible — A. 
Brown,  £130 ;  R.  Hicks,  £270. 


CHAPTER  XVI 

JOINT    STOCK   COMPANIES   AND   THEIR   ACCOUNTS 

The  accounts  of  Joint  Stock  Companies,  whatever  the 
particular  business  may  be  in  which  they  are  engaged, 
are,  of  course,  as  regards  their  trading  aspect,  precisely 
the  same  as  the  accounts  of  a  partnership,  or  those  of  a  sole 
trader,  engaged  in  a  business  of  a  like  nature  ;  but  as  re- 
gards the  accounts  which  are  kept  to  record  the  position 
of  the  proprietorate  (i.  e.  the  shareholders),  and  the  trans- 
actions of  a  "  Capital  "  nature  between  them  and  the 
Company,  the  books  of  a  Company  present  special 
features  which  require  detailed  explanation. 

An  "Incorporated  Company"  consists  of  a  body  of 
persons  united  for  certain  definite  purposes,  under  royal 
or  legislative  sanction,  in  such  a  manner  that  they  form  a 
"  corporate  body,"  i.  e.  a  fictitious  person  recognized  by 
the  law  as  a  legal  entity  capable  of  holding  property  and 
in  curling  obligations. 

Companies  may  be  incorporated  (1)  by  the  direct  en- 
actment of  a  special  statute,  e.g.  the  various  British 
Railway  Companies,  (2)  by  Royal  Charter,  e.  g.  the  Royal 
Mail  Steaija  Packet  Company,  or  (3)  by  the  registration 
of  a  formal  document,  called  a  "  Memorandum  of  Associa- 
tion," with  a  Government  official  (the  "  Registrar  of  Joint 
Stock  Companies  ")  appointed  under  the  Companies  (Con- 
solidation) Act,  1908.  The  great  majority  of  commercial 
companies  are  incorporated  by  the  simple  process  of 
registration  with  the  Registrar  of  Joint  Stock  Companies. 

The  chief  advantage  derived  from  incorporation  is  the 
principle  of  "limited  liability."  Incorporation  also  facili- 
tates the  raising  of  fresh  capital,  and  the  extension 
or  amalgamation  of  businesses;  it  increases  borrowing 
powers,  and  permits  employees  easily  to  acquire  an 
interest  in  the  business,  etc. 

If  a  Company  be  registered  with  a  memorandum  of 
association  containing  a  clause  stating  that  the  "liability 
of  the  members  is  limited,"  no  member  of  the  Company 
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is  liable  to  be  called  upon  to  contribute  any  sum  beyond 
the  face  value  of  the  actual  shares  he  has  agreed  to  take 
or  the  capital  he  has  undertaken  to  contribute.  When 
he  has  paid  the  amount  due  upon  the  shares  subscribed 
for  by  him,  he  is  entirely  relieved  from  the  possibility  of 
any  further  claim  to  contribute  towards  the  Company's 
liabiHties,  and,  although  he  may  lose,  through  the  Com- 
pany's ultimate  failure,  v^hatever  capital  sum  he  may  have 
invested,  he  cannot  be  made  liable  to  contribute  anything 
beyond  that  sum,  hov^ever  involved  in  debt  the  Company 
may  have  become. 

Companies  may  be,  but  are  rarely,  registered  "with 
unlimited  liability,"  the  members  being,  as  regards 
liability,  much  the  same  as  the  members  of  an  ordinary 
partnership.  Two  or  three  private  banks  are  so  in- 
corporated. Companies  may  also  be  registered  where 
each  member's  Hability  is  limited  to  the  amount  he 
guarantees.     These  also  are  rare. 

The  Companies  (Consolidation)  Act,  1908  (Section  1), 
enacts  that  no  private  partnership  of  more  than  ten 
persons  shall  be  formed  to  carry  on  the  business  of 
banking,  nor  shall  any  partnership  of  more  than  twenty 
persons  be  formed  to  carry  on  any  other  business  having 
the  acquisition  of  gain  as  its  object,  unless  it  be  registered 
as  a  Company.  Mining  Companies  within  the  stannaries, 
a  form  of  Company  much  favoured  in  Cornwall,  and 
Companies  working  ^under  letters  patent,  or  a  special  act 
of  Parliament,  are  exempt  from  the  above  section. 

Any  seven  or  more  persons  may  combine  to  form  and 
register  a  Company  under  the  Companies  ^cts;  and 
in  the  case  of  a  special  class  of  limited  Companies  styled 
"  Private  Companies  "  two  persons  are  sufficient  for  the 
purposes  of  incorporation. 

In  addition  to  what  are  known  as  "  Public  Companies," 
that  is  to  say,  those  Companies  which  have  made  public 
issues  of  their  shares,  there  is  a  class  of  Company  known 
as  Private  Limited  Companies.  A  "Private  Company" 
is  defined  by  the  Companies  (Consolidation)  Act,  1908 
(Section  121),  as  one  which  by  its  articles  of  association — 

(a)  Restricts  the  right  to  transfer  shares  ;  (6)  Limits  the  number 
of  its  members  (exchisive  of  persons  who  are  in  the  employment  of 
the  Company)  to  fifty.  The  Companies  Act,  1913,  excludes  ex- 
employees  also  from  the  computation  ;  (c)  Prohibits  any  invitation 
to  the  public  to  subscribe  for  any  Shares  or  Debentures  of  the 
Company. 
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This  class  of  Company  is  frequently  met  with  in 
practice,  and  affords  a  great  convenience  in  the  case  of 
**  family  businesses,"  enabling  a  testator,  whose  capital 
is  locked  up  in  his  business,  to  divide  his  estate  amongst 
his  children  or  others  without  disturbing  the  financial 
arrangements  of  the  business,  while  at  the  same  time 
limiting  the  liability  of  those  to  whom  a  share  in  the 
business  is  left. 

Private  Companies  have  also  the  advantage  of  exemp- 
tion from  the  necessity  to  file  annually  the  "  statement  in 
the  form  of  a  Balance  Sheet  "  which  is  obligatory  on  other 
Companies  under  Section  26  of  the  Companies  (Consolida- 
tion) Act,  1908.  The  capital  of  Private  Companies  is  very 
frequently  held  almost  entirely  by  one  individual,  hence 
the  term  "  One-man  Company." 

The  fundamental  regulations  of  most  Companies  contain 
a  statement  of  the  amount  of  the  Company's  capital, 
coupled  with  a  note  of  the  number  of  separate  fractions 
or  '*  Shares "  into  which  such  capital  is  divided ;  e.  g. 
"  the  Company's  capital  shall  be  ilO,000,  divided  into 
10,000  ordinary  shares  of  one  pound  each."  The  figure 
80  fixed  is  in  reality  nothing  more  than  the  amount  of 
capital  which  the  Company  at  its  inception  takes  poicer 
to  issue,  and  is  called  the  "  Authorized  Capital " ;  the 
Companies  Acts  require  the  amount  of  the  authorized 
capital  to  be  stated  in  the  Memorandum  of  Association 
in  the  case  of  all  Companies  incorporated  by  registration 
under  these  Acts,  partly,  doubtless,  because  a  stamp 
duty  based  upon  the  amount  of  the  "authorized"  capital 
is  payable  upon  registration.  Authorized  Capital  is  also 
called  Nominal  or  Registered  Capital. 

'  Although  a  Company  may,  and  frequently  does,  take 
power  in  its  memorandum  of  association,  or  other 
document,  to  issue  a  certain  sum  of  capital  or  a  certain 
number  of  shares,  it  does  not  follow  that  it  is  always 
either  expedient  or  possible  to  issue  at  once  the  whole  of 
such  capital.  Indeed,  it  frequently  happens  that  a  public 
issue  of  shares  is  not  wholly  taken  up  by  investors,  the 
balance  of  the  shares  offered  in  such  cases  remaining 
unissued.  In  many  cases  therefore  the  amount  of  a 
Company's  **  Authorized "  Capital  has  no  direct  con- 
nection with  the  amount  of  its  liability  to  its  shareholders 
for  capital  contributions. 

The  nominal  amount  of  capital  which,  at  any  given 
time,  has  been  taken  up  by  the  shareholders  is  called  the 
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"Issued"  or  "Subscribed"  capital.  The  amount  of  a 
Company's  "Subscribed"  capital  therefore  represents 
the  total  amount  which  its  members  have  agreed  to 
contribute. 

In  addition  to  the  fact  that  it  will  be  frequently  found 
that  the  whole  of  a  Company's  shares  have  not  been 
issued,  or,  if  issued,  have  not  been  taken  up,  it  is  a  very 
common  occurrence  to  find  that,  upon  those  shares  which 
have  actually  been  issued,  a  portion  only  of  the  face  value 
has  been  paid  into  the  Company's  coffers.  A  Company 
has  no  legal  power  to  issue  its  shares  for  less  than  their  face 
value,  but  it  is  not  compelled,  unless  it  requires  the  money, 
to  call  upon  the  holders  of  its  shares  to  pay  up  at  the 
outset  the  whole  of  the  sum  they  have  contracted  to  con- 
tribute; periodical  Calls,  as  they  are  termed,  can  be  made 
of  one-half,  one-quarter,  or  whatever  other  proportion  is 
deemed  advisable,  of  the  nominal  amount  of  each  share; 
further  "  calls  "  upon  the  Company's  members  can  be 
made,  as  and  when  needed,  until  the  whole  of  the  face 
value  of  the  issued  shares  has  been  called  and  paid  up. 

The  total  amount  actually  contributed  in  cash  by  the 
shareholders  at  any  particular  date  is  called  the  "Paid- 
up  Capital "  ;  this  amount  may  obviously  differ  both  from 
the  "Authorized  Capital "  and  from  the  "  Subscribed  Capi- 
tal," e.g.  the  "Authorized"  capital  of  a  Company  may 
amount  to  £10,000,  divided  into  J0,000  shares  of  £1  each. 
The  "  Subscribed"  Capital  may  consist  of  5,000  shares  of  £1 
each,  i.e.  £5,000.  The  "  Paid-up"  Capital  may  represent 
10s.  per  share  on  each  of  the  6,000  £1  shares  subscribed, 
i.  e.  £2,500.  The  "  Paid-up  "  Capital  of  a  Company 
therefore  is  that  amount  of  the  Called-up  Capital  which 
has  actually  been  paid  by  its  members. 

Companies  frequently  issue  more  than  one  type  of 
share,  the  various  classes  issued  possessing  various- 
priorities  among  themselves,  either  as  to  "Capital"  or 
"  Dividend "  rights  or  both.  In  this  connection  the 
following  definitions  may  prove  helpful,  although,  as 
between  different  companies,  shares  of  the  same  designa- 
tion may  possess  widely  different  rights. 

"Preference  Shares"  are  shares  possessing  some  pre- 
ferential rights  over  the  other  classes  of  shares  issued  by 
the  Company ;  it  may  be  that  (1)  they  are  entitled  to  a 
preferential  fixed  dividend  each  year,  if  sufficient  profits  are 
made  (these  shares  are  "preferential  as  regards  revenue"), 
or  that  (2)  in  the  event  of  liquidation  of  the  Company 
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they  are  entitled  to  priority  of  payment  out  of  the  assets 
before  any  of  the  other  classes  of  shareholders  (these 
shares  are  "preferential  as  regards  capital ").  In  many 
cases  preference  shares  are  **  preferential "  both  as  to 
Capital  and  Dividend. 

If  a  Preference  Share  is  also  described  as  "  Cumulative," 
it  implies  that  the  arrears  of  any  fixed  dividends  due 
thereon  but  not  paid  in  any  one  or  more  years  (owing  to 
the  fact  that  insufticient  profits  were  made  out  of  which 
to  pay  them)  are  carried  forward  to  later  years  {i.  e. 
"Accumulated"),  until  sufficient  profits  have  been  earned 
out  of  which  to  satisfy  them.  If  a  Preference  Share  is 
described  as  "Non-cumulative,"  it  indicates  that  each 
trading  period  is  considered,  for  the  purpose  of  paying 
dividends  on  the  Preference  Shares,  as  a  matter  apart ; 
and  that  unpaid  arrears  of  dividend  are  not  carried 
forward  to  future  years,  and  cannot  be  subsequently 
claimed.* 

*'  Ordinary  Shares  "  are  a  class  of  shares  entitled,  as  a 
general  rule,  to  the  whole  of  the  profits  made  by  the 
Company  after  the  fixed  dividends  payable  on  the  Prefer- 
ence Shares  have  been  duly  discharged. 

Shares  of  the  "  Ordinary  "  class  have  no  fixed  rights  as 
to  dividends,  neither  have  they  any  claim  for  priority  of 
payment  in  case  of  liquidation.  To  counterbalance  the 
absence  of  these  advantages  they  are  usually  entitled  to 
the  larger  share  of  any  profits  made  should  the  Company 
prove  successful. 

Special  classes  of  shares,  frequently  taking  a  deferred 
interest  in  the  profits  quite  disproportionate  to  their 
nominal  amount,  are  also  extensively  found.  These  shares 
are  generally  called  "Deferred  Shares,"  "Founders' 
Shares,"  or  "Management  Shares,"  and  are  frequently 
issued  to  the  originators  of  the  Company,  or  to  their 
friends. 

*  The  student  must  not,  however,  infer  from  the  above  that  the 
holders  of  Preference  Shares  are  creditors  in  the  ordinary  sense  for 
any  dividends  which  may  be  in  arrear  upon  their  Cumulative 
Preference  Shares.  They  do  not  become  active  claimants  until  the 
Company  earns  suflBcient  profits  out  of  which  to  meet  the  arrears  of 
dividend.  For  this  reason  the  amount  of  Preference  dividend  which 
may  be  outstanding  at  any  time  is  not  passed  through  the  accounts. 
It  is,  however,  in  the  author's  opinion,  advisable  to  insert  a  note  on 
the  face  of  the  Balance  Sheet  to  the  effect  that  arrears  of  Preference 
dividends  exist,  stating  the  amount  due  to  date.  In  the  absence  of 
such  a  note  it  is  conceivable  that  a  person  contemplating  the 
purchase  of  the  Company's  Ordinary  Shares  might  be  misled. 
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In  cases  where  a  patent,  or  other  speculative  property, 
is  acquired  by  a  company,  it  is  a  salutary  practice  that 
the  vendor  shall  be  paid  largely  by  means  of  shares, 
the  dividend  upon  v^hich  is  "deferred"  until  the  shares 
contributed  by  those  who  find  the  actual  cash  with  which 
to  launch  the  venture  have  received  a  certain  fixed  rate 
of  dividend.  In  these  cases  the  balance  of  profit  re- 
maining, after  such  fixed  dividends  have  been  paid,  is 
frequently  divided  in  agreed  proportions  between  the  two 
classes  of  shares. 

The  advantages  of  limited  liability  attach  to  all  classes 
of  shares  in  a  Limited  Liability  Company.  Dividends 
cannot  be  paid  to  any  class  of  shareholder  except  out  of 
the  profits  earned  by  the  Company;  the  question  as  to 
what  are  a  Company's  profits,  in  the  legal  sense  of  the 
term,  frequently  leads  to  considerable  confusion,  and, 
owing  to  somewhat  conflicting  legal  precedents  deal- 
ing with  the  matter,  great  difference  of  opinion,  and  much 
controversy,  have  arisen. 

In  the  case  of  some  Companies  the  capital  is  not 
divided  into  "  so  many  shares  of  a  certain  money  sum 
each  "  but  into  so  many  pounds  sterling  of  a  specified 
**  Stock"  of  the  Company.  "  Stock  "  in  almost  all  respects 
possesses  the  same  characteristics  as  "Shares";  the  rights 
as  to  dividend  and  priority  of  repayment  may  be  identical 
in  both  cases,  indeed  it  is  possible  for  Companies  if 
they  so  desire,  to  change  their  Capital  from  the  one  form 
into  the  other.  "  Stock  "  may  be  defined  as  capital  con- 
solidated into  one  mass  for  the  sake  of  convenience,  and 
is  transferable  in  any  fractions,  except  where  otherwise 
stipulated. 

On  the  other  hand,  fractions  of  Shares  are  not  allowed 
to  be  transferred,  one  Share  being,  as  a  rule,  the  mini- 
mum. Every  "  Share  "  bears  a  distinctive  number,  while 
"  Stock  "  possesses  no  numbers. 

The  "  Share  Capital"  of  a  Company  is,  of  course,  the  pro- 
prietors' capital,  and  corresponds  to  the  partners'  Capital 
in  a  private  partnership.  In  addition  to  the  issue  of 
Share  Capital  Companies  frequently  raise  money  in  the 
shape  of  loans  for  fixed  periods,  interest  being  paid  on 
these  obligations  quite  irrespective  of  whether  the  Com- 
pany's profits  are  sufficient  to  pay  them  or  not.  Borrowings 
of  this  nature  are  usually  secured  by  the  pledge  of  certain 
portions  of  the  Company's  property  coupled  with  a 
**  General  charge,"  under  which  the  whole  of  its  Assets 
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are  hypothecated.  Loans  of  this  nature  are  sometimes 
secured  by  means  of  separate  deeds  under  the  Company's 
seal  given  to  each  individual  lender,  knovs^n  as  "  Deben- 
tures," setting  forth  the  amount  of  the  loan  and  its 
various  particulars. 

In  other  cases  "  Debenture  Stock  "  is  issued  in  the  same 
manner  as  "  Preference  "  and  other  Stocks  are  issued.  In 
cases  where  Debenture  Stock  is  issued  trustees  are 
appointed  to  act  for  the  holders  of  the  Stock,  and  to  hold 
the  charge  over  the  Company's  Assets  for  the  protection 
of  the  stockholders.  "  Debenture  Bonds,"  if  issued,  are 
usually  for  round  sums,  e.  g.  £50,  £100,  £200  and  so  on, 
and  they  may  be  expressed  as  payable  to  the  original 
lender  of  the  money  or  '*  to  bearer,"  i.  e.  to  the  holder  of 
the  document  for  the  time  being. 

In  cases  where  **  Debentures  to  Bearer  "  are  issued  a 
sheet  of  interest  Coupons  is  attached.  This  sheet  consists 
of  a  number  of  small  "  pay  orders,"  detachable  as  they 
mature,  and  representing,  in  each  case,  the  interest  due 
for  a  certain  half-year  or  other  period,  the  complete  sheet 
containing  coupons  covering  the  whole  "  life "  of  the 
Debenture  Bond. 

Each  coupon  when  due  is  detached  and  presented  for 
payment  (usually  through  a  banker),  as  and  where 
indicated  upon  the  Coupon  itself. 

Debentures,  except  "Bearer"  Debentures  and  Deben- 
ture Stock,  are  usually  transferable  from  one  person  to 
another  by  deed.  The  transfer  of  Bearer  Debentures  is 
effected  by  the  simple  delivery  of  the  documents 
themselves. 

Companies  are  usually  managed  by  a  small  number 
of  persons,  generally  shareholders,  called  a  "Board  of 
Directors."  These  governing  bodies  appoint  such  managers 
and  other  officials  as  are  needful  for  the  proper  conduct  of 
the  Company's  business.  The  Boards  of  Directors  of 
reputable  and  well-conducted  undertakings  usually  consist 
of  influential  men  possessing,  in  many  cases,  expert  know- 
ledge of  the  Company's  particular  business;  unfortunately, 
the  same  cannot  be  said  of  the  less  desirable  type  of 
Company,  the  Boards  of  which  frequently  consist  largely 
of  individuals  placed  upon  the  direction  at  the  instance 
of  the  promoter  controlling  the  concern,  and  possessing 
neither  independence  nor  business  ability. 

It  is  customary  for  a  new  Company  of  standing  to 
make  an  appeal  to  the  public  to  subscribe  its  Capital.. 
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The  document  setting  forth  the  details  of  the  Company's 
business,  the  amount  of  Capital  offered  for  subscription, 
the  names  of  the  officials  and  the  profits  estimated  to 
arise  from  future  trading,  is  termed  a  "  Prospectus."  It 
is  usually  stipulated  that  the  Capital  offered  for  subscrip- 
tion, whether  in  the  shape  of  Shares,  Stock,  or  Debentures, 
is  to  be  paid  up  by  the  applicant  in  instalments ;  a  deposit 
is  required  on  "Application,"  a  further  payment  is  to  be 
made,  as  a  rule,  when  the  application  is  granted  by  the 
Board  {i.e.  when  the  shares  are  "Allotted"),  and  further 
"  Calls  "  are  payable,  either  upon  the  dates  set  out  in  the 
prospectus,  or  as  and  when  deemed  to  be  desirable  by  the 
Board  of  Directors. 

Section  285  of  the  Companies  (Consolidation)  Act, 
1908,  defines  a  prospectus  as  "any  prospectus,  notice, 
circular,  advertisement,  or  other  invitation  offering  to 
the  public  for  subscription  or  purchase  any  Shares  or 
Debentures  of  a  Company."  Every  prospectus  must  state 
the  Minimum  Subscription,  i.e.  the  smallest  number  of 
Shares  that  must  be  subscribed  before  the  Directors  can 
proceed  to  allotment. 

In  order  to  record  the  capital  transactions  of  a  Company, 
entries  must  be  passed  through  the  ordinary  books  of 
account,  but,  in  view  of  the  large  number  of  individual 
shareholders  of  which  a  Company  may  consist,  it  is 
customary  to  record  the  necessary  entries  in  the  financial 
books,  as  far  as  possible,  in  totals.  Separate  statistical 
books,  styled  "  Share  (or  Debenture)  Registers,"  are  used 
to  record  in  detail  the  holdings  of  individuals  with  the 
amounts  contributed  by  them  originally,  or  particulars  of 
the  shares  acquired  by  subsequent  purchase. 

All  sums  payable  to  a  Company  upon  its  making  a 
public  Issue  of  Shares  are  usually  payable  direct  to  the 
Company's  bankers;  and  it  is  with  the  receipt  by  the 
latter  of  an  Application  Form  for  Shares  coupled  with 
the  appUcant's  cheque  for  the  amount  of  the  application 
deposit  that  the  entries  in  the  Company's  books  com- 
mence. 

The  deposits  received  upon  application  are  debited  in 
detail  in  the  Company's  Cash  Book,  and  are  credited 
(preferably  in  totals  as  far  as  possible)  to  an  Account 
styled  the  "Application  and  Allotment  Account."  It  is 
conceivable  that  the  issue  of  Shares  may  be  over  applied 
for  by  the  public,  and  that  deposits  may  have  to  be 
returned  to  applicants  who  receive  no  allotment ;  again. 
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applicants  may  receive  an  allotment  of  a  less  number  of 
Shares  than  they  have  applied  for,  in  which  case  any 
surplus  paid  on  application  is  usually  applied  in  reduction 
of  the  amount  payable  on  allotment,  the  balance  only  of 
the  latter  instalment  then  becoming  payable. 

The  Board  of  Directors  go  through  the  "List  of 
Applications  "  and  decide  the  number  of  Shares  which 
shall  be  allotted  to  each  applicant ;  they  direct  the  secre- 
tary of  the  Company  to  issue  to  the  applicants  notices  of 
all  allotments  made  (styled  "Letters  of  Allotment "),  and 
upon  these  letters  being  duly  posted  the  contract  between 
the  applicant  and  the  Company  becomes  complete ;  there- 
after the  former  is  legally  bound  to  take  and  pay  for  the 
Shares  allotted  to  him  upon  his  application,  as  and  when 
called  upon  to  do  so.  On  the  other  hand,  prior  to  the 
posting  of  the  allotment  letter,  the  applicant  is  entitled 
to  withdraw  his  application  if  he  desires  to  do  so. 

Upon  the  "allotment"  of  a  block  of  capital  in  this 
manner  the  "  Application  and  Allotment  Account "  should 
be  debited  with  the  total  sum  payable  "  on  application," 
and  "on  allotment"  on  the  whole  issue  of  the  Shares  so 
allotted,  and  this  sum  should  be  credited  to  the  "  Share 
Capital  Account."  When  the  instalments  due  on  allot- 
ment are  paid  they  should  be  credited  to  the  "  AppHca- 
tion  and  Allotment "  Account,  and  to  this  account  should 
be  debited  any  cheques  drawn  in  favour  of  those  applicants 
who  have  received  no  allotment,  or  amounts  remitted  to 
partly  successful  applicants,  in  order  to  return  any  deposit, 
or  excess  of  deposit,  which  they  may  have  paid  upon 
"  application."  When,  finally,  all  allotment  moneys  have 
been  duly  received  by  the  Company,  the  "  Application 
and  Allotment"  Account  should,  of  course,  show  no 
outstanding  balance. 

The  crediting  of  the  total  of  the  allotment  moneys  in 
company  with  the  application  deposits  to  the  Share 
Capital  Account  before  the  cash  has  actually  been 
received  amounts  to  an  anticipation  of  events,  and  a 
reversing  entry  may  subsequently  be  needed  if  any 
shareholders  fail  to  pay  their  allotment  instalments. 

Under  the  Companies  (Consolidation)  Act,  1908  (section 
92),  every  Company  is  compelled,  within  two  months  after 
the  allotment  of  its  Shares  or  Debentures,  or  within  two 
months  after  the  registration  of  a  transfer  of  Shares  or 
Debentures,  to  have  complete  and  ready  for  delivery  the 
certificates  representing  such  Shares  or  Debentures. 

K 
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When  the  Board  of  Directors  decides  to  make  a  "  call " 
upon  the  members  for  some  fm:ther  portion  of  the  capital 
remaining  unpaid,  formal  notices,  requesting  the  payment 
of  the  call  at  a  stated  future  date,  are  sent  out  to  the 
members  of  the  Company  by  the  secretary.  Upon  the 
call  falling  due  an  entry,  crediting  the  Share  Capital 
Account  and  debiting  the  "  Call  Account,"  is  made  for 
the  total  amount  receivable  in  respect  of  the  call  (this 
resembles  the  procedure  in  the  case  of  the  '*  Allotment" 
moneys).  As  the  various  shareholders  pay  to  the  Com- 
pany's bankers  the  sums  due  from  them,  the  Company's 
Cash  Book  is  debited  in  detail,  and  the  "  Call  Account " 
is  credited  in  one  or  more  totals ;  when  the  full  amount 
of  the  call  has  thus  been  received  the  Call  Account  in  the 
Ledger  closes  automatically. 

For  the  sake  of  convenience  many  Companies  arrange 
with  their  bankers  that  the  various  sums  received  on 
application  and  allotment,  and  in  respect  of  calls,  shall 
be  kept  separate  and  distinct  in  special  accounts  under 
appropriate  headings,  and  with  special  pass  books.  From 
these  special  accounts  sums  can  be  transferred  to  the 
Company's  General  Account  from  time  to  time  as  desired. 

In  the  case  of  a  Company  making  a  public  issue  as 
explained  above,  the  Shares  issued  to  the  public  must  be 
paid  for  in  cash.  The  law,  however,  permits  "  Fully  "  or 
"Partly  Paid"  Shares  to  be  issued  in  exchange  for  any 
kind  of  valuable  consideration  other  than  cash,  e.  g.  land, 
buildings,  plant,  machinery,  book  debts,  patent  rights, 
goodwill,  and  even  personal  service,  subject  to  certain 
special  formalities  being  complied  with;  viz.  that  an 
agreement  between  the  Company  and  the  vendor  setting 
forth  the  nature  of  the  consideration  which  the  Company 
acquires  in  exchange  for  the  Shares  so  issued  shall  be 
executed  and  filed  with  the  Eegistrar  of  Joint  Stock 
Companies  within  thirty  days  after  the  allotment  of  such 
Shares.  "  Fully  "  or  "  Partly  Paid  "  Shares  issued  in 
•this  way  in  exchange  for  Assets  are  frequently  referred  to 
as  "Shares  issued  credited  as  fully  (or  partly)  paid";  if 
issued  as  "  Partly  Paid  "  the  balance  due  upon  the  Shares 
must  be  paid  up  in  cash  as  and  when  the  Board  of 
Directors  may  call  for  it.  Debentures  can  similarly  be 
issued  as  fully  paid,  and  in  their  case  a  "  consideration  " 
{e.  g.  assets)  is  not  legally  necessary. 

In  cases  where  a  Company,  specially  formed  for  the 
purpose,  takes  over,  as  a  going  concern,  the  Assets  and 
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Liabilities  (including  the  Goodwill)  of  a  pre-existing 
partnership,  a  substantial  portion  of  the  purchase  price  is 
frequently  satisfied  by  means  of  an  issue  to  the  former 
owners  of  the  business  of  an  amount  of  shares,  stock,  or 
debentures  credited  as  fully  paid  up ;  these  securities  may 
rank  equally  with  similar  securities  issued  to  the  public,  but 
if  the  latter  is  being  approached  for  the  subscription  of  a 
large  sum  of  money  there  is  more  probability  of  a  satis- 
factory response  resulting  if  the  vendors  take  securities 
ranking  behind  those  offered  to  the  public.  The  announce- 
ment that  the  former  owners  have  agreed  to  take  a  large 
portion  of  the  purchase  price  of  their  business  in  •'  Ordin- 
ary" or  "Deferred"  Shares  naturally  evidences  their 
faith  in  the  future  prospects  of  the  undertaking,  and  begets 
public  confidence. 

In  cases  where  the  whole  of  the  purchase  consideration 
is  taken  in  Cash  or  in  Debentures  the  attendant  issue  of 
Preference  or  Ordinary  Shares  may  well  be  avoided  by 
the  prudent  investor. 

In  a  typical  case  the  new  Company  takes  over  from 
the  former  owners  (the."  vendors  ")  certain  Assets,  together 
with  the  Goodwill  for  a  stated  amount  of  money,  payable 
in  cash  or  shares  as  specified,  and  in  addition  assumes 
the  old  firm's  current  liabilities.  In  such  a  case  the 
purchase  price  does  not  consist  solely  of  the  amount  of 
cash  or  shares  issued  to  the  vendors;  it  embraces  the 
latter  amount  plus  the  amount  of  the  LiabiUties  assumed. 
Frequently  a  round  sum  is  mentioned  as  representing  the 
purchase  price  of  the  Assets  plus  the  Goodwill  and  minus 
the  Liabilities,  the  detailed  purchase  price  of  the  indi- 
vidual Assets  and  of  the  Goodwill  not  being  specifically 
mentioned,  although,  if  a  pubUc  issue  be  made,  the 
purchase  price  of  the  goodwill  must  be  separately  stated 
in  the  prospectus.  In  the  circumstances  detailed  above, 
the  individual  Assets  taken  over  should  be  valued  at  a 
fair  price,  and  the  balance  of  the  purchase  money  paid 
must  be  assumed  to  represent  the  Goodwill  of  the  busi- 
ness. Such  transactions  must  be  made  the  subject  of  a 
Journal  entry  in  which  full  details  of  the  matter  are  set  out. 

Example. — If  a  newly-formed  Company  acquires  from  an  existing 
partnership  £30,000  worth  of  tangible  Assets  plus  the  Goodwill  for 
£50,000,  and  undertakes  to  discharge  in  addition  Liabilities  amounting 
to  £10,000,  the  total  purchase  price  amounts  to  £60,000  {i.  c.  £50,000 
3)lu8  £10,000),  of  which  £30,000  can  be  ranked  as  representing  the 
cost  of  the  tangible  Assets,  and  the  balance  of  £30,000  can  only  be 
treated  as  the  cost  price  of  the  Goodwill  acquired. 
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A  Company  purchasing  an  existing  business  in  this  way 
usually  pays  for  the  *'  Goodwill "  acquired  a  price  far 
higher  than  a  prudent  private  individual  would  be  likely 
to  give;  to  this  fact  is  largely  due  the  "Inflated"  or 
"Watered"  capitals  which  are  unfortunately  so  frequently 
met  with  in  joint  stock  company  enterprise,  and  the 
existence  of  this  practice  is  due  to  a  great  extent  to  the 
fact  that  the  investor,  whose  liability  is  limited,  is  satisfied 
with  a  smaller  return  per  cent,  per  annum  upon  his 
money  than  is  the  case  with  the  individual  trader  whose 
liability  is  unUmited. 

The  foregoing  principles  are  embodied  in  the  subjoined 
illustration,  which  is  that  of  a  Company  formed  to  take 
over  an  existing  business  for  a  stated  consideration  payable 
in  cash,  shares,  and  debentures,  and  making  an  appeal  to 
the  public  for  subscriptions. 

Example. — Messrs.  Grant,  Wood  &  Co.'s  Balance  Sheet  at 
December  31,  1908,  shows  the  following  Assets  and  Liabilities — 

Assets. —  £  s.  d. 

Cash 1,000  0  0 

Stock 18,000  0  0 

Debtors 29,000  0  0 

Premises ....  14,000  0  0 

£62,000    0    0 

Lidbilities. — 

Sundry  creditors      .        .        .  £12,000    0    0 


The  firm  contracts,  as  on  December  31, 1908,  to  sell  their  business 
to  a  limited  Company,  incorporated  for  the  purpose  under  the  name 
of  Grant,  Wood  &  Co.,  Ltd.,  for  £75,000,  payable  as  to  £5,000  in 
cash,  £10,000  in  fully  paid  5  per  cent.  Debentures,  and  as  to  £60,000 
in  fully  paid  shares,  the  Company  taking  over  all  the  assets  set 
forth  above  and  assuming  all  the  firm's  liabilities. 

The  authorized  share  capital  of  the  Company  is  registered  as 
£150,000  in  150,000  shares  of  £1  each. 

The  Company,  on  January  5,  1909,  offers  for  public  subscription 
60,000  £1  shares  payable  as  follows :  Is.  per  share  on  application, 
9^.  per  share  on  allotment,  and  lOs.  per  share  on  February  1,  1909. 
Applications,  accompanied  by  the  necessary  deposit  of  Is.  per  share, 
were  received  for  75,000  shares ;  60,000  shares  were  allotted  on 
January  8,  1909,  in  respect  of  these  applications,  in  various  propor- 
tions, amounts  overpaid  on  application  being  applied  towards  part 
payment  of  the  moneys  due  on  allotment.  Of  the  moneys  due  on 
allotment  £20,100  was  received  on  January  10  and  the  balance  on 
January  11.  The  transfer  to  the  Company  of  the  assets  acquired 
from  Grant,  Wood  &  Co.  took  place  on  January  10,  the  cash  consider- 
ation being  paid   by  cheque  on  the  Company's  bankers,  and  the 
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shares  and  debentures  being  duly  allotted  on  that  day  to  the 
vendors.  The  balance  of  10s.  per  share,  due  from  the  allottees  on 
February  1,  was  received  by  the  Company,  as  to  £29,450  on  February 
1,  and  as  to  the  remainder  on  February  2,  1909. 

Show  these  transactions  as  they  would  appear  in  the  Company's 
Cash  Book,  Journal,  and  Ledger,  bringing  down  the  balances  as  on 
February  2,  1909,  and  preparing  a  Balance  Sheet  as  on  that  date. 


Grant,  Wood  k  Co.,  Ltd. 


Dr. 

CAS 

H 

BOOJ 

< 

Cp. 

1909. 

£ 

8. 

d. 

1909. 

£ 

s. 

d. 

Jan.    5 

To    Application 

and  Allotment 

Account — 

1».  per  share 

0  n      appll- 

cations 

Jan.  10 

By  Grant,  Wood 
&    Co.,    Ven- 
dors— 

Cash  portion 
of  the  pur- 
chase   con- 

rece ived 

sideration... 

5 

5,000 

0 

0 

for      75,000 

Feb.    2 

,,  Balance    car- 

shares  

3 

8,750 

0 

0 

ried  down 

V 

56,000 

0 

0 

«      10 

„  Application 
and  Allotment 
Account- 
Sundry     Al- 
lotmen  t 
moneys 

3 

20,100 

0 

0 

/ 

„      11 

Sut'dry      Al- 
1 otm  e  nt 
TiiOneyB 

3 

6,150 

0 

0 

/ 

»     10 

„  &mnt    Wood 
d!    Co.,    len. 
dora — 

/ 

Cash      Bai-, 

ance     re-| 

j 

ceived  from  | 

/ 

them J. 

1,000 

0 

0 

/ 

Feb.    1 

„  First   Cali,\ 
Account —        1 
Sundry   calls' 
received  ....   4 

29,450 

0 

0 

/ 

„       2 

Sundry  calls 

received  .... 

4 
£ 

550 
61,000 

0 
0 

0 
0 

1 

£ 

o" 

1909. 

01,000 

0 

Feb.    2 

To  Balance 

brought  down  V! 

i    1 

56,000 

0 

0 
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Grant,  Wood  &  Co.,  Ltd. 


JOURNAL 


1909. 
Jan.  8 


10 


Feb.  1 


Sundries  Dr. 

To  Sundries,  viz.— 

Cash 

Stock 

Debtors    

Pi-emises 

Goodwill 

Sundry  Creditors 

Grant,     Wood  &   Co. 

(Vendors) 

For  assets,  liabilities,  and 
j)urchase  consideration  on 
taking  over  the  business 
of  the  late  firm  of  Grant, 
Wood  <fe  Co.  pursuant  to 
the  purchase  agreement 
of  December  31,  1908. 


Api)]ication  and  Allot- 
ment Accotmt Dr. 

To  Share  Capital  Account 

For  10s.  per  share  due  on 
application  and  allot- 
ment on  00,000  shares 
allotted  this  day. 


Grant,  Wood  &  Co.  (Ven- 
dors)  Dr. 

To  Sundries,  viz. — 

Share  Capital 

5  per  cent.  Debentures 
For  shares  and  debentures 
issued  to  the  vendors 
and  credited  as  fully 
paid  up  in  part  settle- 
ment of  the  purchase 
consideration,  pursuant 
to  the  agreement  of 
December  31,  1908. 


First  Call  Account Dr. 

To  Sliare  Capital  Account 

For  10s.  per  share  on  60,000 
shares  allotted  to  the 
public,  due  February  1. 


1,000 
18,000 
29,000 
14,000 
25,000 


£87,000 


30,000 


70,000 


30,000 


jE130,000 


12,000 
75,000 


£87,000  I    0  I    0 


000       0       0 


60,000 
10,000 


30,000 


£130,000       0       0 


JOINT  STOCK  COMPANIES'  ACCOUNTS    261 


Grant,  Wood  &  Co.,  Ltd. 

LEDGER 
Share  Capital  Account 


Dr. 

o 

1909. 

£ 

..!.. 

1909. 

£ 

8. 

dr 

Feb.2 

To  Balance 

Jan.  8    By  Applica- 

carried  down, 

tion    and 

120,000  shares 

Allotment 

of  £1  each.... 

/ 
/ 

/ 

V 

120,000 

0 

0 

.,10 
Feb.1 

Account, 
10s.  per  share 
on    6 0,  0 0 0 
sliares  allot- 
ted   to    tlie 
public 

„  Grant,  Wood 
&  Co.,  60,000 
fully    paid 
shares  allot- 
ted the  ven- 
dors  

„    First    Ca.ll 
Account, 
10s.  per  share 
(balance)  due 
on     60,000 
shares  allot- 
ted   to    the 
public 

J. 
J. 

J. 

80,000 
60,000 

80,000 

0 
0 

0 

0 
0 

0 

£ 

120,000  0  0 

1909. 

£ 

120,000 

0 

0 

Feb.2 

By  Balance 
brought 
down, 120,000 
shares  of  £1 

V 

120,000 

0 

0 

_ 

_ 

2 


Or. 


Five  per  cent.  Debentures  Account 


2 


Cr. 


1909. 
Jan.  10 


By  Grant, 
Wood  &  Co., 
£10,000  De- 
bentures is- 
sued as  part 
of  purchase 
considera- 
tion   


£ 

8. 

J. 

£ 

10,000 

0 
0 

10,000 
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8 


Dr. 


Application  and  Allotment  Account 


Cr. 


1909. 
Jan.  8 


& 

1 

1909.  j 

To  Share  Capi- 

Jan. 5  ' 

tal  Account, 

lOs.per  share 

on        60,000 

shares  allot- 

„10 

ted    to    the 

public 

J. 

30,000 

0 

0 

•*  11 

30,000 

00 

1 

By  Cash,  Sun- 
dry Appli- 
cation De- 
posits   

„  Cash,  Sun- 
dry Allot- 
ment moneys 

„  Cash,  Sun- 
dry  Allot- 
ment moneys 


£ 

s. 

d. 

C.B. 

3,7S0 

0 

0 

C.B. 

20,100 

0 

0 

C.B. 

6,150 

0 

0 

£ 

30,000 

1 

0 

0 

First  Call  Account 


Dr. 

Cr. 

1909. 
Feb.l 

To  Share  Capi- 
tal Account, 
10«.  per  share 
on  G  0,  0  0  0 
shares  allot- 
ted   to    the 
public 

J. 

£ 

£ 
30,000 

«. 
0 

d. 
0 

1909. 
Feb.l 

V,    2 

By  Cash,  sun- 
dry  calls 

„  Cash,  sun- 
dry calls 

C.B. 
C.B. 

£ 

£ 

20,460 
550 

«. 

0 

0 

0 

d, 

0 
0 

30,000 

0 

0 

80,000 

0 

Dp. 


Grant,  Wood  &  Co.  (Vendors) 


Cr. 


Jan.  10  To  Cash , 


C.B. 


10 


10 


„  Share  Capi- 
tal Account, 
shares  allot- 
ted as  fully 
paid 

„  5  per  cent. 
Deb  entures 
Account,  De- 
bentures al- 
lotted as 
fully  paid.. . 


5,000 


60,000 


10,000 


75,000 


f.  d.    1909. 
Jan.  8 


By  Sundries, 
purchase  1 
consider-  \ 
ation  as  per  1 
agreement  of  i 
31/12/08 I  J. 


£       t.d. 


75,000 


I     £|  75,000   0  0 


0  0 


6 


Stock  Account 


Dr. 


Cr. 


6 


1909. 
Jan.  8 


To  Sundries, 
Stock  taken 
over 


£       s.d. 

\    I 
i  •  I 
18,000    0  I  0 


18,000  10   0 
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Dr. 


Sundry  Debtors 


Cr. 


1909. 
Jan.  8 


To    Sundries, 
Sundry  Deb- 
tors     taken 

J. 

£ 
29,000 

8. 

0 

0 

29,000 

0 

0 

8 


Dr. 


Premises 


8 


Cr. 


1"909. 
Jan.  8 


To  Sundries, 
Premises 
taken  over... 


£ 

8. 

d. 

J. 

14,000 

0 

0 

0 
0 

14,000 

Dr. 


Goodwill  Account 


9 


Cr. 


1909. 
Jan.  8 


!  ^ 

8. 

ct. 

To    Sundries, 
cost  price  of 
goodwill 

J. 

£ 

\  25,000 
25,000 

0 

0 

"o 

10 

Dr. 


Sundry  Creditors 


10 

Cr. 


JVo^e.— Ac- 
counts would 
be  opened 
f  0  r  each 
Creditor 
comprised  in 
this  total. 


1909. 
Jan.  8 


By  Sundries, 
Sundry  Credi- 
tors assumed 
as  part  of  the 
purchase  con- 
sideration  


1      £ 

s. 

J. 

£ 

j  12,000 

1 

0 

12,000 

0 

K  2 
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Grant,  AVood  &  Co.,  Ltd. 
BALANCE 

SHEET, 

as  on  February  2,  1909 

Liabilities. 

£ 

120,000 

10,000 
12,000 

s. 

0 

0 
0 

d. 

0 

0 
0 

Assets. 
Goodwill  Account    

£ 
25,000 
14,000 
18,000 
29,000 
56,000 

J 

0 
0 
0 

Share  Capital  authorized — 

Premises  Account 

150,000  shares  of  £1  each  £150,000 

Stock  of  Goods 

Sundry  Debtors   

Share  Capital  issued— 

Cash  at  Bank 

60,000  Shares  issued  to 
the  public  for 
cash £60,000 

60,000  Shares  issued  to 
the  vendors  and 
credited  as  fully 
paid £60,000 

120,000 
5  per  cent.  Debentures 

£ 

142,000 

0 

0 

£ 

'  145,000 

It  has  already  been  mentioned  that  the  Share  and  other 
Capital  transactions  of  a  Company  are  passed  through  the 
financial  books  of  account  as  far  as  possible  in  totals. 

Separate  statistical  books  and  registers  are  kept  for  the 
purpose  of  recording  the  details  of  these  matters,  also  in 
order  to  safeguard  the  various  members'  interests  and 
holdings  inter  se.  Such  books  are  termed  "  Share  (or 
Debenture)  Registers  "  ;  in  them  an  account  is  opened  for 
each  individual  holder,  and  separate  registers,  or  sets  of 
registers,  are  kept  for  each  class  of  Share  or  Stock.  By 
the  Act  of  1908  Share  Eegisters  must  be  kept  and  be 
open  for  public  inspection  during  business  hours  on 
payment  of  a  small  fee.  It  has  been  held  that  a  share- 
holder is  not  a  member  till  duly  registered. 

A  form  of  Share  Eegister  is  appended  containing  a 
specimen  account  of  a  shareholder  named  Henry  Norman. 
He  applied  on  January  6,  1909,  for  1,100  shares  in  Grant, 
Wood  &  Co.,  Ltd.  (see  previous  example),  paying  Is. 
per  share  deposit;  1,000  shares  were  allotted  to  him, 
and  the  allotment  moneys  and  first  call  were  duly 
paid  on  the  respective  due  dates.  This  member  bought 
a  further  2,000  shares  in  the  open  market,  at  a  later  date, 
and  the  transfer  deed  was  duly  registered  and  approved 
by  the  Board  of  Directors  on  March  6,  1909 ;  the  whole 
3,000  shares  were  subsequently  sold  by  Henry  Norman, 
the  transfer  for  1,500  of  them  being  approved  by  the 
Board  on  April  10,  1909,  and  the  transfer  for  the  remain- 
mg  1,500  on  April  16,  1909. 
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In  order  to  record  the  particulars  of  the  applications 
received  in  response  to  the  offer  of  Shares  for  public 
subscription  by  a  Company,  a  separate  Statistical  Book  (or 
series  of  loose  sheets),  called  an  "  Application  and  Allot- 
ment Book"  (or  series  of  sheets),  is  employed.  These 
records  contain  the  history  of  each  application  from  the 
time  it  was  first  received  until  the  Share  Eegisters  are 
compiled  subsequent  to  the  allotments  having  been  duly 
made;  it  is  from  the  Application  and  Allotment  Book 
that  the  Share  Eegisters  are  written  up  as  regards  the 
names  of  allottees,  and  the  numbers  and  distinctive 
numbers  of  the  shares  allotted  to  them.  The  separate 
sums  of  cash  paid  by  applicants  are  "posted"  from 
the  Cash  Book  to  the  credit  of  the  allottees'  accounts 
in  the  Share  Eegister,  although  such  "  posting  "  forms  no 
part  of  the  double  entry  in  the  Company's  books  of 
account,  the  credit  in  total  to  the  Application  and  Allot- 
ment Account  in  the  Ledger,  already  described,  being  the 
correct  contra  entry  for  the  debit  in  the  Cash  Book. 

A  specimen  page  of  the  "  Application  and  Allotment 
Book,"  of  Grant,  Wood  &  Co.,  Ltd.,  appears  on  p.  267. 

In  the  first  instance  the  applications  are  entered  in 
the  above  book  from  the  application  forms  themselves  as 
received  from  the  Company's  Bankers,  and  the  book  is 
then  submitted  to  the  Board  of  Directors  for  consideration. 
Shares  when  allotted  are  entered  in  the  "  Number  of 
Shares  Allotted"  column,  and  the  book  is  thereupon 
signed  by  the  chairman  of  the  board  for  identification 
purposes. 

The  work  attached  to  transfers  of  Shares  as  between 
vendors  and  purchasers  forms  a  considerable  portion  of 
the  Secretary's  duties  in  a  large  Company.  Particularly 
is  this  the  case  where  the  business  of  the  Company 
is  of  a  nature  which  attracts  investors  with  specula- 
tive instincts,  such,  for  instance,  as  a  gold  mine. 
In  the  case  of  Companies  of  this  class  the  **  Transfer 
Department  "  and  its  staff  is  frequently  far  larger  than 
the  ordinary  Counting  House  section  of  the  office. 

For  the  preliminary  record  of  transfers  a  ''Transfer 
Register  "is  kept,  which  is  written  up  from  the  Transfer 
deeds  themselves,  and,  after  the  approval  of  each 
individual  transfer  by  the  Board,  serves  as  a  posting 
medium,  somewhat  in  the  nature  of  a  Journal,  for  the 
subsequent  effecting  of  the  necessary  entries  in  the 
Share  Eegister  in  the  accounts  kept  both  for  the  seller  of 
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the  shares  (Transferor)  and  the  purchaser  of  thera 
(Transferee). 

A  form  of  Transfer  Kegister  is  appended,  and  the  pur- 
chase and  sales  of  Shares  in  Grant,  Wood  &  Co.,  Ltd. 
(of.  siqjra),  made  by  Henry  Norman  have  been  entered  in 
it  by  way  of  illustration.  It  is  desirable  that  the  entries 
of  transfers  in  this  book  should  be  initialed  by  the 
Chairman  of  the  Board  Meeting  at  which  they  are 
approved. 

Some  Companies  employ  special  forms  of  transfer, 
but,  in  most  cases,  the  common  form  is  accepted,  as 
illustrated  on  p.  270. 

When  applying  for  shares  in  a  Limited  Company  the 
applicant  must  fill  in  an  official  "  Form  of  Application," 
which,  together  with  a  remittance  for  the  necessary 
deposit,  must  be  transmitted  to  the  Company's  bankers. 
The  latter  retain  the  form  of  application  for  transmission 
in  due  course  to  the  Company,  and  fill  in,  detach,  and 
hand,  or  post,  to  the  applicant  the  form  of  receipt  for  the 
application  deposit  which  is  annexed  to  the  application 
form. 

Upon  the  Directors  allotting  Shares  a  "Letter  of 
Allotment "  is  sent  by  the  Secretary  to  the  applicant,  in- 
forming him  that  the  allotment  has  taken  place,  and 
requesting  the  payment  of  the  allotment  money  to  the 
Company's  bankers. 

Specimen  forms  of  the  above  documents  are  on  pp.  271 
and  272,  the  details  inserted  being  those  relating  to  the 
appHcation  by  Henry  Norman  for  Shares  in  Grant,  Wood 
&  Co.,  Ltd.,  as  in  the  foregoing  illustration.  For  each 
"call"  a  "Call  Notice,"  with  form  of  receipt  annexed, 
is  sent  by  the  Secretary.  In  those  cases  where  no  allot- 
ment of  shares  has  been  made  by  the  Directors,  a  formal 
intimation  to  that  effect,  called  a  "Letter  of  Regret,"  is 
sent  to  the  unsuccessful  applicant  together  with  a  cheque 
for  the  deposit  made  by  him  upon  application.  Specimen 
forms  of  a  Call  Notice  and  Letter  of  Eegret  appear  on 
pp.  273  and  274  respectively. 

As  soon  after  the  allotment  of  Shares  as  is  convenient, 
and  in  any  event  before  a  "  Special  Settlement "  (a  day  for 
discharging  bargains  in  the  Company's  shares)  can  be 
granted  to  the  Company  by  the  Committee  of  the  London 
Stock  Exchange,  the  Share  Certificates  must  be  ready  for 
delivery  to  the  shareholders.  These  certificates  are  formal 
statements,  issued  under  the   Company's   seal,   setting 
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Share  Transfer. 

/,  Owen  Jones,  of  Llantrysant,  Farmer,  in  considera- 
tion of  the  sum  of  [\7  ^^*^  Two  thousand  pounds  paid 
'Impressed \    \>y  Henry  Norman,  of  1754  Cannon  Street,  B.C.,  in  the 
8ta.np    1    C'%  of  London,  Chartered  Accountcmt,  hereinafter  called 
£20.    y    the  said  Transferee, 

2)0  hereby  bargain,  sell,  assign  and  transfer  to  the 
a,    said    Transferee:— Tioo    thoitsand   (2,000)   fidly  paid 
§    shares  of  one  poivui   each,  numbered    72096   to  74095 
^  I  «     o"!    inchcsive,  of  and  in  the  undertaking  called  Grant,  Wood 
J  ^'5     o^    and  Company,  Limited. 

"sSls  ^  ^0  bOlD  unto  the  said  Transferee,  his  Executors, 
J^'-^gS  Administrators  and  Assigns,  subject  to  the  several 
§'«S)ig  conditions  on  which  I  held  the  same  immediately 
SgoO®  before  the  execution  hereof;  and  /the  said  Trans- 
5«ea  feree  do  hereby  as^ree  to  accept  and  take  the   said 

g^Sp,  Shares  subject  to  the  conditions  aforesaid. 

BS  IPQlitllCSS  our  Hands  and  Seals,  this  fifth  day  of 
March,  in  the  Year  of  our  Lord   One  thousand  nine 
hundred  and  nine. 
Signed,  sealed,  and  delivered,  by  the  above  ^     ^ 

named  Owen  Jones,  in  the  presence  of  "v 

I      [Sign^tnve,*  Michael  il<u:gillicuddy.  I      ^^^  j^^.^  1      SEAL 

^     i  Address,  Llantrytant,  Wale*.  I  \ 

^      V  Occupation,  Farm  Bailiff.  '  ^ 

Signed,  sealed,  and  delivered,  by  the  above 
named  Henry  Norman,  in  the  presence  of      "^ 

I     j  Signature,- iyr.^o,..«.  I     g    j^^^^^^,  |      SEAL 

c      J  Address,  1754  Cannon  Street,  London,  B.C.  I 

^      I  Occupation,  .<4ucf  it  CTcj-fc.  ^ 

Signed,  sealed,  and  delivered,  by  the  above 
named in  the  presence  of      "V 

I     JSignature* I    J     gj.^^ 

a     ■!  Address...'. j 

^      ^Occupation J 

Signed,  sealed,  and  delivered,  by  the  above  ^ ^ 

named in  tlie  presence  of      "\  /^  n, 

I     JSignature* ,      ^^^^    \ 

a     "S  Address I  / 

^      I.  Occupation  J  \^      ^ 

Note  —The  Consideration-money  set  forth  in  a  transfer  may  differ  from  that 
which  the  first  Seller  will  receive,  owing  to  subsales  by  the  original  Buyer  ;  the 
Stamp  Act  requires  that  in  such  cases  the  Consideration -money  paid  by  the  Sub- 
purchaser shall  be  the  one  inserted  in  the  Deed,  as  regulating  the  ad  valorem. 
Duty  ;  the  following  is  the  Clav^e  in  question  :— 

"  Where  a  Person  having  contracted  for  the  purchase  of  any  property,  but 
not  having  obtained  a  Conveyance  thereof,  contracts  to  sell  the  same  to  any 
other  Person,  and  the  Property  is,  in  consequence,  conveyed  imuiediately  to 
the  Sub-purchaser,  the  Conveyance  is  to  be  charged  with  ad  valorem  Dutv 
in  respect  of  tlie  Consideration  moving  from  the  Sub.purchaser  "—[54  &  55 
Vic,  cap.  39  (1891),  section  58,  sub-section  4]. 

INSTRUCTIONS   FOR    EXECUTING  TRANSFERS. 

*  When  a  trantfer  is  executed  out  of  Great  Britain,  it  is  rtcomniended  Viat  the 
Signatures  he  attested  hy  H.M.  Consul  or  Vice-Consul,  a  Clergyman,  Magistrate, 
Notary  Public,  or  hy  some  other  person  holding  a  public  position— as  most  Cmnpanitt 
refuse  to  recognize  Signatures  not  so  atdsted.  When  a  witness  is  a  Female  she  must 
state  whether  she  is  a.  Spinster,    Wife,  or   Widow  :  and  if  a   Wife  she  ynust  aire  her 

Husband's  Name,  Address,  and  l^ualitjf.  Profession,  or  Oeeupation.     The  Dat4mu»t 

^e  inserted  in  Wo^ds  und  not  in  Fgures. 
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Form  of  Application  for  Shares, 
I*   i  Grant,  Wood  and  Company,  Limited. 

«"^  u  °^  Incorporated  under  the  Companies  Acts,  1908  to  1917. 

Igl-i  

.•  -'l:^  To  The  Directors  of  Grant,  Wood  and  Company, 

a^Z"^  Limited. 

s  J  5  J  Gentlemen, 

^  .■"  §  Having  paid   to  your  Bankers,  The  London  and 

«^'J-^  Eastern   Bank,    Limited,    the   sum   of   £55 ,   being  a 

^;|e£  deposit   of    one    shilling    per    share   on   the   number   of 

£1«  shares  applied  for  by  me  hereunder,  I  hereby  apply  for 

g     5-2  1,100 Shares  of  one  pound  each  upon  the  terms 

^i*3  of  a  prospectus  issued  by  you  and  dated  the  3rd  day  of 

"S  -S.*  January,  1909,  and   I  hereby  undertake  to  accept  such 

«2»S,  shares  or  any  less  number  which  you  may  allot  to  me 

£*^Z^  .  and  to  pay  all  further  sums  due  thereon,  and  to  be  bound 

•€'2.-s  ll  by  the  regulations  of  the  Company,  and  I  authorize  you 

I J  1  »  g  to  place  my  name  upon  the  register  of  members. 

S  S  '*'  *  1  Signature  of  applicant — H.  Norman. 

•J  J  t  -i  c"  Full  name  of  applicant— He^-ry  Norman. 

^  ^"^  «  I  Address— 1754  Cannon  Street,  London,  E.G. 


,-3Si^ 


Occupation — Chartered  Accountant. 


►SS    J    X>a<e— January  6,  19- 


(Pei'foration) 


Grant,  Wood  and  Company,  Limited. 

Banker  s  Receipt  for  Deposit  upon  Application  for  Shares. 
(To  be  detached  and  returned  to  applicant.) 

*RCCefVC&  this  6th  day  of  January,  19- •,  of  H.  Norman 
the  sum  of  Fifty-five  pounds,  being  Is.  per  share  upon  1,100 
shares  applied  for  in  the  above  Company. 

For  The  LONDON  &  EASTERN  BANK,  Ltd. 


Charles 
£55  -  0     0 


Stamp 
Id. 


Hill, 

Cashier, 
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Letter  of  Allotment. 
Geant,  Wood  and  Company,  Limited. 

lacorporated  auder  the  Companies  Acts,  1908  to  1917. 

"I  g  484  CoRNHiLL,  London,  E.C. 

wj  January  8,  19- 

Allotment  No.  39.  ,    g^ 

STAMP 


2g- 


So*' 


g^  §  Dear  Sir,  {or  Madam), 

15^"  I  am  instructed  by  the  Directors  of  Grant, "Wood 

3  I  8  and  Company,  Limited,  to  inform  you  that  in  response  to 

2*^  your    application    they    have    allotted    you  1,000 

H^  ^  Shares  in  the  capital  of  the  Company. 

I  t-^i"  The  total  amount  due  upon  application 

^^tA  and  allotment  on  1,000  Shares  allotted 

^1^-  youis £500    0    0 

Bi45  5  You  have  already  paid  on  application  for 

g"!^  1,100  Shares 55    0    0 

all  

I  =«  SS  leaving  a  balance  due  from  you  of £445    0    0 

OXW  

Jt3  Q  which  kindly  pay  to  the  Company's  Bankers,  The  London 

o|^  &  Eastern  Bank,  Ltd.,    894,  Lothbury,  E.C,  forthwith. 

Due  notice  will  be  given  when  the  Share  Certificates  are 
ready  for  issue    and  they  will  then  only  be  delivered  in 
^  I  ^  exchange  for  this  letter,  accompanied  by  the  receipts  for 

deposit  paid  upon  application,  and  for  the  call  due  on 
February  1,  19-  *. 

I  am,  Dear  Sir,  {or  Madam), 
Yours  faithfully, 
II »  Robert  Wood, 

£  "J  1  Secretary^ 

^  b«         To  Henry  Norman,  Esq., 
rr^-^  1754  Cannon  Street,  E. C. 


Banker's  Receipt  for  Allotment  Money. 

IRCCCiPCD  this  tenth  daj'  of  January,  19-  •,  the  sum  of 
^  55  Foicr  hundred  and  forty -five  pounds,  due  in  respect  of  the 

;26  above  allotment. 

For  The  LONDON  &  EASTERN  BANK,  Ltd. 


Charles 
£445  :  0  : 0 


Hill, 

Cashier. 


(Perforation) 

{This  slip  to  be  detached  by  Bankers  and  detained  by  them.) 

Grant,  Wood  and  Co.,  Ltd. 
Allotment  No.  39. 
Amount  payable,  £445. 
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Call  Notice. 

.«  Grant,  Wood  and  Company,  Limited. 

II  N°-39- 

P  5  Notice  of  First  Call  of  10s.  per  share,  Ordinary  Shares 

5  {making  20s.  per  share  called  xop). 
S  S 

«^  


S  ?  S 

tn 


c  5-3  484  CoBNHiLL,  London,  E.G. 

g||  January  25,  19*  *. 

S  *  u        Dear  Sir,  (or  Madam), 

o^'H  I  beg  to  give  you  notice  that    a   First  Call  of 

H  u  ^.         10s.  per  Share  has  this  "day  been  made  by  the  Board  in 

f^  g  accordance  with  the  terms  of  the  Prospectus.  On  the 
1,000  Shares  held  by  you  in  this  Company  the  call 
amounts  to  £500.  This  amount  shouli  be  remitted  to 
the   Company's  Bankers  (The  London  &   Eastern  Bank, 

*^g3         Ltd.,  894  Lothbury,  E.G.)  on  or  before  February  1  next. 

I*-^"  I  am,  Dear  Sir,  {or  Madam), 

O-^  Yours  faithfully, 

2  «  2  Robert  Wood, 

o  5 1^  To  Henry  Norman,  Esq.,  Secretai-y. 

-g  1^  1754  Cannon  Street,  E.C. 

;§  2  g  {Thi$  half  to  be  retained  by  the  Bankers.) 


(Per/oration) 


^     T-3 

£9  5 

«-«-3 

■g|^  Grant,  Wood  and  Company,  Limited. 

Sj_j  No.  39. 

I  >;  2^  Banker's  receipt  for  First  Call  of  1  Os.  per  share  on  Ordinary 

"^Ji!  Shares,  payable  February  I,  1909  {making  20s.  per  share 

'-:53  called  up). 

1.^.=  IRCCelVe^   the   Is^   day  of  February,    19- •,   from 

^.S  Henry  Norman,  Esq.,  the  sum  of  £500  :  0  :  0,  being 

fc  ,.2  First  Call  of  10s.   per   Share  due   February  1,  19- •,  on 

S  2  1,000  Shares  in  the  above  Company. 

For   The  LONDON  &  EASTERN  BANK,  Ltd.. 


£500  :  0  :  0 


James     R**ceipt    Pound, 

Cashier. 


{Thit  half,  when  receipted  hy  the  Bankn-a,  mutt  he  pregfrvd  by  the  Shareholder^ 
to  be  exchanged  in  due  course  for  the  iHcare  Certificate.) 
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Letter  of  Begret. 

Grant,  Wood  and  Company,  Limited, 

484  CoRNHiLL,  London,  E.G. 
January  8,  19'  •. 
1.  Enclosure. 
To  EiCHARD  CoE,  Esq.,  Eedhill,  Surrey. 

Sir, 

I  regret  to  inform  you  that  the  Directors  are 
unable  to  allot  you  any  of  the  Shares  of  this  Company, 
in  compliance  with  your  application  for  100  shares  of  the 
Company. 

I  enclose  herewith  a  cheque  for  £5,  being  the  amount 
paid  by  you  on  the  above-mentioned  application,  and  shall 
be  obliged  if  you  will  sign  the  Form  of  Keceipt  at  the  foot 
of  the  cheque  sent  herewith,  and  present  the  same  for 
payment  through  your  Bankers. 

I  am,  Sir. 

Yours  faithfully, 
Egbert  Wood, 

Secretary. 


No.  3841.  1k)ndo.v,  January  8,  19  •  • . 

To  The  London  &  Eastern  Bank,  Ltd., 
894  Lothbury,  E.G. 

|pai5  to  Bichard  Coe,  Esq.,  or  order,  the  Eeceipt 
below  being  signed,  the  sum  of  Five  pounds. 

For  GRANT,  WOOD  and  COMPANY,  Ltd. 
James  Bucket,  Director. 
Egbert  Wood,  Secretary. 
£5:0:0 

Beceijpt. 

IReCetVeb  of  Messrs.  Grant,  Wood  &  Co.,  Ltd.,  the 
sum  of  Five  pounds,  being  the  amount  deposited  by  me 
on  application  for  one  hundred  Shares  in  the  same. 


EiCHARD      ReceiDt      CoE. 
£5:0:0 
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forth  the  holder's  name,  and  the  number  of  Shares  of 
which  he  is  the  registered  proprietor.  Share  Certificates 
are  issued  to  shareholders  in  exchange  for  (1)  the  receipt 
for  the  application  money,  (2)  the  allotment  letter  with 


the  receipt  attached  for  the  allotment  money,  (3)  the  first 
(and  any  other)  call  receipts  for  the  calls  which  may 
have  been  made,  prior  to  the  issue  of  the  Share  Certifi- 
cates. If  any  of  these  documents  are  missing  a  "Letter 
of  Indemnity"  must  usually  be  given  to  the  Company  in 
their  place. 
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m 


DEBENTURE. 


1.  THE  CROWN   CHEMICAL  COMPANY  LIMITED 

(hereinafttr  called  "the  Company,")  will,  on  the  i»t  day  of  December  1914  or 
on  such  carter  day  as  the  ptinapal  monies  hereby  secured  become  payable 
in  accordance  with  the  conditioas  endorsed  hereon,  pay  to  the  Bearer  on 
presentation  ol  this  Debenture  the  sum.  of  One  Hundred  Pounds. 

2.  Tlie  Company  will,  in  the  meantime,  pay  mterest  thereon  at  the 
rate  of  6  per  cent  per  annum,  by  equal  half-yearly  payments  on  every 
1st  day  of  June  and  1st  day  of  December,  ui  accordance  with  Coupoi&s 
annexed  hereto. 

3.  The  Company  hereby  charges  with  such  payments  its  undertaking 
And  all  its  pro[>erty  whatsoever  and  wheresoever  both  present  and   future. 

4.  This  Debenture  is  issued  subject  to  and  with  the  benefit  of  the 
Condibona  endorsed  hereon,  which  are  to  be  deemed  Dart  of  iL 


Ciatn  under  the  Common  Seal  of  the  Company 


A  specimen  form  of  a  Share  Certificate  is  on  p.  275, 
the  Shares   in   this  instance   being   fully  paid.     Certifi- 
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cates  are  frequently  issued  before  the  Shares  they  repre- 
sent are  fully  paid,  and  in  such  cases,  of  course,  they  only 
set  forth  the  amount  of  the  calls  paid  prior  to  such  issue  ; 
if  further  calls  are  subsequently  made,  and  duly  paid,  the 
Share  Certificate  can  be  endorsed  at  the  Company's 
ofl&ce  with  a  memorandum  of  such  further  payments 
upon  surrender  of  the  call  receipt. 

A  specimen  form  of  a  "Bearer"  Debenture  is  also 
given  on  p.  276,  and  an  Interest  Coupon  on  p.  878. 

It  has  already  been  stated  that  Shares  cannot  be 
legally  issued  by  a  Company  except  upon  the  condition  that 
their  full  face  value  has  been  received  either  in  cash  or  in 
kind ;  in  other  words,  the  shares  of  Limited  Companies 
may  not  be  "issued  at  a  discount."  There  is  nothing, 
however,  in  Company  law  which  prohibits  Companies 
from  selling  their  shares  for  more  than  their  face  value  if 
persons  can  be  found  who  are  willing  to  purchase  them 
at  such  enhanced  prices.  The  issue  of  Shares  at  a  price 
exceeding  their  face  value  is  termed  an  issue  "  at  a  pre- 
mium," and  the  amount  of  the  excess  over  the  face  value 
is  known  as  the  ''premium"  on  the  Shares  so  issued.  It 
often  happens  that  a  Company,  in  the  early  stages  of 
its  career,  makes  issues  of  its  Shares  at  their  face  or 
par  value,  and  when,  in  later  years,  the  rising  success 
of  the  undertaking  has  had  the  effect  of  causing  the 
Company's  Shares  to  command  a  Stock  Exchange 
quotation  in  excess  of  their  face  value  (e.  g.  a  £1 
share  may  be  quoted  at  IJ,  or  25s.),  if  further  Capital 
becomes  necessary  the  Company,  in  such  a  case,  will 
probably  offer  any  further  Shares  that  it  may  issue  to 
the  public  at  a  premium  slightly  under  the  curren.t  Stock 
Exchange  quotation  for  the  existing  shares  {c.  g.  say  at 
24s.  per  share,  a  premium  of  4s.  per  share).  The  smaller 
premium,  as  compared  with  the  Market  quotation,  natur- 
ally causes  the  new  shares  to  be  sought  after,  with  the 
result  that  the  public  subscription  will  probably  be 
favourable. 

Premiums  received  on  the  issue  of  Shares  should  be 
placed  to  a  separate  account  in  the  Ledger  entitled 
"Premiums  on  Shares  Account,"  and  should,  under  most 
circumstances,  be  allowed  to  remain  there.  In  the  face 
of  the  existing  legal  precedents  it  cannot  be  claimed  with 
any  certainty  that  it  is  legally  permissible  to  treat  these 
premiums  as  a  profit  made  by  the  Company,  and  as 
capable  of  distribution  by  way  of  dividend  among  the 
shareholders,  but  this  procedure,  whether  legal  or  not, 
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would,  in  most  cases,  be  financially  unwise.  The  pre- 
miums so  obtained  by  an  issue  of  Shares  are  sometimes 
placed  to  the  "  Eeserve  Account,"  but,  if  this  course  is 
pursued,  it  is  suggested  that  they  should  be  put  to  the 
credit  of  a  separate  Eeserve  Account,  earmarked  with  the 
source  from  which  it  was  derived,  and  not  to  the  General 
Reserve  Account,  otherwise  there  is  danger  of  their  being 
used  for  dividend  purposes,  or  for  the  reduction  of  the 
value  of  Assets,  the  wastage  upon  which  should  have  been 
provided  for  out  of  Revenue. 

Debentures  may,  in  point  of  law,  be  issued  either  for 
cash  or  in  exchange  for  property  or  services,  and  for  a 
lesser  or  greater  sum  of  money  or  assets  than  their  face 
value.  This  apparent  anomaly,  as  compared  with  the 
conditions  under  which  shares  are  issued,  arises  out  of 
the  fact  that  a  Debenture  issued  by  a  Company  is  merely 
a  promise  to  repay  a  species  of  loan,  and  that  the  holder 
of  a  Debenture  Bond  is  nothing  more  than  a  creditor  (or 
frequently  a  mortgage  creditor),  and  is  not  in  any  sense 
a  partner  (shareholder)  in  the  Company. 

Premiums  received  on  the  issue  of  Debentures  should 
be  placed  to  a  separate  account  or  to  a  special  Reserv^e 
Account,  as  indicated  above,  when  dealing  with  the  issue 
of  Shares.  If  a  Company  issues  a  Debenture  at  a  premium 
it  thereby  borrows  more  than  it  undertakes  to  repay, 
and  it  is  not  possible  to  urge  with  the  same  emphasis  the 
objections  to  the  division  of  these  premiums  by  way  of 
dividend  among  the  shareholders  which  apply  in  the  case 
of  premiums  received  upon  an  issue  of  Shares.  All  that 
can  be  said  is  that  it  is  usually  financially  imprudent  to 
so  divide  moneys  which  represent  a  "  capital  "  receipt  at 
any  time  before  the  repayment  of  the  sum  borrowed  has 
been  effected. 

When  Debentures  are  Issued  at  a  Discount,  that  is 
to  say,  for  a  less  amount  of  cash  than  the  amount  they 
undertake  to  repay  at  maturity,  the  *'  Debentures  "  Account 
must  be  credited  with  the  full  amount  to  be  repaid  at 
maturity,  this  course  being  essential  in  order  that  the  full 
amount  of  the  Company's  liability  may  appear  upon  the 
books.  The  cash  (or  assets)  received  will,  of  course,  be 
debited  to  Cash  (or  Assets)  Account  in  the  ordinary  way, 
and  the  "discount,"  being  the  difference  between  the 
money  (or  assets)  received  and  the  sum  undertaken  to  be 
repaid,  must  be  debited  to  an  account  styled  "  Discount  on 
Debentures  Account."  This  account  should  be  gradually 
written  off  by  means  of  equal  periodical  transfers  to  Profit 
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and  Loss  Account  spread  over  the  term  of  years  for 
which  the  issue  of  Debentures  has  to  run. 

In  this  manner  the  Loss  incurred  on  the  redemption  of 
its  borrowings  (which  is  the  practical  effect  to  the  Com- 
pany of  an  issue  of  Debentures  at  a  discount)  becomes 
spread  equally  over  all  those  years  which  have  presumably 
benefited  by  the  employment  of  the  borrowed  capital. 
Of  course,  if  considered  expedient,  the  "  Discount  on 
Debentures  Account"  can  be  written  off  over  a  shorter 
period  than  that  covered  by  the  "  life  "  of  the  Debentures 
which  are  so  issued  at  a  discount. 

An  example  of  the  issue  of  Shares  at  a  premium  and 
the  issue  of  Debentures  at  a  discount  is  subjoined — 

Example. — The  Brake  Manufacturing  Company,  Ltd.,  issued  on 
December  31,  1908,  50,CMX)  £1  Ordinary  Shares,  at  a  premium  of 
As.  per  Share,  and  £40,000  4^  per  cent.  First  Mortgage  Deben- 
tures at  94,  the  Debentures  being  repayable  "  at  par  "  [i.  e.  at  their 
full  nominal  value)  on  December  31,  1928. 

The  securities  are  to  be  paid  for  as  follows — 
Shares. 


On  application  10«.  per  share  (including  the  4s.  premium) 
On  allotment     lis.         ,, 


DEBENTtTEES. 

£4  0  0  per  cent. 
£90  0  0 


Total 24s.  I'er  share. 


Total £94  0  0  percent. 


Show  the  necessary  Journal  entries  to  record  the  allotments  of  the 
two  classes  of  securities  and  the  Company's  Balance  Sheet  after  they 
have  taken  place.  The  Allotment  duly  took  place  on  January  5, 
1909,  applications  having  been  received  for  the  exact  amount  of 
Shares  and  Debentures  ofifered  to  the  public. 

JOURNAL 


1909. 
Jan.  5 


Application  and  Allotment  Account 

(Shares) 

Dr.  to  Share  Capital  Account 

„    Premiums    on    Shares    Ac- 
count  

For  the  total  amount  due  from  sundry 
shareholders  on  application  for,  and 
allotment  of,  50,000  £1  shares  at 
the  price  of  24«.  per  share. 

Sundries  Dr. 

To  4i  per  cent.  Debentures  (1928) 

Account 

Viz.  Application  and  Allotment 

Account  (Debentures) 

Discount  on  Issue  of  Debentures 

Account  

For  cash  receivable  and  discount  on 
issue  of  £40,000  Debentures. 


£ 
60,000 


37,600 
2,400 


£100,000 


60,000 
10,000 


40,000 


£103,000   0     0 
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The  Brake  Manufacturing  Company,    Ltd. 

BALANCE  SHEET  as  on  January  7,   1909 


Liabilities. 

Share  Capital  Issued— 

50,000  Shares    of  £1 

each 

Premiums  received  on 
Issue  of  Shares........ 

4|-  per  cent.  First  Mort- 
gage Debentures,  re- 
payable December  31, 
1928 


60,000 
10,000 


40,000  i  0 


£100,000   0 


Assets. 


Cash. 


Discount  on  Issue  of 
£40,000  4J  per  cent. 
Debentures,  repay, 
able  19fc 


£ 
97,600 

2,400 

«. 
0 

0 

d. 

0 
0 

£100,000 

0 

0 

Forfeited  Shares 

In  cases  where  a  Company  issues  Shares  which  are  to 
be  paid  for  in  instahnents  (e.  g.  so  much  on  application,  so 
much  on  allotment,  and  the  balance  as  and  when  "  called 
up  "  by  the  Directors),  it  frequently  happens  that  some 
shareholders  fail  to  pay  all  the  instalments  due  from 
them. 

In  such  a  case  the  Company  usually,  under  a  normal 
set  of  Articles  of  Association,  has  power  to  treat  the 
Shares  as  forfeited. 

A  "forfeiture"  of  Shares  embodies  the  following 
features — 

1.  The  defaulting  shareholder  ceases  to  be  a  member. 

2.  His  Shares   in   the   Company   lapse ;     whatever 

moneys  have  been  paid  on  the  Shares  prior  to 
the  forfeiture  become  the  absolute  property  of 
the  Company. 

3.  The  forfeiture  is  usually  "without  prejudice  to 

the  right  of  the  Company  to  sue  the  default- 
ing member  for  the  calls  he  has  failed  to  pay," 
and  such  member  can  generally  therefore  be 
sued  for  the  calls  notwithstanding  the  fact  that 
he  has  ceased  to  be  a  member. 
4  The  Company  may  reissue  to  any  person  the 
Shares  which  it  has  declared  forfeited.  It 
may  issue  them  to  that  person  on  his  under- 
taking to  pay  up  the  amounts  unpaid  by  the 
previous  holder  (in  which  case  the  person  so 
taking  the  forfeited  Shares  gets  the  benefit  of 
the  sums  paid  by  the  defaulter),  or  for  such 
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higher  price  as  the  intending  applicant  for  the 
Shares  may  be  willing  to  give.     The  only  re- 
striction as  regards  the  price  of  reissue  is  that 
the   Company   must   have   received   from   the 
defaulting  member  and  the  subsequent  allottee, 
taken  together,  not  less  than  the  full  face  value 
of  the  Share. 
The  forfeiture  of  Shares  is  a  procedure  of  a  penal  nature 
as  regards  the  defaulting  member,  and  such  measures, 
preliminary  to  forfeiture,  as  are  prescribed  by  the  Com- 
pany's Articles  of  Association  must  be  followed  out  with 
the   utmost   care,   otherwise   the   courts   may  hold   the 
forfeiture  to  be  invalid. 

It  will  be  remembered,  that  as  regards  the  book- 
keeping of  a  Company,  the  instalments  due  on  Shares 
(whether  for  the  moment  in  the  Company's  coffers,  or  out- 
standing as  debts  due  to  it  from  its  members),  are  all 
credited  in  the  Share  Capital  Account  at  the  time  of  their 
falling  due,  and  in  anticipation  of  their  receipt  ultimately. 
If,  therefore,  any  members  fail  to  fulfil  their  obligations 
to  contribute  the  instalments  of  capital  due  from  them, 
entries  must  be  passed  to  record  the  default. 

At  the  time  of  the  forfeiture  of  a  member's  Shares  such 
sums  as  he  has  paid  on  them  will  be  in  the  Company's 
possession  (debited  to  cash),  and  the  amounts  of  which 
he  is  in  default  will  be  standing  to  the  debit  in  the 
appropriate  call  account  (representing  the  debt  due  from 
him  to  the  Company),  and  the  total  of  these  two  items 
will  have  been  credited,  as  already  explained,  to  the  Share 
Capital  Account. 

Upon  the  forfeiture  of  Shares,  therefore,  the  entries 
required  are  as  under — 

Firstly.  The  Share  Capital  Account  must  be  debited 
with  the  whole  amount  paid  or  due  by  the  defaulting 
member  on  his  Shares ;  this  entry  is  needed  because  the 
issue  of  the  Shares  is  now  cancelled  by  the  forfeiture. 

Secondly.  **  Forfeited  Shares  "  Account  or  '*  Amounts 
received  on  Forfeited  Shares  "  Account  must  be  credited 
with  whatever  amount  had  been  paid  on  the  Shares  prior 
to  forfeiture. 

This  sum  practically  represents  a  profit  made  by  the 
Company,  and  so  appears  as  a  credit  balance. 

Thirdly.  The  amounts  due  from  the  defaulter  on  his 
Shares  but  not  paid  must  be  credited  to  the  respective  Call 
Accounts  upon  which  the  liability  of    the   shareholder 
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appears  to  the  debit.  The  effecting  of  this  credit  entry 
has  the  result  of  reversing  the  debit  previously  made  in 
these  accounts  when  the  unpaid  calls  originally  became 
due  ;  e.  ^.  if  a  member  originally  applied  for  100  £1  shares 
and  paid  in  all  £75  thereon,  and  the  Shares  were  sub- 
sequently forfeited  owing  to  the  nonpayment  of  £25  first 
call,  the  position  at  the  date  of  forfeiture  would  be  that 
£100  would  have  been  credited  to  the  Share  Capital 
Account  and  that  £25  would  appear  to  the  debit  on  the 
First  Call  Account. 

The  entry  requisite  to  record  the  forfeiture  would  con- 
sequently be  as  follows — 

Debit  Share  Capital  with  £100  (reversing  the  previous 

credit  entry). 
Credit  Forfeited  Shares  Account  with  £75  (for  the 
£75  previously  paid  on  them,  which  £75  has  now 
become  the  Company's  property). 
Credit  First  Call  Account  with  £25  (thus  causing  the 
pre-existing  debit  balance  of  £25  on  this  account 
to  disappear). 
The  necessary  Journal  entry  would  take  the  following 
form  — 


Share  Capital Dr. 

To  Sundries,  viz. — 

Forfeited  Shares  Account. 

First  Call  Account 

In  respect  of  100  Shares,  15«.  paid,  now  for- 
feited by  the  Board  owing  to  nonpayment 
of  the  First  Call  of  bs.  per  Share. 


& 

100 

0 

a. 

0 

75 
25 

2 

Upon  the  reissue  of  any  forfeited  Shares  the  entry 
passed  at  the  time  of  their  forfeiture  must  be  reversed; 
and,  in  making  this  entry,  any  payment  made  by  the 
second  allottee,  over  and  above  the  amount  of  the  calls  left 
unpaid  by  the  original  allottee,  must  be  placed  to  "Premium 
on  Shares  "  Account.  The  amount  of  calls  left  unpaid  at 
the  date  of  forfeiture  may  be  redebited  at  the  time  of  re- 
issue to  the  particular  call  account  (or  accounts)  in 
question,  or  it  may  be  debited  in  company  vnth  any 
premiums  paid  to  the  second  allottee's  personal  account. 
E.  g.  If  the  Board  of  the  Limited  Company  already 
referred  to  decides  to  reissue  to  A.  Brown  the  100  shares 
forfeited  in  the  example  given  above,  A.  Brown  paying  the 
5s.  call  left  unpaid  by  the  original  allottee,  plus  a  premium 
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on  reissue  of  7s.  6^.  per  Share,  the  requisite  Journal  entry 
would  be — 


Sundries  Dr. 

To  Sundries — 

Forfeited  Shares  Account ^ 

A.  Brown 

Share  Capital  Account 

Premium  on  Shares  Account 

For  100  Shares  previously  forfeited,  15«.  per 
Share  paid,  now  reissued  to  A.  Brown  at  a 
premium  of  Is  &d.  per  Share,  to  be  paid  by 
him  in  addition  to  the  outstanding  call  of 
5a,  per  Share. 


10  0 


100 


B.d. 


Any  amounts  which  have  accrued  to  the  Company  on 
Shares  forfeited  by  it  should  be  shown  in  the  Balance 
Sheet  as  a  separate  item  on  the  Liability  side:  the 
amount  should  neither  be  merged  in  the  Capital  nor 
credited  in  the  Profit  and  Loss  Account,  but  should  be 
regarded  as  an  item  held  in  suspense  pending  the  possible 
reissue  of  the  Shares  at  a  later  date. 

A  Company  almost  invariably  sustains,  at  its  inception, 
various  items  of  expense  arising  out  of  its  formation  and 
issue,  and  these  expenses  are  commonly  treated  in  a 
somewhat  special  manner,  being  debited  to  an  account 
styled  ♦*  Preliminary  Expenses  Account "  ;  this  account  is, 
for  the  moment,  regarded  as  a  fictitious  Asset  Account,  and 
is  written  off  to  the  Profit  and  Loss  Account  as  rapidly 
as  possible  in  instalments  spread  over  the  first  few  years 
of  the  Company's  existence.  It  is  preferable  to  write  off 
the  PreUminary  Expenses  of  a  Company  over  the  first 
three  years,  if  practicable. 

The  expenses  which  are  thus  treated  usually  comprise 
some  or  all  of  the  following — 

1.  Legal  and  other  fees  and  stamps  paid  on  the  in- 

corporation of  the  Company,  and  on  the  transfer 
to  it  of  any  property  which  it  was  formed  to 
acquire. 

2.  Cost  of  printing  and  circulating  the  prospectus. 

3.  Cost  of   printing   and   circulating   the   allotmenc 

letters  and  call  notices,  including  the  impressed 
stamps  on  the  former. 

4.  Cost  of  advertising  the  prospectus. 

5.  "  Underwriting  commission  "  paid  on  any  Shares 

or  Debentures  underwritten  {i.e.  the  subscription 
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of  which  has  been  guaranteed  by  financiers  and 
others,  termed  "underwriters"),  and  commission 
paid  to  persons  procuring  underwriting. 

6.  "  Brokerage "  paid  to  stockbrokers  introducing 
applicants  whose  appUcation  forms  bear  the 
broker's  name. 

f.  Cost  of  the  Share  Certificates,  Debenture 
Certificates,  etc. 

All  Companies  incorporated  under  the  Companies 
(Consolidation)  Act,  1908,  must  hold  annual  meetings  of 
members  at  which  audited  accounts  are  almost  invariably 
submitted.  Dividends,  when  earned,  are  declared  at 
these  meetings ;  and,  in  addition,  the  Board  frequently  has 
power  to  declare  interim  dividends  on  its  own  responsi- 
bility. An  "  Interim  Dividend  "  is  one  which  is  declared 
at  an  intermediate  date  between  the  commencement  and 
close  of  a  financial  period,  and  should  only  be  declared 
when  the  profits  are  deemed  to  be  ample.  Dividends  may 
not  be  declared  unless  sufiicient  profits  have  been  made 
to  cover  them,  but  Debenture  interest,  being  interest  on  a 
loan,  must  always  be  paid  whether  profits  are  sufficient 
to  cover  the  amount  due  or  not,  otherwise  the  Company  will 
"  make  a  default,"  and  thereby  entitle  the  Debenture 
holders  to  enforce  their  security. 

Annual  returns  and  summaries,  containing  the  names, 
addresses,  and  holdings  of  the  shareholders,  together  with 
other  particulars,  have  to  be  transmitted  to  the  Eegistrar 
of  Joint  Stock  Companies,  made  up  to  a  date  fourteen 
days  after  the  first  annual  meeting  in  each  year. 

In  addition  to  the  Share  Register  (Eegister  of  Members) 
a  Company,  under  the  Act  of  1908,  is  required  to  keep — 

1.  Register  of  Directors, 

2.  Register  of  Mortgages  and  Charges, 

3.  Minute  Books. 

Lists  of  allotments,  copies  of  the  Debenture  Bonds 
issued,  and  of  the  Annual  Lists  and  Summaries  are  also 
requu'ed  by  law.  Over  and  above  these  requirements  the 
exigencies  of  administration  usually  demand  that  a  Com- 
pany shall  keep  various  Statistical  Books,  together  with 
a  "Director's  Attendance  Book,"  "Transfer  Eegister," 
"Agenda  Book,"  and  other  books  concerning  the  secretarial 
department. 

When,  in  the  fulness  of  time,  a  Company  has  come  to 
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the  end  of  its  period  of  activity,  whether  through  gradual 
decline  or  unfavourable  environment,  internal  misman- 
agement or  lack  of  success,  or  (a  most  frequent  cause  in 
the  case  of  mining  companies)  having  fruitlessly  spent  all 
its  money,  the  services  of  a  '^  Liquidator  "  are  called  in  to 
wind  up  the  concern,  pay  its  creditors  as  far  as  the  Assets 
will  permit,  and  make  such  return  of  capital  to  the  share- 
holders as  may  be  possible  under  the  circumstances.  In 
cases  where  a  Company  has  issued  Mortgage  Debentures, 
the  holders  of  the  latter  are  entitled  to  apply  for  the 
appointment,  by  the  High  Court,  of  an  officer  termed  a 
"Eeceiver"  (usually  a  professional  accountant,  nominated 
for  the  purpose),  whose  duty  it  is  to  seize,  and  hold,  on 
their  behalf,  such  portions  of  the  Company's  property  as 
are  charged  by  the  Debentures,  or  by  the  Trust  Deed 
covering  them,  and  to  realize  the  property  under  the 
directions  of  the  Court  in  order  to  effect  the  distribution 
of  its  proceeds  among  the  Debenture  holders. 

In  result  there  are  sometimes  two  officials,  the  Liqui- 
dator and  the  Eeceiver,  concerned  in  winding  up  an 
insolvent  concern.  In  such  a  case  the  Eeceiver  for  the 
Debenture  holders  is  usually  able  to  seize  the  larger 
portion  of  the  Assets  under  the  power  conferred  by  the 
Debentures,  and  the  Liquidator  has  very  little  to  do  until 
the  Debentures  have  been  paid  off.  The  offices  of 
Eeceiver  and  Liquidator  are  sometimes  advantageously 
combined  in  one  appointee,  and  it  has  been  judicially 
stated  that  the  appointment  of  one  person  to  hold  the 
two  offices  is  desirable.  I 

A  Liquidator  may  be  appointed  either  by  the  High 
Court  or  by  the  County  Court,  in  a  "  CompUrlsory  "  winding 
up,  or  by  the  shareholders  of  the  Company,  in  a  "  Volun- 
tary" winding  up.  Complicated  official  forms  are  pro- 
vided for  the  account  keeping  of  the  *'  Compulsory " 
Liquidator,  but  the  "Voluntary"  Liquidator's  accounts 
may  be  compiled  and  rendered  much  according  to  his 
discretion. 

At  the  close  of  a  voluntary  liquidation  the  Liquidator 
should  render,  in  summarized  form,  an  account  showing 
the  process  of  winding  up ;  the  statement  prepared  for 
this  purpose  is  rendered  in  the  form  of  a  Cash  Account. 
An  illustration  of  such  an  account  is  subjoined.  ' 

Example.— The  Alpha  Steamship  Company,  Ltd. ,  went  into  volun- 
tary liquidation  on  January  4, 1909.     From  the  following  particulars 
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prepare  the  Liquidator's  Realization  Account  for  submission  at  the 
final  meeting  of  Shareholders. 


Proceeds  of  sale  of  ss.  Alpha  . 
Proceeds  of  sale  of  materials  and  stores  . 
Sundry  Debts  recovered 
Sundry  Assets  realized  .... 

Law  Costs       ...... 

Liquidator's  remuneration  and  disbursements 
Insurance  on  sundry  assets 
General  Expenses  of  liquidation     . 
Unsecured  Creditors  paid  in  full    . 
Debentures  paid  in  full — 

Principal,      £1,500  ;       accrued      interest 

£39  5s.  id 

Preference  Shares — 

Capital  repaid  in  full  .... 
Ordinary  Shares — 

Returned  to  Shareholders  at  rate  of  lOs.  pe 

share  on  900  shares  of  £10  each  . 


£  s. 

d. 

5,027  16 

0 

109  17 

2 

263  16 

9 

11  0 

0 

102  17 

9 

157  10 

0 

1  0 

4 

24  17 

6 

642  19 

0 

1,539    5    4 
2,500    0    0 


450    0    0 


THE  ALPHA  STEAMSHIP   COMPANY,   Ltd., 
in  Liquidation 

Liquidator's  Summary  of  Accounts 


Receipts. 

Proceeds  of  Property 
realized — 

ss.  Aljiha 

Stores  and  Materials... 

Sundry  Debtors 

Sundry  Assets 


6,027 
109 


£    5,41S     911 


Payments. 

Expenses  of  Liquidation- 
Law  Costs 

Liquidator's  Fee  and 
Disbursements  . ... ... 

Insurance  

General  Expenses 

Debentures  repaid  in  full 
Interest  thereon 

Unsecured  Creditors  paid 
in  full 

Capital  retumetl  to  Share- 
holders— 

Preference  Shares, 
Cajiital  repaid  in  full 

Ordinary  Shares,  re- 
turn of  IDs.  per  Share 
on  900  Ordinary 
Sliares  of  £10  each 


102 

157 

1 
24 

1,500 


642 


2.500 


450 


£'5,418 


5.   d 


I7j  9 

10  0 
0  4 
17   6 

0  0 
5   4 


19   0 


'" 


Shareholders  can  obtain  further  information  on  application  to  the  undersigned, 


849  St.  William's  Chambers,  London,  E.G., 
June  30,  1909. 


Henky  Harrow,  F.C.A., 

Liquidator. 
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EXERCISES 

16a. 

1.  What  is  meant  by  an  "Incorporated  Company"  ? 

2.  Compare  (1)  Limited  Liability  Companies,  (2)  Unlimited 
Liability  Companies,  (3)  Commercial  partnerships,  as  regards  the 
position  of  their  members. 

3.  Explain  the  terms :  Authorized  Capital,  Issued  Capital. 
Paid-up  Capital,  Memorandum  of  Association. 

4.  What  are  the  numerical  limits  of  membership — 

{a)  Of  banking  partnerships, 
{h)  Of  other  partnerships  ? 

5.  What  is  meant  by  a  "  private  company "  ?  Discuss  its 
advantages. 

6.  Explain  the  terms  :  Shares,  Preference  Shares,  Cumulative 
Preference  i^hares,  Ordinary  Shares,  Deferred  Shares.  Out  of  what 
circumstances  do  the  latter  usually  arise  ? 

7.  What  is  the  difference  between  Shares  and  Stock  ? 

8.  What  are  ' '  Debentures  "  ?  Discuss  briefly  the  legal  position  of 
the  Debenture  holders  of  a  Company  as  compared  with  the  share- 
holders' legal  position. 

9.  Explain  the  terms  :  Directors,  Prospectus,  Allotment. 

10.  How  does  a  holder  of  a  Debenture  Bond  payable  to  Bearer 
obtain  payment  of  his  periodical  interest  ? 

16b. 

1.  Explain  in  detail  the  procedure  and  the  transactions  consequent 
upon  a  Company  making  a  public  issue  of  a  portion  of  its  Share 
capital. 

2.  Can  («)  Shares  and  {h)  Debentures  be  issued  in  exchange  for  a 
consideration  other  than  cash?  Can  either  of  these  classes  of 
securities  be  issued  "  at  a  discount  "  ?  Explain  what  is  meant  by 
the  last  expression. 

3.  What  is  meant  by  issuing  Shares  and  Debentures  "  at  a 
premium  "  ?  How  should  such  premiums  be  treated  in  the  books  of 
a  Company  ? 

4.  Discuss  the  question  of  Goodwill  in  its  relation  to  Joint  Stock 
Company  accounts, 

5.  What  books  are  kept  by  a  Company  to  record  the  interests  in 
it  of  its  various  members  ?  Do  such  books  form  an  integral  part  of 
its  system  of  accounting  ? 

6.  Explain  the  nature  of  a  "  Forfeiture  of  Shares  for  non-payment 
of  calls,"  and  the  subsequent  "Reissue"  of  such  shares  "at  a 
premium."  • 

7.  Can  (1)  Dividends  on  shares,  (2)  Debenture  interest,  be 
legally  paid  by  a  Company  which  is  losing  money  continuously  on  its 
trading  operations  and  possesses  no  accumulated  profits  earned  in 
past  years  ? 

8.  Explain  generally  what  is  meant  by  (a)  Compulsory  liquidation, 
{h)  Voluntary  liquidation. 

9.  What  is  a  "  Receiver  for  Debenture  holders  "  ?  What  are 
his  duties  ? 

10.  What  is  the  maximum  of  the  liability  of  a  member  of  an 
Unlimited  Liability  Company  ? 

L 
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16c. 

The  Exotic  Mining  Company,  Ltd.,  with  an  authorized  capital 
of  £50,000,  undertook  on  June  1,  1909,  to  buy  the  "Exotic'  and 
"  Eldorado  "  gold  mining  claims  from  the  General  Agency  Company, 
Ltd.,  for  £10,000,  payable  as  to  £1,000  in  cash,  as  to  £4,000  in 
fully-paid  Ordinary  Shares,  taken  at  par,  and  as  to  £5,000  in  6  per 
cent.  First  Mortgage  Debentures. 

On  June  7,  1909,  the  Company  oflfered  for  subscription  40,000 
£1  Ordinary  Shares  at  a  premium  of  2s.  per  share,  payable  5s.  pet 
share  (including  2s.  premium)  on  application,  5s.  per  share  on  allot- 
ment, and  the  balance  of  12s.  per  share  on  July  15,  1909. 

Applications  were  received  for  35,950  shares,  all  of  which  were 
allotted  on  June  10,  1909.  All  allotment  moneys  were  duly  paid  on 
June  14,  1909. 

The  purchase  agreement  was  carried  out  on  June  10,  1909,  the 
requisite  allotments  of  Shares  and  Debentures  and  the  payment  of 
cash  then  being  made. 

All  shareholders,  except  one  holding  100  shares,  duly  paid  the 
calls  due  on  July  15. 

The  shares  belonging  to  the  defaulting  member  were  declared  to 
be  forfeited  by  the  Board  on  July  31 ,  and  were  reissued  by  the  Board 
on  August  7  to  the  chairman  (the  Hon.  Hugo  Porter,  M.P. ),  on  his 
paying  in  cash  the  12s.  per  share  left  unpaid  by  the  original  allottee. 

Pass  these  transactions  through  the  Company's  books  of  account, 
and  prepare  a  Balance  Sheet  at  their  conclusion. 

16d. 

Robert  Coe,  of  Fairvale,  Somerset,  potato  grower,  applied 
on  January  1,  1909,  for  1,000  shares  in  the  Erratic  Motor  Omnibus 
Company,  Ltd. ,  issued  at  par,  paying  2s.  per  share  on  application. 

These'  1,000  shares  were  allotted  to  him  on  January  3,  1909, 
numbered  180365  to  181364,  and  he  duly  paid  the  allotment 
instalment  of  8s.  per  share  on  January  4. 

On  January  5  he  bought  a  further  1,000  shares,  10s.  paid, 
numbered  24062  to  25061  on  the  Stock  Exchange  at  a  price  of  lis. 
per  share,  free  of  stamps  and  brokerage,  the  transfer  for  the  same 
being  lodged  with  the  Company  on  January  5,  and  approved  by 
the  Board  the  same  day. 

On  January  16  he  paid  the  First  Call  of  10s.  a  share  on  his  2,(X)0 
shares,  thus  making  them  fully  paid. 

On  February  5  he  sold  the  whole  of  his  holding  on  the  Stock 
Exchange  at  18s.  per  share,  free  of  stamps  and  brokerage,  the 
transfer  being  lodged  with  the  Company  and  approved  by  the  Board 
on  February  10. 

Show  a  ruling  of  a  Share  Ledger  and  a  Transfer  Register  for  the 
Company,  inserting  in  the  latter  the  details  of  the  foregoing  trans- 
actions as  far  as  they  apply,  and  giving  in  the  former  R.  Coe's 
account  as  a  member  of  the  Company. 

Also  show  R.  Coe's  Investment  Account  as  it  would  appear  in  his 
own  Ledger,  assuming  that  the  purchases  and  sales  of  shares  were 
paid  for  on  the  day  of  their  occurrence. 

Answers. — 

16c.  Balance  Sheet  totals,  £48,545  ;  Cash  Balance,  £38,545. 
16d.  R.  Coe's  Investment  Account :  Loss,  £250. 


CHAPTER  XVn 

INCOME   TAX 

In  these  days,  Income  Tax  suffers  from  such  continual 
changes,  that  it  is  impossible  to  deal  with  it  finally  or 
exhaustively  in  a  general  text-book.  It  is  proposed, 
therefore,  to  devote  the  present  chapter  to  a  brief  con- 
sideration of  the  broad  principles  governing  the  adminis- 
tration of  the  tax,  rather  than  to  the  details  of  its 
assessment..  The  treatment  is  purposely  elementary  in 
parts,  because  so  many  examinees  betray  a  lack  even  of 
elementary  knowledge  of  the  subject.  At  the  outset,  the 
author  ventures  to  warn  the  student  against  dogmatising 
upon  points  of  Income  Tax  practice,  a  fault  to  which  the 
student  would  appear  to  be  somewhat  prone.  Unlike 
the  student,  the  professional  accountant  is  aware  of  the 
diversity  of  practice  followed  by  different  Inspectors  and 
Commissioners ;  and  he  knows,  also,  that  a  compre- 
hensive knowledge  of  the  subject  comes  only  from 
practical  experience  gained  by  frequent  attendance  before 
the  Income  Tax  Inspectors  (formerly  called  Surveyors) 
and  Commissioners,  and  a  wide  acquaintance  with  the 
extremely  numerous  legal  precedents  established  in 
contested  cases. 

The  Income  Tax  Acts. — Income  Tax  was  first  intro- 
duced by  Mr.  Pitt  in  1799,  when  10  per  cent,  was 
imposed  on  annual  incomes  derived  from  property  and 
employments.  The  Income  Tax  Act,  1803,  introduced 
the  five  schedules,  which,  as  modified,  still  form  the  basis 
for  the  collection  of  the  tax  at  the  present  day.  Income 
Tax  was  abrogated  in  1815,  but  reimposed  by  the 
Income  Tax  Act,  1842.  This  Act  remained  the  principal 
Act,  until  the  Income  Tax  Act,  1918,  came  into  operation 
on  April  6, 1919.  The  latter  Act,  with  later  amendments, 
contains  the  regulations  now  governing  the  assessment 
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and  collection  of  the  tax.  The  Income  Tax  AcU  1853, 
extended  the  tax  to  Ireland.  The  Finance  Act,  1907, 
granted  relief  by  reducing  the  tax  payable  on  "earned", 
incomes  not  exceeding  £2,000  per  annum.  The  Act  of 
1910  extended  this  relief,  and  granted  an  allowance  in 
respect  of  children.  The  same  Act  imposed  super -tax  ^ 
for  the  first  time.  Super-tax  is  an  additional  Income 
Tax  levied  upon  individuals  whose  incomes  exceed  a 
fixed  annual  sum.  In  1910,  the  sum  was  £5,000,  but. 
this  was  reduced  by  stages  to  £2,000.  The  Finance  Acts, 
1911-1915,  extended  or  modified  the  relief  granted  under, 
previous  Acts.  The  Act  of  1915  contained  regulations  for 
the  collection  of  Income  Tax  from  weekly  workers,  and 
also  regulations  for  the  assessment  of  Excess  Profits 
Duty  (see  post).  The  Finance  Act,  1918,  imposed,  in 
effect,  a  tax  on  bachelors  by  granting  relief  to  married 
men,  whose  incomes  were  within  certain  limits,  in  respect 
of  their  wives.  The  Income  Tax  Act,  1918  (see  ante)  is  a 
consolidating  Act,  repealing  all  previous  Income  Tax 
Acts,  except  the  regulations  which  govern  Excess  Profits 
Duty  as  set  out  in  the  Finance  Acts  of  1915  (2)  to  1920. 
The  Finance  Act,  1920,  reconstructed  the  basis  of  assess- 
ment in  respect  of  exemption,  abatement,  and  relief. 
Every  tax-payer  is  entitled  to  the  same  treatment  with 
the  one  exception  of  the  amount  deductable  from  earned 
income.  Under  this  Act,  assessment  is  simplified,  and, 
for  the  first  time,  a  •'  Corporation  Tax "  on  limited 
companies  (see  post)  was  imposed. 

Nature  of  the  Tax. — Income  Tax  was  originally  imposed 
purely  as  a  war  measure,  but  it  is  now  a  permanent  part 
of  our  fiscal  system,  and  is  annually  reimposed  by 
Parliament  in  the  Finance  Act  of  each  year,  which 
incorporates  or  amends  the  provisions  of  the  previous 
Acts.  Its  management  and  collection  devolve  upon  the 
Board  of  Inland  Eevenue.  The  tax  is  calculated  at  so 
many  shillings,  or  shillings  and  pence  on  each  pound 
sterling  of  taxable  income.  The  principle  controlling  the 
collection  of  the  tax  is  that  the  income  shall,  as  far  as 
possible,  be  taxed  at  its  source ;  that  is  to  say,  the  person 
paying,  or  providing  income  to,  or  for  another  person,  is 
compelled  to  deduct  and  retain  for  the  Government  the 
tax  payable  on  such  income.  Thus  limited  companies 
are  taxed  on  their  profits,  as  a  ivhole,  before  they  are 
distributed  amongst  the  shareholders,  and  they  pay  to 
each  shareholder  his  proportion-  of  the  profit  less  the 
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amount  of  tax  paid  on  his  behalf.  The  tenant  of  a  house 
is  taxed  upon  the  rent  he  pays,  and  subsequently  recovers 
the  amount  of  the  tax  from  the  landlord.  The  Bank  of 
England,  when  paying  interest  to  the  holders  of  Consols 
or  War  Loan,  deducts  the  tax  due  to  the  Government 
thereon.  But  in  this  connection  it  is  to  be  remarked 
that,  in  the  case  of  some  loans  issued  to  finance  the  war, 
the  principle  of  taxing  income  at  the  source  has  not  been 
followed,  the  interest  being  paid  gross.  This  departure 
was  necessary  owing  to  the  large  number  of  small  in- 
vestors in  these  loans,  who,  not  being  liable  to  tax  at  the 
full  rate,  would  have  been  entitled  to  claim  repayment 
had  the  full  rate  of  tax  been  deducted. 

The  Five  Schedules. — Income  liable  to  tax  is  classed 
according  to  its  nature,  and  the  source  whence  it  is 
derived,  in  five  Schedules,  indicated  by  the  letters  (A), 
(B),  (C),  (D),  and  (E),  appended  to  the  Income  Tax  Act 
of  1918.  Each  Sch.  has  its  own  particular  rules  for 
determining  the  annual  income  with  which  it  is  concerned, 
and  there  are  also  general  rules  applicable  to  all  five 
Schedules.  The  five  classes  of  income  so  scheduled  are 
as  follows : — 

Schedule  (A). — This  is  concerned  with  income  arising 
from  the  ownership  of  House  Property,  Land,  Buildings, 
and  similar  property,  and  also  with  profits  derived  from 
working  or  occupying  land,  e.g.  from  Quarries,  Collieries, 
Iron  Works,  Canals,  Eailways,  and  concerns  of  a  like 
kind.  The  basis  of  assessment  is  the  annual  rent  or 
value,  in  the  case  of  House  Property  or  Land,  subject  to 
a  deduction  of  one-sixth  in  the  case  of  House  Property 
and  Buildings,  and  of  one-eighth  in  respect  of  Land, 
Farm-houses  and  Farm-properties.  Under  this  Sch., 
occupiers  of  premises  are  required  periodically  to  make  a 
return,  and  this  is  compared  for  assessment  purposes  with 
the  Poor  Rate  valuation  of  the  local  Rating  Authority, 
and,  where  necessary,  a  fresh  assessment  is  made  based 
on  the  estimated  rental  value  of  the  property  to  a  yearly 
tenant.  The  tax  under  this  Sch.  is  collected  direct  from 
the  occupier,  and  where  he  is  not  the  landlord  but  a 
tenant,  the  law  empowers  him  to  deduct  the  tax  paid  to 
the  Government  from  his  next  payment  of  rent  to  the 
landlord.^  If  the  annual  rent  of  the  premises  is  under 
£10,  the  tax  is  collected  direct  from  the  landlord.  Where 
the  owner  of  the  premises  is  exempt  from  Income  Tax 
because  his  income  is  too  small,  or  where  he  is  entitled 
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to  abatement,  or  to  assessment  at  a  lower  rate,  he  has  a 
right  of  claim  against  the  authorities  for  recoupment  of 
the  .tax  deducted  by  the  tenant,  and  if  the  claim  is  made 
in  proper  form,  and  proved,  it  succeeds.  Eecently,  the 
.authorities  have  begun  to  give  effect  to  the  relief  and 
allowances  to  which  a  property  owner  may  be  entitled, 
whether  the  property  be  occupied  by  him  or  let,  the  new 
procedure  obviating  the  deduction  of  tax  by  the  tenant 
at  a  higher  rate  or  larger  sum  than  the  owner  is  liable  to 
pay.  Tfiis  treatment  will  considerably  reduce  the  claims 
for  repayment.  The  tax  payable  under  Sch.  A  is  com- 
monly known  as  the  Property  Tax,  but  really  it  is  a 
division  of  the  Income  Tax,  and  comes  within  the  rules 
set  forth  later,  applicable  to  questions  of  abatement, 
exemption,  or  relief. 

If,  as  frequently  occurs,  a  person  uses  the  premises 
owned  by  him  solely  for  the  purpose  of  business,  he  is 
compelled  to  pay,  under  Sch.  A,  the  ordinary  tax  on  the 
annual  value,  or  rather,  allowing  for  repairs,  upon  five- 
sixths  or  seven-eighths  of  it.  In  computing  the  amount  of 
his  trading  profits  for  the  year,  for  Income  Tax  under 
Sch.  D  (see  post),  he  is  permitted,  however,  by  way  of 
"Bet  off,"  to  include,  as  a  deduction  from  his  trading 
profits,  the  amount  of  the  annual  value  of  his  premises  on 
which  duty  has  been  paid  under  Sch.  A.*  If  the  premises 
upon  which  the  tax  under  Sch.  A  has  been  paid  consist 
of  a  dwelling-house  occupied  by  the  owner  partly  for 
business  and  partly  for  domestic  purposes,  a  deduction  of 
such  part  of  the  Sch.  A  "Annual  value"  not  exceedmg 
'two-thirds  thereof,  as  may  be  allowed  by  the  Com- 
missioner's, is  permissible  when  preparing  a  statement 
for  assessment  under  Sch.  D.  This  apportionment  is 
occasionally  unjust;  and,  in  an  exceptional  case  with 
"extenuating  circumstances,"  the  author  obtained  the 
full  Sch.  A  assessment.  The  same  rule  of  apportionment 
applies  to  rates.  All  "such  items  as  coal,  gas,  etc.,  must 
be  reasonably  apportioned. 

Property  of  some  classes  is  entitled  to  certain  exemp- 
tion, viz.  Public  Buildings,  the  ofl&ces  of  University 
Colleges  and  Halls,  Hospitals,  Public  Schools,  Almshouses, 
Literary  and  Scientific  Institutions,  Friendly  Societies, 

*  Less  ground  rent,  or  other  annual  charge,  e.g.  Interest  on 
Mortgage.  In  the  case  of  Mills,  Factories,  and  similar  buildings, 
the  f tell  annual  value,  without  deduction  of  one-sixth.,  is  allowed  as 
a  deduction. 
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Trade   Unions,  Savings  Banks,  etc. — Income   Tax  Act^ 
1918  (ss.  37-41). 

The  "  annual  value  "  of  Quarries  is  assumed  to  be  the 
trading  profit  of  the  preceding  year;  of  lands  occupied 
for  the  purpose  of  mining,  the  average  trading  profit  of 
the  past  five  years,  subject  to  certain  provisions  relative 
to  unavoidable  stoppage  or  other  failure.  The  "  annual 
value  "  of  land  occupied  by  Iron  Works,  Canals,  Railways, 
and  similar  undertakings,  enjoying  income  arising  from 
land,  or  the  occupation  thereof,  is  assumed  to  be  the 
trading  profit  of  the  preceding  year.  The  "trading 
profits  "  referred  to  above  are  arrived  at  in  precisely  the 
same  manner  as  those  of  an  ordinary  trading  concern,  as 
described  later  under  Sch.  D. 

Schedule  (B). — This  Sch.  relates  to  the  profits  arising 
from  the  occupation  of  agricultural  land,  as  e.g.  by  farmers. 
Agricultural  land  is,  in  addition,  chargeable  with  Income 
Tax  on  the  annual  value  under  Sch.  A,  as  is  the  case  with 
houses  and  buildings.  A  fixed  "annual  value"  is  esti- 
mated by  the  assessors  for  each  such  piece  of  land  in  the 
same  manner  that  a  fixed  annual  value  is  adopted  in  the 
case  of  buildings,  etc.,  for  assessment  under  Sch.  A,  and 
upon  double  this  annual  value  Income  Tax  is  charged. 
If  the  Commissioners  are  satisfied  that  the  land  is  not 
occupied,  or  is  mainly  occupied  for  the  purpose  of  farm- 
ing, the  land  is  assessed  at  the  same  value  as  under 
Sch.  A. 

The  farmer,  however,  has  the  option  of  claiming  to 
have  the  profits  arising  out  of  the  occupation  of  his  hold- 
ing assessed  as  if  he  were  an  ordinary  trader,  i.  e.  under 
Sch.  D,  which,  as  will  be  explained  later,  deals  with  the 
profits  arising  from  businesses  and  vocations.  If  he 
claims  to  be  so  assessed,  he  must  make  a  return  under 
Sch.  D,  and  is  then  treated  just  like  any  other  trader. 
The  rough-and-ready  way  of  arriving  at  the  profits  made 
by  farmers  was  due,  in  the  first  instance,  to  the  fact  that 
very  few  farmers  were  adept  at  keeping  accounts.  Up 
to  1915  farmers  were  assessed  under  Sch.  B  upon  an 
amount  equal  to  one-third  of  the  annual  value  (Sch.  A 
assessment).  In  that  year  the  full  annual  value  was  ruled 
to  be  the  assessable  value  under  Sch.  B.  In  1918,  the 
assessments  were  increased  to  double  the  annual  value 
with  the  obvious  intention  of  compelling  farmers  to  make 
proper  returns  of  their  profits  for  assessment  under  Sch. 
D.     To  further  this  end,  the  Inland  Revenue  Authorities 
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issued  instructions  to  farmers  as  to  the  methods  of  keep- 
ing proper  books  and  accounts.  The  improvement  made 
in  agricultural  book-keeping  was  recognized  by  the  more 
recently  granted  option  of  assessment  under  Sch.  D,  if 
desired;  and  even  when  assessed  under  Sch.  B,  remission 
of  an  overcharge  can  be  obtained  if  it  can  be  proved  to 
have  occurred  by  the  production  of  satisfactory  accounts. 
On  the  other  hand,  should  the  Sch.  B  assessment  prove 
to  be  less  than  the  profits  made,  the  Crown  has  no  power 
to  surcharge  the  taxpayer.  Farmers  are,  of  course, 
entitled  to  all  the  statutory  allowances  described  later 
on  in  this  chapter.  Persons  occupjdng  woodlands,  if 
worked  on  a  commercial  basis,  are  entitled  to  be  assessed 
on  such  holdings  under  Sch.  D,  as  though  such  occupa- 
tion were  distinct  from  the  assessments. 

Schedule  (C)  relates  to  Interest  and  Dividends  payable 
in  the  United  Kingdom  out  of  "  Public  Funds,"  whether 
Imperial,  Colonial  or  Foreign.  This  Sch.  covers  interest 
paid  on  Consols,  War  Loans,  and  other  Government 
Stocks,  Public  Annuities,  etc. ;  the  tax  on  this  t}-pe  of 
Income  is  deducted  from  the  amount  of  interest,  etc., 
due  to  the  investor,  and  is  paid  over  to  the  Inland 
Eevenue  Authorities  in  one  lump  sum  by  the  bank  or 
other  agent  entrusted  with  the  payment  of  the  dividends.* 

Schedule  [D)  relates  to  Income  derived  from  professions, 
trades,  and  other  occupations,  and  any  Income  not  in- 
cluded in  the  other  branches  ©f  the  tax.  It  therefore 
covers  the  profits  of  any  trade,  profession,  employment, 
or  vocation ;  interest  on  money  received  without  tax 
having  already  been  deducted ;  profits  from  colonial  and 
foreign  securities  received  without  tax  having  been  de- 
ducted; profits  from  letting  furnished  houses;  and  any 
other  profits  not  specifically  enumerated  above  or  falling 
under  the  classifications  set  out  in  Schedules  A,  B,  C  and 
E.  The  profits  derived  from  any  property  or  employ- 
ment, whether  originating  in  this  country  or  abroad,  are 
taxable  under  this  Sch.  if  the  taxpayer  is  resident  in  the 
United  Kingdom. 

The  Sch.  is  divided  into  six  "Cases,"  viz.  Case  I, 
Profits  from  Trade,  Manufactures  and  Commerce  not 
covered  by  any  other  Sch. ;  Case  II,  Professional  Incomes 
and  Occupations  not  within  any  other  Sch. ;  Case  Illy 
Profits  of  an  uncertain  annual  value,  and  Discount,  In- 
terest, Annuities  and  other  annual  payments  ;  Cases  IV 
*  Except  as  stated  on  p.  291. 
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and  F,  Income  from  Securities  and  Possessions  abroad; 
and  Case  VI,  any  Profits  and  Gains  not  within  any  other 
Case  or  Sch.  Profits  under  Cases  I,  II  and  V  are 
charged  upon  an  average  of  three  years.  The  charge 
under  Case  III  is  based  upon  the  profits  arising  in  the 
preceding  year,  and,  under  Case  IV,  tax  is  charged  upon 
the  profits  arising  in  the  year  of  assessment. 

Sch.  D  is  the  Sch.  under  which  trading  profits,  other 
than  those  previously  stated  as  assessable  under  Sch.  A, 
are  assessed  for  taxation,  and  it  is  therefore  the  Sch.  with 
which  the  book-keeper  is  most  intimately  concerned. 
The  figure  of  annual  profits,  upon  which  tax  under  Sch. 
D  is  payable,  is  not  the  figure  which  would  be  shown  by 
the  ordinary  Profit  and  Loss  Account  of  a  trader  as  pre- 
pared upon  prudent  and  business-like  lines,  but  is  a 
**  statutory  "  figure  of  Income  computed  according  to  the 
rules  laid  down  by  the  Income  Tax  Act,  and  the  accumu- 
lated precedents,  and,  further,  it  is  an  estimate  made  in 
advance,  arrived  at  in  accordance  with  these  rules  and 
regulations,  and  represents  what  the  trader  is  legally 
deemed  to  expect  to  receive  in  the  way  of  Profits  or  In- 
come during  an  ensuing  Governmental  year.  If  the 
actual  profits  of  the  trader  are  more  than  the  assessable 
profits,  he  is  not  called  upon  to  pay  more  than  the  amount 
assessed.  On  the  other  hand,  if  his  actual  profits  are  less 
no  reduction  is  made  in  the  assessment  unless  *'  specific 
cause  "  can  be  shown.  The  various  rules,  so  far  as  they 
can  be  definitely  stated,  governing  the  computation  of  the 
statutory  figure  of  Income  referred  to  above  are  sum- 
marized later  on  in  this  chapter. 

The  assessment  under  this  Sch.  is  in  the  hands  of  the 
"  Additional  Commissioners,"  who  are  chosen  by  the 
General  Commissioners,  and  the  basis  on  which  the  tax 
is  assessed  is  a  formal  return  made  by  the  taxpayer. 
Official  printed  forms  for  the  purpose  are  sent  to  all  tax- 
payers, who  are  required  to  return  them  within  a  specified 
time  properly  filled  in.  The  taxpayer  can  be  compelled 
to  verify  the  correctness  of  his  return  by  the  production 
of  his  accounts,  and  should  he  default  in  making  a  return, 
the  Commissioners  may  assess  him  upon  their  own 
estimate. 

Under  the  Income  Tax  Act,  1918,  s.  105,  every  em- 
ployer is  required  to  prepare  and  deliver  to  the  assessor 
a  return  of   the  names  and  places  of  residence  of  any 
persons  employed  by  him,  and  of   the  payments  made 
L  2 
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to  them  in  respect  of  their  employment,  unless  such  total 
payments  do  not  exceed  the  limit  fixed  for  total  exemp- 
tion from  Income  Tax,  viz.  £150  per  annum.  Forms 
of  Eeturns  for  this  purpose  are  usually  enclosed  with  the 
ordinary  return  forms  sent  annually  to  the  taxpayer.  In 
the  case  of  companies  or  corporate  bodies  the  Secretary 
is  considered  to  be  the  employer  for  the  purposes  of  this 
section. 

Schedule  {E). — This  Sch.  relates  to  salaries,  fees, 
wages,  perquisites  or  profit  of  any  description  arising 
out  of  an  office  held  in,  or  employment  by,  a  Govern- 
ment department  or  office,  a  public  body,  a  Company  or 
Society,  and  is  charged  upon  the  holder  of  such  office, 
or  employment,  in  respect  of  such  salary,  or  other  re- 
muneratfon,  as  he  is  entitled  to  receive  in  the  year  of 
assessment.  The  assessments  are  made  on  the  assump- 
tion that  the  taxpayer  will  continue  in  such  employ- 
ment, or  hold  such  office,  throughout  the  year.  If, 
after  an  assessment  has  been  made,  the  taxpayer's 
salary,  wages,  or  other  remuneration,  is  increased,  an 
additional  assessment  is  made  upon  him,  and  further 
additional  assessments  can  be  made,  if  necessary,  in 
order  that  the  full  amount  of  salary,  wages,  or  remunera- 
tion may  be  assessed  in  the  year  in  which  it  is  received. 

The  only  departure  from  this  basis  of  assessment 
occurs  in  respect  of  fees  and  perqtiisites  mentioned  above, 
the  amount  of  which  is  obviously  uncertain.  In  these 
cases,  the  recipient  is  entitled  to  be  assessed  on  the 
amount  received  in  the  previous  year,  or  on  the  average 
of  the  three  preceding  years;  but,  even  in  such  cases, 
additional  assessments  can  be  made  so  that  the  full 
income  for  the  year  may  be  assessed.  As  an  act  of 
grace,  Inspectors  will  generally  allow  the  subordinate 
employees  of  public  Companies  and  Societies  to  average 
their  earnings  in  order  that  they  may  not  be  disadvan- 
tageously  treated  as  compared  with  the  employees  of 
private  firms. 

It  must  be  borne  in  mind  that  Sch.  E,  although 
governing  the  assessments  of  Directors,  Managers,  Secre- 
taries and  other  officials  of  Limited  Companies,  whether 
public  or  private,  does  not  govern  the  assessment  of 
the  profits  of  these  companies.  Such  undertakings  are 
assessable  under  Sch.  A,  or  D,  according  to  the  nature 
of  the  business. 

Schedule  (D). — More  detailed  reference  must  now  be 
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made  to  this  Sch.  which,  from  the  accountant's  point 
of  view  at  any  rate,  is  the  most  important  of  all  -the 
Schedules. 

As  already  stated,  this  Sch.  relates  principally  to 
income  derived  from  "trades,  professions,  and  other 
occupations,"  but  the  student  must  realize  that  Income 
Tax  is  not  a  tax  upon  net  profits,  as  determined  by 
ordinary  commercial  methods.  It  is  a  tax  upon  income, 
as  that  term  is  interpreted  by  the  Income  Tax  Act  and 
the  rules  appended  thereto.  The  two  terms  are  not 
synonymous,  and  much  heart-burning  would  be  saved 
if  the  taxpayer  would  grasp  this  essential  fact.*  To  take 
a  simple  example :  Robert  Jones  has  been  in  business  for 
one  year  as  a  boot  manufacturer,  and  has  made  a  net 
profit  of  £1,000,  but  he  lost;  £500  of  this  sum  owing  to 
the  collapse  of  a  mining  company  in  which  he  purchased 
shares.  His  "  income "  for  the  year,  for  Income  Tax 
purposes,  is  assessed  by  the  authorities  at  £1,000,  the 
loss  of  £500  being  regarded  as  a  "  loss  of  capital,"  which 
is  not  chargeable  against  his  profits. 

We  proceed  to  deal  with  the  main  points  of  this  Sch. 
requiring  consideration: — 

Method  of  Preparation  of  Schedule  (D)  Assessment. — 
It  was  mentioned  above,  that,  early  in  each  Governmental 
year  (the  Government  year  runs  from  the  6th  day  of 
April  in  one  calendar  year  to  the  5th  day  of  April  in  the 
next)  officials,  known  as  "  Assessors,"  send,  to  all  persons 
of  whom  they  have  cognizance,  official  forms  to  be  filled 
in  and  returned  by  the  taxpayer. f  An  oath  or  declara- 
tion of  secrecy  as  to  the  information  ^contained  in  these 
returns  is  required  from  all  Commissioners,  Inspectors, 
and  others  {Income  Tax  Act,  1918,  s.  89).  The  manage- 
ment of  the  tax,  under  this  Sch.,  is  subject  to  the  "Com- 
missioners of  Inland  Revenue,"  who  are,  ex  officio,  also 
**  Special  Commissioners "  for  the  tax.  The  details  of 
administration  are  in  the  hands  of  the  Board  of  Inland 
Revenue,  and  of  officials  known  as  "  Chief  Inspectors  of 

*  The  Earl  of  Halsbury  said,  *'It  appears  to  me  that  there  is  a 
mixture,  not  to  say  a  confusion,  of  thought  in  using  the  word 
'  profits '  in  a  sense  which  is  not  consistent  with  the  mode  in  which 
it  is  used  in  the  statutes  relating  to  Income  Tax'  {Pontypridd  Main 
Sewerage,  Braid  v.  Bensted). 

t  The  well-known  yellow  forms  are  officially  designated  as 
"Forms  Nos.  1  and  11."  Every  person  called  upon  is  liable  to 
make  a  return  whether  chargeable  with  duty  or  not  [Income  Tax 
Act,  1918,- s.  89). 
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Taxes"  and  "Inspectors  of  Taxes,"  the  former  being 
promoted  from  amongst  the  experienced  Inspectors.  The 
duties  of  Chief  Inspectors  are  mainly  superv^isory ;  it 
is  with  the  Inspectors  that  the  taxpayer  comes  most 
frequently  in  contact. 

The  Bule  of  ''Averages." — Where  Income  is  derived 
from  the  exercise  of  any  profession  or  business,  the 
amount  of  Income  to  be  returned  by  the  taxpayer  *  for 
assessment  in  any  given  year,  is  neither  the  actual 
Income  of  that  year,  nor  the  Income  expected  to  be 
made  during  that  year,  but  is  a  "  statutory "  Income 
(i.  e.  an  arbitrary  figure  calculated  according  to  the  pre- 
scribed rules),  computed  from  actual  ascertained  results 
of  previous  years,  subject  to  adjustment  by  means  of 
certain  "allowances"  or  "disallowances"  which  may  be 
made  according  to  the  rules  of  the  case  governing  the 
assessment. 

The  Income  assessable  under  Sch.  D  is  Income,  not 
falling  under  any  other  Sch.,  which  has  not  already 
been  taxed  at  its  source.  This  rule  always  applies, 
whatever  be  the  amount  of  the  taxpayer's  Income.  But 
where  the  taxpayer  claims  exemption  from  assessment 
under  Sch.  D,  or  that  he  is  entitled  to  recover  from  the 
Authorities  tax  on  Income  falling  under  any  other  Sch., 
because  his  total  Income  from  all  sources,  under  all 
Schedules,  taxed  or  untaxed,  is  below  certain  statutory 
limits,  he  must  state,  on  another  page  of  the  ordinary 
form,  the  amount  of  his  total  Income  under  all  Schedules, 
taxed  or  untaxed,  and  so  demonstrate  the  justness  of  hig 
claim.  If  the  taxpayer  is  entitled  to  repayment,  the 
completion  of  the  claim  section  of  the  Eeturn  does  not 
ensure  repayment ;  a  separate  claim  must  be  made,  as  is 
explained  hereafter. 

The  amount  of  Income  arising  from  Trades,  Professions 
or  Occupations  taxable  under  this  Sch.  is  computed  upon 
an  average  of  the  three  years  preceding  the  actual  year 
of  assessment,  and  these  three  years  may  end  either  on 
April  5  in  the  calendar  year  of  assessment,  or  on  a  date 
prior  thereto  up   to  which   the  taxpayer's  profits   have 

*  The  term  "taxpayer"  includes  Limited  Companies,  Partner- 
ships and  Societies,  and  the  onus  lies  upon  some  responsible  official 
to  make  a  return  in  the  same  manner  as  an  individual  taxpayer.  A 
Limited  Company  is  not,  however,  entitled  to  any  abatement 
exemption  or  relief,  which,  under  certain  conditions,  may  be 
claimed  by  private  traders  and  partners. 
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usually  been  ascertained.  Thus,  in  his  return  for  the 
Government  year  April  6,  1919,  to  April  5,  1920,  the 
trader  would  use  his  Profit  and  Loss  Accounts  for  the 
three  years  ended  April  5,  1919,  or  if,  as  usually  is  the 
case,  he  makes  his  accounts  up  to  the  end  of  December 
(or  to  some  other  month  in  each  year),  e.  g.  December  31, 
he  can  employ  his  ordinary  Profit  and  Loss  Accounts 
for  the  last  three  completed  years,  e.g.  the  Profit  and 
Loss  Accounts  for  the  years  ended  December  31,  1916, 

1917  and  1918  respectively.  -isp> 

Under  these  provisions,  very  few  taxpayers  pay  upon 
the  basis  of  the  actual  Income  of  the  year.  This  creates 
an  apparent  hardship  in  those  years  when  heavy  losses 
are  made,  and,  consequently,  all  finances  need  to  be 
rigidly  conserved.  For,  no  matter  how  large  a  loss  is 
likely  to  occur  in  the  current  year,  the  tax  must  be  paid 
upon  the  average  of  the  past  three  years.  It  is  true  that, 
in  due  course,  the  bad  year  will  come  into  future  averages, 
but  this  is  small  consolation  when,  in  a  year  of  strained 
finances,  a  heavy  sum  has  to  be  paid  out  in  cash  by  way 
of  tax  on  the  average  of  past  results.  In  the  event  of  an 
actual  loss  occurring,  a  repayment  may  be  claimed,  under 
s.  34  of  the  Act  of  1918,  of  the  amount  of  tax  upon  so 
much  of  the  loss  as  is  represented  by  aggregate  statutory 
Income  of  the  individual,  partnership,  or  limited  com- 
pany upon  which  tax  has  been  paid.  In  such  case  the 
year  in  which  the  loss  is  made  drops  out  of  the  average. 
Prior  to  the  year  April  5,  1907,  the  taxpayer  also  had  the 
advantage  under  s.  133  of  the  Income  Tax  Act,  1842,  and 
8.  5  of  the  Revenue  Act,  1865,  of  alleviation  in  circum- 
stances of  this  kind,  because  he  was  allowed  to  substitute 
the  trading  result  of  the  actual  year  of  assessment  for 
that  of  the  first  of  the  three  years,  the  average  of  which 
formed  the  ordinary  basis  of  assessment.  These  sections 
were  repealed  by  the  Finance  Act,  1907.* 

In  the  case  of  7iew  businesses,  the  Income  Tax  Act, 

1918  (Sch.  D,  Cases  1  and  2,  Kules  1  and  8)  provides  that 
the  tax  ultimately  payable  upon  the  profits  of  each  of  the 
first  three  years  shall  not  be  more  than  the  tax  on  the 
actual  profits  of  each  year.  If  the  business  is  a  new  one, 
and  has  been  established  for  a  less  period  than  three 
years,  the  average  yearly  profits  of  the  period  preceding 

*  The  1914  (2)  Finance  Act,  s.  13  (subsequently  incorporated  in 
the  Income  Tax  Act,  s.  43)  temporarily  reinstated  this  relief  to  "meet 
cases  affected  by  the  war. 
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the  year  of  assessment  must  be  taken,  or  if  the  business 
was  commenced  within  the  actual  year  of  assessment,  an 
estimate  of  the  profits  expected  to  be  derived  from  the 
business  must  be  furnished.*  Assessments  made  upon 
these  two  classes  of  estimate,  i.e.  where  business  com- 
menced within  the  year  of  assessment  or  within  three 
years,  can  be  rectified  subsequently,  and  any  tax  over- 
paid can  be  recovered  when  the  actual  results  of  the 
current  year  are  to  hand  {Income  Tax  Act,  1918,  Scb. 
D,  Cases  1  and  11,  Eules  1  and  8).  In  cases,  therefore, 
where  a  business  has  been  established  for  less  than  three 
years,  the  profits  of  the  first  year  would  form  the  basis 
of  the  assessments  for  the  first  and  second  years;  and 
in  the  third  year,  the  average  profits  of  the  two  preced- 
ing years  would  form  the  basis.  For  the  fourth  year  the 
full  average  would  be  available  for  computation  of  the 
tax.  In  the  author's  experience  it  is  the  practice  in 
some  districts  to  take  the  actual  profits  of  each  year  as 
the  basis  of  assessment  until  the  average  of  the  three 
completed  years  is  available. 

Persons  carrying  on  two  or  more  businesses  may  set 
off  the  loss  incurred  in  one  against  the  profit  made  in 
another  {Income  Tax  Actj  1918,  Sch.  D,  Cases  1  and  11, 
Eule  13.) 

Where  the  ownership  of  a  business  has  changed  hands, 
the  profits  of  the  business  must  be  assessed  upon  the 
three  years'  average,  as  though  no  change  had  taken 
place.  If,  however,  the  new  owners  can  show  that  the 
profits  will  fall  short  of  the  old  average,  from  a  specific 
cause  arising  out  of  the  change  of  ownership,  permission 
will  usually  be  granted  to  treat  the  business  as  a  new 
one  {Income  Tax  Act^  1918,  Sch.  D,  Cases  1  and  11, 
Eule  11.) 

Many  items  of  "  loss  "  or  expenditure  which  a  prudent 
trader  ordinarily  includes  in  his  Profit  and  Loss  Account 
are  disallowed  as  deductions  from  trading  profits  by  the 
authorities,  and  other  items  of  "  loss  "  are  only  permitted 
to  be  included  at  smaller  figures  than  those  at  which  the 
trader  has  deemed  it  prudent  to  charge  them  in  his 
accounts.  Consequently,  in  preparing  a  statement  of 
income  for  return  to  the  Income  Tax  Authorities,  the 
trader  must  add  to  his  profits  (as  appearing  in  his  Profit 
and  Loss  Accounts)  certain   types  of  actual  "  loss  "  or 

*  Or  a  request  may  be  lodged  that  the  assessment  be  postponed 
until  the  accounts  for  the  complete  year  are  available. 
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expense  which  are  disallowed  by  the  Inland  Kevenue  as 
charges  against  such  profits.  Where  the  trader's  Profit 
and  Loss  Accounts  show  net  losses  the  "disallowed 
charges  against  profits"  must  be  extracted,  and  any  per- 
missible deductions  brought  into  account  in  the  ordinary 
way.  It  is  only  when  this  process  has  been  gone  through 
that  the  taxpayer,  although  his  accounts  may  show  an 
actual  loss,  can  rest  assured  that  he  is  free  from  the 
payment  of  tax  under  Sch.  D.  An  actual  trading  loss 
may,  and  frequently  does,  owing  to  the  surcharge  of 
various  "  disallowances,"  etc.,  work  out  at  a  "  statutory  " 
profit,  upon  which  tax  has  to  be  paid. 

Deductions. — The  various  items  which  the  trader  is 
allowed  to  deduct,  and  those  which  he  is  prohibited  from 
deducting,  are  taken  from  the  "  Instructions "  sent  to 
taxpayers  with  the  annual  forms: — 

Deductions  are  allowed — 

For  repairs  of  premises  occupied  for  the  purposes  of  the  trade, 
etc.,  and  for  the  supply  or  repair  of  implements,  utensils,  or  articles 
employed,  not  exceeding  the  sum  usually  expended  for  such  pur- 
poses according  to  the  average  of  the  three  years  preceding. 

For  debts  proved  to  be  bad  ;  also  for  doubtful  debts  to  the  extent 
that  they  are  respectively  estimated  to  be  bad. 

For  the  rent  of  premises  used  solely  for  the  purposes  of  the 
business,  and  not  as  a  place  of  residence. 

For  a  proportion,  not  exceeding  two- thirds,  of  the  rent  of  any 
dwelling-house  partly  used  for  the  purposes  of  the  business. 

For  the  Annual  Value  of  any  premises  within  the  United  Kingdom 
occupied  by  the  Owner  solelv  for  the  purposes  of  the  business,  and 
not  as  a  place  of  residence — less  ground  rent,  if  any.  (The  Annual 
Value  to  be  taken  for  this  purpose  is  the  amount  on  which  tax  has 
been  paid  under  Sch.  A,  except  in  the  case  of  Mills,  Factories,  or 
other  similar  premises,  in  respect  of  which  the  Annual  Value  to  be 
taken  is  the  amount  of  the  Sch.  A  assessment  before  reduction  by 
the  statutory  allowance  for  repairs  and  maintenance.) 

For  a  proportion,  not  exceeding  two-thirds,  of  the  Annual  Value 
(according  to  the  amount  on  which  tax  has  been  paid  under  Sch.  A) 
— less  ground  rent,  if  any — of  any  dwelling-house  within  the  United 
Kingdom  occupied  by  the  Owner  and  partly  used  for  the  purposes 
of  the  business. 

For  (in  the  case  of  a  trade)  one-sixth  of  the  Annual  Value  of  any 
Mills,  Factories,  or  similar  premises  situate  outside  the  United 
Kingdom  and  occupied  by  the  Owner  for  the  purposes  of  the  trade. 
Annual  Value  for  this  purpose  is  to  be  computed  according  to  the 
principles  governing  the  estimation  of  the  Annual  Value,  for  the 
purposes  of  Sch.  A,  of  similar  premises  in  the  United  Kingdom — 
that  is,  in  general,  by  reference  to  the  rack-rent  at  which  the 
premises  are  worth  to  be  let  by  the  year. 

For  any  sum  paid  as  Excess  Profits  Duty,  Corporation  Profits 
Tax  or  Munitions  Exchequer  Payments — except  any  Excess  Profits 
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Duty  chargeable  by  virtue  only  of  the  provisions  of  the  Finance 
Act,  1918,  relating  to  profits  arising  from  the  sale  of  trading  stock 
otherwise  than  in  the  ordinary  course  of  trade. 

For  (in  the  case  of  a  trade)  so  much  of  any  amount  expended  in 
replacing  obsolete  plant  or  machinery  as  is  equal  to  the  cost  of  the 
plant  or  machinery  replaced,  after  deducting  from  such  cost  (a)  the 
total  of  any  allowances  already  made  for  the  wear  and  tear  of  such 
plant  or  machinery  and  {b)  any  sum  realized  by  its  sale. 

For  any  other  disbursements  or  expenses  wholly  and  exclusively 
laid  out  for  the  purposes  of  the  trade,  etc. 

Where  a  clergyman  or  minister  pays  rent  for  a  dwelling-house,' 
or  is  in  the  occupation  of  a  dwelling-house  but  pays  no  rent  therefor,' 
and  uses  any  part  of  such  house  mainly  and  substantially  for  the 
purposes  of  his  duty  as  a  clergyman  or  minister,  a  corresponding 
part  of  the  rent  or  Annual  Value  of  the  house,  not  exceeding  one- 
eighth,  may  be  claimed  as  an  expense.  Any  amount  so  claimed 
should  be  specifically  shewn  on  p.  2  of  the  Form  No.  11. 

No  deductions  are  allowed — 

For  any  interest  on  capital,  for  any  annual  interest,  annuity,  or 
other  annual  payment,  payable  out  of  the  profits  or  gains,  or  for 
any  royalty  or  other  sum  paid  in  respect  of  the  user  of  a  patent. 
(The  tax  on  such  interest,  patent  royalty,  or  other  annual  paj^ment 
should  be  deducted  from  the  person  to  whom  the  payment  ia 
made. ) 

For  any  sums  paid  as  salaries  to  proprietors,  or  for  drawings  by 
proprietors. 

For  any  sums  invested  or  employed  as  capital  in  the  trade,  etc., 
or  in  respect  of  capital  withdrawn  therefrom. 

For  any  sums  expended  in  improvement  of  premises  or  written 
off  for  depreciation  of  land,  building^,  or  leases. 

For  any  loss  not  connected  with,  or  arising  out  of  the  trade,  etc. -' 

For  any  expenses  of  maintenance  of  the  persons  assessable,  their 
families,  or  establishments  ;  or  for  any  sum  expended  for  any  other 
domestic  or  private  purpose. 

For  any  loss  recoverable  under  an  insurance  or  contract  of 
indemnity.  , 

For  any  sum  paid  as  United  Kingdom  Income  Tax  on  profits  or 
gains,  or  on  the  Annual  Value  of  trade  premises.  (Colonial  or 
Foreign  Income  Tax  paid  in  respect  of  the  profits  in  the  place 
where  they  arise  may,  however,  be  deducted.)  ■ 

For  wear  and  tear  of  machinery  or  plant,  or  for  any  premium  for 
life  assurance ;  but  allowances  may  be  claimed  in  respect  of  these 
items;  see  pp.  2  and  4  of  the  Form  No.  11,  and  Notes  (8) 
and  (14). 

Untaxed  Income. — Every  person  is  bound,  under  heavy- 
penalties,  to  make  a  return  of  his  or  her  untaxed  income 
in  spite  of  the  fact  that  no  form  of  return  may  have  been 
sent  to  them  to  fill  in.  Even  if  they  have  no  untaxed 
income,  they  must  enter  the  word  "  none  "  in  the  space 
provided  for  "  Eeturn  of  Untaxed  Income,"  and  must 
sign  the  declaration  and  forv^ard  the  form  to  the  Assessor. 
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If  a  taxpayer  is  entitled  to  any  allowances,  the  "  Claim  " 
Sections  of  the  form  must  be  completed.  Omission  to 
complete  the  '*  Claim  "  Sections  penalizes  the  taxpayer, 
since  the  authorities  cannot  grant  allowances  unless  they 
are  claimed  in  proper  form.  In  cases  where  a  taxpayer 
is  not  entitled  to  any  allowances,  there  is  no  need  to 
complete  any  section  except  the  "  Eeturn  of  Untaxed 
Income,"  unless  the  Bevenue  Authorities  ask  for  a  return 
of  ''total  income." 

Untaxed  income  generally  consists  of:  (1)  Unearned 
income  of  the  preceding  year  from  which  tax  has  not 
been  deducted — the  exception  under  this  heading  consists 
of  income  from  foreign  investments  and  possessions 
which  is  dealt  with  later  on.  (2)  Average  profits,  or 
earnings,  from  any  kind  of  business,  trade  or  employment 
other  than  salaries,  fees,  commission,  etc.,  received  from 
Limited  Companies,  Government  Departments,  Public 
Bodies,  etc.  .  (3)  Any  income  (casual  or  otherwise) 
received  in  the  previous  year — or  average  of  one  year. 

If  the  taxpayer  claims  any  relief  or  allowances,  he 
must  enter  his  total  income  in  the  "Claim"  Section 
(p.  3  of  the  return  form).  In  this  section  he  must 
enter  the  income  he  has  already  disclosed  in  the  "  Eeturn 
of  Untaxed  Income"  (p.  2  of  the  return  form).  He 
must  also  enter  any  income  which  he  tvill  receive  during 
the  year  from  which  tax  will  be  deducted  at  its  source, 
or  any  income  which  he  will  receive,  and  which  is  taxable 
under  any  other  schedule,  e.  g.  Sch.  A,  The  annual  value 
of  property,  land,  etc.,  whether  occupied  or  not ;  Sch.  By 
Farm  assessments;  Sch.  C,  Income  from  Government 
securities,  taxed  at  source ;  Sch.  D,  Dividends,  interests, 
etc.,  taxed  at  source.  In  cases  where  such  income  is 
uncertain,  the  previous  year's  dividends  should  be 
entered. 

From  the  "Total  Income,"  arrived  at  as  described 
above,  the  taxpayer  should  deduct  any  charges  upon  his 
income  which  will  become  payable  during  the  year,  e.  g» 
Ground  Eent,  Interest  Annuities,  etc. 


Allowances  and  Deductions 

Repayment  Claims. — To  obtain  the  allowances  to  which 
a  taxpayer  may  be  properly  entitled,  he  must  fill  up  one 
of  the  usual  Income  Tax  forms.  The  allowances  due 
will  then  be  made  from  any  untaxed  income  which  is 
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directly  assessable  upon  the  individual.  If  the  untaxed 
income  of  a  taxpayer  is  insufficient  to  cover  the  total 
allowances  to  v^hich  he  may  be  entitled,  it  is  necessary 
that  a  ''  Eepayment  Claim  "  should  be  made  at  the  close 
of  the  fiscal  year — or  within  three  years  from  the  end  of 
the  fiscal  year  for  which  a  claim  is  made.  A  claimant 
can  recover  overpayments  for  one,  two  or  three  years' 
assessments  upon  a  single  claim  form.  The  completion 
of  the  usual  Income  Tax  Return  does  not,  in  itself, 
constitute  a  "  Repayment  Claim,"  so  that,  if  after  making 
such  Return  and  receiving  an  assessment  notice,  the 
taxpayer  finds  that  further  allowances  are  due  to  him, 
he  must  make  a  "Repayment  Claim"  at  the  end  of  the 
year — or  an  interim  claim  at  the  half-year  to  October  5. 
The  first  year's  Income  Tax  Repayment  Claim  is  dealt 
with  by  the  local  Inspector  of  Taxes  (his  address  can  be 
obtained  from  the  collector  mentioned  in  the  return 
form),  and  from  him  the  necessary  forms  can  be  had. 
Subsequent  Repayment  Claims  are  examined  and  adjudi- 
cated by  the  "  Claims  Branch  "  of  the  Inland  Revenue  at 
Australia  House,  London,  W.C.  2. 

When  making  claims  of  this  kind,  the  taxpayer  must 
set  out  in  detail,  on  the  "Repayment  Claim  Form,"  the 
whole  of  his  income  whether  taxed  direct  or  at  source. 
The  income  to  be  returned  is  the  gross  income  (including 
wife's  income),  i.  e.  (a)  the  net  amount  received  in  the 
form  of  dividends,  interest,  etc.,  taxed  at  source  plus  the 
amount  of  the  tax  deducted ;  (b)  the  actual  salary,  wages 
or  trade  profits  upon  which  tax  has  been  paid ;  (c)  the 
actual  annual  value  (rateable  value  in  London)  of  any 
property  or  land  owned  by  the  taxpayer ;  {d)  the  Sch.  B 
assessment  of  any  farm  cultivated  by  the  taxpayer,  or 
the  assessed  profits  derived  therefrom  if  this  method 
of  assessment  has  been  previously  arranged  with  the 
Inspector  of  Taxes ;  (e)  any  untaxed  interest  upon  which 
tax  was  paid  in  the  year  in  respect  of  which  the  claim 
is  being  made.  From  the  total  income  arrived  at  as 
above  there  should  be  deducted  any  ground  rent,  tithes 
(if  not  allowed  in  the  Sch.  A  assessments),  mortgage  or 
loan  interest,  annuities  (excluding  voluntary  allowances 
or  payments),  or  any  other  charges  on  income  which  can 
be  legally  claimed. 

In  connection  with  dividends,  it  should  be  clearly 
understood  that,  for  Income  Tax  purposes,  there  is  no 
such  thing  as  a  "  free  of  tax  "  dividend.     All  Company 
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dividends  are  paid  out  of  profits,  and  all  profits  are 
taxable.  The  amount  received  by  the  shareholder,  there- 
fore, is  his  share  of  the  net  profits  after  the  Company  has 
paid,  or  provided  for,  the  Income  Tax  due  on  such  profits. 
•For  example,  whilst  Income  Tax  remains  at  65.  in  the  £, 
a  7  per  cent,  "free  of  tax"  dividend  is  equivalent  to  a 
10  per  cent,  "less  tax"  dividend.  It  is  the  Company 
which  is  responsible  for  the  Income  Tax,  whether  it  takes 
a  lump  sum  out  of  its  profits  for  Income  Tax  purposes 
and  pays  a  "free  of  tax  dividend,"  or  declares  a  gross 
dividend  from  which  it  deducts  Income  Tax  when  dis- 
tributing it  among  the  shareholders.  The  amount  of 
income  from  the  shareholder's  point  of  view  is  the  same 
in  either  case.  The  difference  between  the  two  classes 
of  dividends  is — to  take  an  illustration — this  :  the  holder 
of  fixed  7  per  cent,  "free  of  tax"  shares  is  always 
entitled  to  a  net  dividend  of  7  per  cent,  whatever  the 
current  rate  of  tax  may  be,  whilst  the  holder  of  fixed 
10  per  cent,  shares  subject  to  Income  Tax  would  get  only 
5  per  cent,  net  dividend  if  the  tax  went  up  to  10s.  in 
the  £,  or  7 J  per  cent,  net  if  the  current  rate  of  tax  was 
5s.  in  the  £. 

When  preparing  Income  Tax  Repayment  Claims,  it  is 
necessary  to  set  out  the  Income  m  detail,  and  to  attach 
to  the  form  all  the  Income  Tax  deduction  Certificates 
(counterpart  warrants)  given  by  Company  Secretaries 
or  other  persons,  paying  dividends  or  interest  or  deduct- 
ing tax  from  mortgage  interest,  etc,  and  also  all  the 
receipts  given  by  the  Income  Tax  Collectors  for  the  tax 
paid  during  the  year  under  adjudication. 

Insurance  Premiums. — A  taxpayer  who  has  effected  an 
insurance,  or  taken  a  deferred  annuity,  on  his  own  life, 
or  that  of  his  wife,  with  any  office  legally  established  in 
the  United  Kingdom,  or  in  any  British  Possession,  and 
"  lawfully  carrying  on  business  in  the  United  Kingdom," 
or  with  a  registered  Friendly  Society,  may — in  addition 
to  any  claims  for  "personal  allowances"  to  which  he 
may  be  entitled — claim  an  allowance  of  all  the  tax  "  at 
appropriate  rates,"  upon  the  annual  premiums  paid  in 
respect  thereof,  up  to  and  not  exceeding  one-sixth  of  his 
total  net  income  from  all  sources,  nor  more  than  £100  in 
all  in  respect  of  premiums  on  deferred  annuities.  The 
allowance  in  respect  of  each  premium  is  limited,  however, 
to  7  per  cent,  of  the  capital  sum  payable  at  death  under 
the  policy,  and  in  no  case  may  this  concession  afford  any 
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greater  relief  than  is  allowable  on  the  taxpayer's  total 
income.  Moreover,  this  relief  cannot  be  applied  .to 
Super-tax  assessments. 

When  such  claims  are  made,  the  Inspector  of  Taxes 
usually  calls  for  the  production  of  the  official  receipts  for 
the  assurance  premiums  paid.  Accident  insurance  pre- 
miums (up  to  £100)  are  onh^  allowed  as  deductions  when 
the  policy  covers  the  risk  of  death.  Claims  on  account 
of  any  life  assurance  premiums  paid,  if  not  fully  or  par- 
tially allowed  from  the  taxpayer's  assessments,  may  be 
preferred  for  three  years  back  by  using  the  special  form, 
obtainable  from  any  Inspector  of  Taxes,  issued  for  the 
purpose  by  the  Kevenue  Authorities. 

The  deductions  allowed  in  respect  of  life  assurance 
premiums  also  extends  to  any  compulsory  deduction 
which  may  have  been  made  from  a  taxpayer's  stipend, 
or  salary,  for  the  purpose  of  providing  an  annuity  for  his 
widow  or  provision  for  his  children.  The  Finance  Act, 
1919,  made  it  clear  that  insurance  premiums  paid  by  a 
married  woman  out  of  her  separate  income  in  respect  of 
a  policy  on  her  own,  or  her  husband's,  life  may  be  treated 
as  though  paid  by  the  husband.  r 

The  deductions  allowed  from  the  tax  payable  upon  the 
taxable  income  are  the  amounts  which  represent  tax  at 
the  appropriate  current  rates  upon  the  premiums  paid, 
viz  : — 

(a)  Total  Incomes  not  exceeding  £1,000 — half  the 

standard  rate  (i.  e.  3s.  for  1920-21). 

(b)  Total  Incomes  exceeding  £1,000  but  not  exceed-^ 

ing  £2,000 — three -fourths  of  the  standard  rate 
(i.  e.  4s.  {Sd.  for  1920-21). 

(c)  Total  Incomes   exceeding   £2,000  —  at   the   full 

standard  rate  {i.e.  6s.  for  1920-21). 

'  The  deduction  in  respect  of  insurances  effected  after 
June  22,  1916,  is  limited  to  half  the  standard  rate 
upon  the  premium  paid  {i.  e.  3s.  in  1920-21-).  No  allow- 
ance is  made  for  deferred  insurances  which  do  not 
secure  the  payment  of  a  capital  sum  at  death,  if  they 
were  taken  out  after  the  above  date,  except  in  cases 
where  they  are  in  connection  with  a  bona  fide  pension 
scheme. 

Where  it  is  found  that  the  taxpayer  whose  income  is 
less  than  £1,-000  or  £2,000,  as  the  case  may  be,  has,  by 
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reason  of  the  difference  in  the  appropriate  rate  of  tax 
upon  his  insurance  premium,  paid  more  tax  than  would 
have  been  the  case  if  his  income  had  exceeded  £1,000  or 
£2,000,  a  further  deduction  will  be  allowed,  viz.  the  sum 
by  which  tax  at  one-fourth  of  the  standard  rate  upon  the 
premium  exceeds  the  tax  at  the  standard  rate  upon  the 
difference  between  the  total  income  and  £1,000  or  £2,000, 
as  the  case  may  be. 

Personal  Allowances  and  Deductions.  —  Prior  to  the 
Finance  Act,  1920,  personal  allowances  and  deductions 
were  granted  under' the  heads  "Exemption,  Abatement 
and  Eelief."  All  persons  whose  incomes  from  all  sources 
did  not  exceed  £130  per»annum  were  exempt  from  tax. 
Those  with  annual  incomes  exceeding  £130  but  not  ex- 
ceeding £700  were  granted  abatements  ranging  from  £120 
to  £70.  Eelief  was  granted  in  respect  of  wives,  children 
and  dependants  to  those  whose  incomes  did  not  exceed 
£800  per  annum.  Incomes  were  classified  as  "earned" 
or  "unearned,"  and  the  tax  imposed  was  graduated 
in  its  incidence  up  to  incomes  of  £2,500  and  £2,000 
respectively. 

The  Finance  Act,  1920,  revised  the  whole  basis  of 
abatement  and  relief.  Under  this  Act,  all  taxpayers, 
irrespective  of  the  amount  of  their  incomes,  are  on  an 
equal  footing  in  respect  of  claims  for  "  earned  "  income, 
wives,  children  and  dependants.  The  only  difference  is 
the  graduated  relief  in  respect  of  allowances  for  Life 
Assurance  premiums  as  set  out  above. 

Personal  Alloioance. — Every  person  is  now  entitled  to 
deduct  from  his  assessable  income  a  personal  allow- 
ance, if  a  bachelor  or  widower,  of  £135,  or  of  £225  if 
a  married  man,  and  his  wife  is  living  with,  or  wholly 
supported  by,  him.  The  personal  allowance  of  £135 
applies  also  to  spinsters  and  widows.  Thus  single 
persons  whose  total  assessable  incomes  do  not  exceed 
£135,  and  married  persons  whose  incomes  do  not  ex- 
ceed £225,  are  tvholly  exempt  from  tax.  If  a  man's 
total  income  includes  income  earned  by  his  wife,  a 
further  allowance  of  nine-tenths  of  the  wife's  earnings 
can  be  claimed,  but  not  exceeding  the  sum  of  £45.  In 
such  cases,  then,  the  maximum  personal  allowance  is 
£270. 

Allowance  on  Earned  Income. — Every  person,  including 
a  spinster  or  widow,  is  entitled  to  reduce  his  or  her 
earned  income,  irrespective  of  amount,  by  10  per  cent., 
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not  exceeding  a  maximum  sum  of  £200,  for  the  purpose 
of  arriving  at  the  amount  of  assessable  income  from  all 
sources  during  the  year. 

Deduction  in  Besi^ect  of  Belatives  Taking  Charge  of 
Children.  —A  widower,  or  widow  is  entitled  to  a  deduc- 
tion of  £45  from  his  or  her  assessable  income  in  respect 
of  a  female  relative  (on  either  side)  residing  with  him,  or 
her,  for  the  purpose  of  taking  charge  of  a  child  or. chil- 
dren. This  allowance  is  not  granted  unless  it  can  be 
proved  that  no  other  person  is  receiving  a  similar  allow- 
ance in  respect  of  the  female  relative,  neither  is  it  granted 
if  the  husband  (if  any)  of  the  female  relative  is  receiving 
the  full  personal  allowance  of  £225  per  annum.  A  similar 
allowance  is  granted  in  respect  of  any  female  not  related 
to  the  claimant  where  it  can  be  shown  that  no  female 
relative  is  able  or  willing  to  assume  charge  of  the  child 
or  children. 

Deduction  in  Bespect  of  Widoived  Mother  taking  Charge 
of  Brother  or  Sister, — (1)  A  bachelor  or  an  unmarried 
woman,  living  with  his  or  her  widowed  mother,  or  (2)  a 
mother  living  apart  from  her  husband,  or  (3)  any  female 
relative  having  charge  and  care  of  a  brother  or  sister,  is 
entitled  to  a  deduction  of  £45  from  his  or  her  assessable 
income  if  the  claimant  supports  his  or  her  mother  or 
female  relative.  The  allowance  will  not  be  granted  if 
any  other  person  is  receiving  any  deduction  in  respect 
of  the  mother,  brother  or  sister. 

Deduction  in  Besj^ect  of  Children. — A  taxpayer  is 
entitled  to  an  allowance  from  his  assessable  income  of 
£36  for  the  first  child,  and  £27  for  each  subsequent  child 
falling  under  one  of  the  following  categories  : — 

(a)  Own  children  and  stepchildren  who  are  under 
sixteen  at  the  commencement  of  the  fiscal  year  (i.e, 
April  6).  * 

(b)  Own  children  and  stepchildren,  irrespective  of  age, 
who  are  continuing  full-time  attendance  at  a  university, 
college,  school,  or  other  educational  institution. 

(o)  Adopted  children  (excluding  illegitimate  children, 
unless  the  parents  were  afterwards  married),  under  or 
over  sixteen  as  above,  provided  that  no  other  person  is 
entitled  to,  or  claims,  an  allowance  in  respect  of  such 
child.  No  deduction  is  allowed  in  this  section  in  respect 
of  any  child  who  is  entitled,  in  his  or  her  own  right,  to 
an  income  exceeding  £40  per  annum.  When  calculating 
such   income,  no   account   is   to   be   taken  of  amounts 
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received  from  a  scholarship,  bursary,  or  similar  educa- 
tional grant.* 

Deduction  in  Bespect  of  Dependent  Belatives. — A  tax- 
payer who  maintains  at  his  own  expense  a  relative  of 
his,  or  of  his  wife,  incapacitated  from  maintaining  him- 
or  herself  by  infirmity  or  old  age,  is  entitled  to  a  de- 
duction from  his  assessable  income  of  £25  per  annum, 
provided  the  relative  so  maintained  does  not  possess  an 
income  exceeding  £50  per  annum.  A  like  allowance  is  made 
in  respect  of  a  taxpayer's  widowed  mother,  or  widowed 
mother-in-law,  but  in  these  two  cases  the  condition  of 
"  incapacity/'  is  waived.  If  two  or  more  persons  con- 
tribute to  the  maintenance  of  the  dependent  relatives 
mentioned  above,  the  allowance  granted  shall  be  in  pro- 
portion to  the  amount,  or  the  vahce,  of  their  respective 
contributions  towards  the  cost  of  maintenance.  The 
above  allowances  are  also  granted  to  a  female  taxpayer 
who  supports  such  dependent  relatives. 

Coynmercial  Travellers. — Where  the  employers  of  a 
commercial  traveller,  or  person  similarly  employed,  make 
no  allowance  for  expenses,  such  person  is  entitled  to  an 
allowance  from  his  assessable  income  (salary  and  com- 
mission) for  reasonable  expenses  incurred  in  carrying  on 
his  vocation.  But  ordinary  business  men,  and  employers 
are  not  entitled  to  claim  in  respect  of  the  cost  of  travel- 
ling (season  tickets  or  otherwise)  to  and  from  their  place 
of  business  or  employment. 

Alloiuances  to  Besidents  Abroad. — None  of  the  allow- 
ances detailed  above,  including  the  allowance  in  respect 
of  insurance  premiums,  is  granted  to  persons  residing 
elsewhere  than  in  the  United  Kingdom,  the  Channel 
Islands,  or  the  Isle  of  Man,  unless  the  taxpayer  satisfies 
the  authorities  that  he  or  she  is : — 

(a)  A  British  subject,  or  (6)  a  person  who  is,  or  has 
been,  employed  in  the  service  of  the  Crown,  or  of  a 
Missidnary  Society,  or  in  the  service  of  any  Native  State 
under  his  Majesty's  protection,  or  (c)  residing  abroad  for 
the  benefit  of  health,  and  has  previously  resided  within 
the  U.K.,  or  (d)  a  widow  whose  late  husband  was  in  the 
service  of  the  Crown. 

In  calculating  the  tax  pavable  by,  or  repayable  to, 
such  person,  account  must  be  taken  of  the  claimant's 

♦  Income  arising  from  a  scholarship  or  similar  educational  endow- 
ment held  by  a  person  receiving  full-time  instruction  is  not  assesa- 
alale  for  Income  Tax  or  Super-tax. 
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income  (if  any)  which  arises  out  of  the  U.K.  x\lthough 
not  assessable  to  United.  Kingdom  income  tax,  such 
income  must  be  included  in  the  claimant's  income  from 
^11  sources,  and  relief  will  be  granted  only  to  the  extent 
of  making  the  tax  payable  equivalent  to  the  amount 
which  would  have  been  payable  if  the  whole  of  the 
income  was  subject  to  United  Kingdom  income  tax. 

Cessation  of  Trade  or  Death. — Certain  abatements  are 
allowed  where  the  taxpayer  has  ceased  to  follow  his 
trade  or  occupation,  or  dies  before  the  end  of  the  year 
of  assessment.  In  such  cases,  the  assessment  will  be 
cancelled,  or  amended,  and  such  relief  "as  is  just"  will 
be  granted,  or  repayment  will  be  made  (Income  Tax  Act, 
1918,  Sch.  D,  General  Bule,  3). 

Rates  of  Tax  Charged  on  Income. — The  student  must 
bear  in  mind  that  all  the  allowances  detailed  above  are 
personal,  and  do  not  apply  in  the  case  of  Companies  or 
PubHc  Bodies.  After  such  of  these  personal  allowances 
as  the  taxpayer  may  be  entitled  to  claim  have  been 
deducted  from  the  total  assessable  income,  the  rates  of 
tax  to  be  charged  upon  the  remaining  taxable  income  are 
as  follows : — 

On  the  first  £225  of  income,  one-half  the  standard  rate. 
On  the  remaining  income,  the  full  standard  rate  (6s.  i?i 
the  £). 

These  rates  apply  to  all  individual  taxpayers  whether 
married  (with  or  without  children)  or  single.  Income 
Tax  on  earned  income  is  payable  in  two  equal  instal- 
ments, viz.  on  January  1  and  July  1  in  each  year. 
The  tax  due  from  Limited  Companies  is  payable  in  one 
amount  on  January  1  in  each  year.  Weekly  wage- 
earners  employed  upon  manual  labour  are  assessed  and 
must  pay  tax  quarterly.  Clerks,  and  those  engaged  in 
similar  employment  are  excluded  from  this  rule. 

Trust  Income  and  Infants'  Income. — Every  person 
who  acts  as  Trustee  or  Agent  and  receives  income  on 
behalf  of  other  persons  is  bound,  if  required,  to  deliver 
to  the  Commissioners  full  particulars  of  the  income 
received,  and  a  list  of  the  persons  on  whose  behalf  he 
receives  it.  A  trustee  should  retain  out  of  any  untaxed 
income  received  sufficient  money  to  pay  the  tax  assess- 
able on  such  untaxed  income.  When  paying  over  the 
trust  income  to  a  beneficiary,  the  trustee  should  give  a 
certificate  showing  the  year  in  which  the  income  was 
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received,  and  a  statement  to  the  effect  that  tax  has  been, 
or  will  be,  paid  to  the  authorities  on  such  income.  The 
beneficiary  should  enter  in  his  tax  returns  or  claims  the 
gross  income  {i.  e.  the  net  cash  received  plus  the  standard 
rate  of  tax)  receivable  during  the  year,  or,  if  the  amount 
is  uncertain,  the  amount  received  for  the  previous  year. 
Thus  if  four  persons  share  equally  in  a  trust  fund  pro- 
ducing a  net  income  of  £1,400  per  annum,  the  gross  income 
of  each,  with  tax  at  65.  in  the  £,  is  £500  (£1,400  +  ^i^ths 
of  £1,400  =  £2,000-^4),  and  £500  is  the  amount  each 
should  enter  in  his  Income  Tax  return  or  claim. 

Where  a  fund  exists,  under  a  Will  or  Settlement,  for 
the  benefit  of  certain  persons — usually  infants — the  Income 
of  which  is  not  distributable  until  the  beneficiaries  attain 
a  certain  age,  or  upon  the  happening  of  a  certain  event — 
e.g.  marriage — the  Trustees  must  pay  Income  Tax  at  the 
full  rate  until  the  beneficiaries  are  entitled  to  the  accumu- 
lated income.  Each  beneficiary  can  tiien  (within  three 
years)  claim  payment  for  the  whole  period  of  accumula- 
tion of  any  relief  to  which  he  would  have  been  entitled 
had  he  actually  received  his  share  of  the  income. 

If  the  beneficiary  (whether  an  infant  or  not)  has 
immediate  right  to  the  income  as  and  when  it  accrues, 
he  can  claim  annually  for  any  relief  to  which  he  may  be 
entitled,  either  personally,  or  through  his  parent  or 
guardian  as  the  case  may  require. 

If  the  Trustee  is  entitled  to  spend  out  of  the  Trust 
income  such  sums  as  may  be  necessary  for  a  minor's 
maintenance  and  education,  the  minor's  annual  income, 
until  he  becomes  entitled  to  the  accumulated  income,  is 
considered  to  be^  the  annual  sum  so  spent  on  him,  and 
interim  claims,  for  relief  may  be  put  forward  annually  as 
though  that  annual  sum  was  his  total  income.  In  this 
case  when  the  minor  becomes  entitled  to  the  accumulated 
income,  and  repayment  of  the  tax  overpaid  in  previous 
years  is  claimed,  the  amount  of  relief  already  given 
annually  is  deducted  from  the  accumulated  Income  Tax 
which  is  repayable. 

Definition  of  "Earned"  Income. — The  Income  Tax 
Act,  1918,  s.  14,  defines  earned  income  as  follows : — 

(a)  Any  Income  arising  in  respect  of  any  remuneration 
from  any  ofiBce  or  employment  of  profit  held  by  the 
individual  or  in  respect  of  any  pension,  superannuation, 
or  other  allowance,  deferred  pay  or  compensation  for  loss 
of  office   given  in  respect   of   the  past   services  of  the 
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individual  or  of  the  husband  or  parent  of  the  individual 
in  any  office  or  employment  of  protit,  or  given  to  the 
individual  in  respect  of  the  past  services  of  any  deceased 
person,  whether  the  individual,  or  husband  or  parent  of 
the  individual  shall  have  contributed  to  such  pension, 
superannuation  allowance  or  deferred  pay  or  not. 

(6)  Any  Income  from  any  property,  which  is  attached 
to  or  forms  part  of  the  emoluments  of  any  office  or 
employment  of  profit  held  by  the  individual. 

(c)  Any  Income  which  is  charged  under  Sch.  B,  or  D, 
or  the  rules  applicable  to  Sch.  D,  and  is  immediately 
derived  by  the  individual  from  the  carrying  on  or  exercise 
by  him  of  his  profession,  trade  or  vocation,  either  as  an 
individual  or  in  the  case  of  a  partnership  as  a  partner 
personally  acting  therein. 

In  previous  years,  relief  in  respect  of  earned  income 
was  granted  by  charging  a  lower  rate  of  tax  than  that 
charged  on  unearned  incomes.  As  previously  stated,  this 
differentiation  is  now  abolished.  A  level  rate  of.  tax  is 
now  imposed  on  all  income,  except  that  10  per  cent.,  not 
exceeding  a  maximum  of  £200,  may  be  deducted  from 
earned  income  irrespective  of  its  amount,  before  arriving 
at  the  taxpayer's  assessable  income.  The  expression 
'•  Investment  Income  "  is  now,  it  would  appear,  to  replace 
the  old  designation  "  unearned  income." 

All  dividends  from  Limited  Companies  are  regarded  as 
unearned  Income,  and  are  therefore  taxed  at  the  higher 
rate.  This  ruling  creates  hardship  in  the  case  of  "  Private 
Companies,"  whose  shareholders  are  practically  active 
partners  in  a  private  venture,  and  earn  and  draw  all  their 
profits  in  the  shape  of  dividends.-  This  hardship  has  led 
many  Private  Companies  to  distribute  their  profits  largely 
in  the  shape  of  directors'  "  remuneration "  and  "  com- 
mission "  in  order  to  avoid  the  higher  rate  of  tax  charged 
upon  dividends  as  such. 

Income  of  Married  Women. — The  Income  of  a  married 
woman  living  with  her  husband  is,  by  the  Income  Tax 
Acts,  deemed  to  be  the  husband's  Income,  and  is  taxed 
in  his  name,  and  must  be  entered  in  his  return.  If  either 
a  husband  or  a  wife  applies  to  the  Commissioners,  they 
can  be  separately  assessed  as  though  they  were  not 
married,  also  either  of  them  may  make  a  return  of  their 
total  combined  income.  If  the  Commissioners  are  not 
satisfied,  they  can  demand  that  the  other  party  shall  also 
make  a  return. 
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In  arriving  at  the  income  of  the  man  and  wife  sepa- 
rately assessed,  the  total  relief  and  allowances,  and  the 
total  amount  of  taxable  income  on  which  a  reduced  rate 
of  tax  is  charged,  may  not  exceed  the  amount  allowable 
if  there  had  been  no  separate  assessment. 

If  both  the  husband  and  wife  have  earned  income,  the 
allowances  of  10  per  cent,  (not  exceeding  £200)  in  respect 
of  earned  income  and  nine-tenths  of  the  wife's  earned 
income  (not  exceeding  £45)  shall  be  divided  between 
the  husband  and  wife  in  proportion  to  their  respective 
earned  incomes.  The  Personal  Allowance,  and  the  re- 
duction in  the  rate  of  tax,  shall  be  in  proportion  to  their 
separate  assessable  incomes.  The  deductions  for  Life 
Assurance  Premiums,  and  maintenance  of  Children, 
Dependants,  etc.,  shall  be  allowed  to  the  party  paying 
the  premiums  or  maintaining  the  Children,  Dependants, 
etc. 

Mode  of  Assessment.  —  Persona  assessable  under 
Schedules  B,  D  and  E  receive  during  the  early  part 
of  the  Government  year  official  forms  which  they  must 
fill  in  and  return  to  the  assessor  for  the  district.  This 
official  does  not  himself  make  the  assessments ;  his  duty 
chiefly  consists  in  the  collection  of  the  returns,  and  the 
prescribed  listing  of  them,  and  he  acts,  to  an  extent, 
under  the  supervision  of  an  "Inspector  of  Taxes."  The 
persons  by  whom  the  assessments  are  made  are  styled 
'*  Commissioners,"  and  two  kinds  of  "  Boards  of  Income 
Tax  Commissioners  "  exist ;  first,  the  "  General  Commis- 
sioners "  *  (bodies  of  influential  gentlemen,  not  Income 
Tax  officials,  appointed  for  each  district  without  remu- 
neration) ;  and  secondly,  the  "  Special  Commissioners  " 
at  Somerset  House  (a  special  central  Board  of  paid 
Government  officials). 

-  A  person  making  a  return  for  Income  Tax  purposes 
may  claim,  in  his  return,  to  be  assessed  in  either  of  the 
two  following  special  ways,  viz. — 

(1)  By    the    Special    Commissioners    at    Somerset 

House. 

(2)  By  the  General  or  Additional  Commissioners  of 

the  District,  not  in  his  own  name,  but  under 
a  number  or  letter. 

*  The  General  Commissioners,  when  they  deem  it  expedient,  can 
appoint  "  Additional  Commissioners,"  who  make  assessments  which 
are  confirmed  by  the  General  Commissioners. 
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Either  of  these  methods  can  be  employed  by  any  trader 
who  may  not  wish  to  disclose  his  private  affairs  to  the 
local  assessor  or  collector  of  taxes.  The  adoption  of  the 
first  method  removes  the  whole  matter  from  local  cogni- 
zance. FaiHng  request  by  the  taxpayer  for  a  special 
assessment,  he  will  be  assessed  in  the  ordinary  way,  in 
his  own  name,  by  the  District  Commissioners  of  the 
locality  in  which  he  lives  or  trades.  Persons  who  fail  to 
make  a  return  when  required,  or  who  make  an  untrue 
return,  are  liable  to  a  penalty  not  exceeding  £20,  and 
treble  duty,  or,  if  the  matter  is  taken  to  the  Law  Courts, 
a  penalty  of  £50. 

Appeals. — Where  the  taxpayer  considers  that  he  has 
been  unfairly  or  incorrectly  assessed  by  the  Additional 
Commissioners,  he  has  the  right  of  appeal  either  to 
{a)  the  District  Commissioners,  or  (6)  the  Special 
Commissioners  at  Somerset  House.  In  practice  fejv 
appeals,  comparatively  speaking,  reach  either  of 
these  Boards.  Usually  the  taxpayer  obtains  pro- 
fessional assistance  and  settles  the  matter  amicably 
with  the  District  Inspector  of  Taxes.  When  a  satis- 
factory settlement  is  not  attained  in  this  way,  and  the 
taxpayer  decides  to  appeal,  it  may  be  difficult  to  decide 
which  is  the  better  tribunal  to  which  to  appeal.  The 
District  Commissioners,  as  practical  business  men,  are 
often  more  generous  and  less  bound  by  precedent  when 
dealing  'with  such  matters  as  "  wear  and  tear,"  "  bad 
debts,"  etc.,  than  the  Special  Commissioners,  who  sit  in  a 
strictly  judicial  capacity ;  but  there  may  be  circum- 
stances, indicated  above,  which  make  an  appeal  to  the 
District  Commissioners  inadvisable.  The  author's  per- 
sonal experience  is  that,  when  the  case  is  a  good  one,  it 
is  preferable  to  appeal  to  the  Special  Commissioners. 
Appeals  are  generally  conducted  on  behalf  of  the  tax- 
payer by  professional  accountants,  who  must  be  members 
of  a  society  recognized  by  law.*  A  barrister  or  solicitor 
may  now  appear  for  the  appellant  {Income  Tax  Act,  1918, 
s.  137).  The  taxpayer  must  give  ten  days'  notice  in 
writing  to  the  Inspector  of  his  intention  to  appeal. 

If,  after  appeal,  the  taxpayer  thinks  that  the  decision 
of  the  Commissioners  is  erroneous  in  point  of  law  he 
may,  within  twenty-one  days,  require  them  to  state  a  case 
for  judgment  by  the  High  Court.  This  judgment  may  be 
appealed  against  in  the  Court  of  Appeal,  and  the  judg- 
*  Income  Tax  Act,  1918,  s.  137  [3c). 
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ment  of  that  Court  may  be  reviewed  by  the  House  of 
Lords  {Income  Tax  Act,  1918,  s.  149).  But  the  decisions 
of  the  Commissioners  on  questions  of  fact  are  final  and 
conclusive.  If,  e.  g.,  the  Commissioners  decide  that  an 
allowance  for  wear  and  tear  of  5%  on  the  value  of  Plant 
and  Machinery  employed  by  the  taxpayer  is  a  fair  one, 
then  in  no  circumstances  can  there  be  any  appeal  against 
this  decision. 

On  appeal,  the  taxpayer  must  produce  accounts  *  to 
substantiate  his  contentions,  and  can  be  required  to  verify 
them  by  oath,  though  this  is  seldom  demanded.  The 
Commissioners  have  power  also  to  question  the  appellant 
orally  or  in  writing,  and  to  summon  and  examine  wit- 
nesses on  oath.  It  would  appear,  however,  that  the  tax- 
payer cannot  be  compelled  to  produce  his  books  (B.  v. 
Chew  and  Others).  But  the  refusal  to  do  so  would,  in 
most  cases,  tell  adversely  against  the  appeal,  and,  in  the 
author's  opinion,  it  is  always  wise  to  produce  the  books 
when  called  for. 

In  the  course  of  preparing  and  settling  accounts  with 
the  Inspector  of  Taxes,  or  in  conducting  appeals  before 
the  Commissioners,  there  are  certain  *'  allowances  "  and 
*'  surcharges  "  which  need  detailed  consideration.  The 
official  list  of  allowances  and  disallowances,  reproduced 
on  pp.  301-2,  needs  explanatory  comment  if  the  student 
is  not  to  be  misled  by  the  somewhat  cryptic  phraseology 
employed  in  the  enumeration. 

In  the  Income  Tax  appeal  case — G/esham  Life  Assur- 
ance  Society  v.  Styles — Lord  Herschel  said:  "  Profits  are 
ascertained  by  setting  against  the  Income  earned  the 
cost  of  earning  it."  Again,  Lord  Halsbury  said :  **  The 
profit  was  that  which  was  earned  after  paying  all  expenses 
necessary  and  incident  to  the  earning  of  it "  (Ashton  Gas 
Company  v.  Attorney-General).  These  apparently  explicit 
statements  make  many  of  the  decisions  in  Income  Tax 
cases  as  to  what  taxable  profits  consist  of  difficult  of 
comprehension.  It  must  be  remembered  that,  in  many 
cases,  some  of  the  charges  and  provisions  which,  in  com- 
mercial circles,  it  is  thought  to  be  not  only  prudent  but 
essential  to  make  in  order  to  ascertain  the  true  profits, 
are  not  recognized  in  law,  or  by  the  Income  Tax  authori- 
ties, and  are  disallowed.  The  result  is  that  many  tax- 
payers pay  tax  upon  a  sum  far  larger  than  the  Income 

*  The  Commissioners  can  demand  this  information  under  the 
powers  conferred  by  s.  139  of  the  Act  of  1918,  above. 
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which  they  consider  themselves   entitled  to  regard   as 
legitimately  earned. 

Wear  and  Tear. — There  is  probably  no  item  in  the 
whole  of  his  assessment  which  causes  the  trader  more 
dissatisfaction  than  the  allowances  made  by  the  authori- 
ties under  this  heading.  So  inadequate  are  these  allow- 
ances that  the  large  owner  and  user  of  machinery  and 
plant  is  burdened  with  what  amounts  to  an  additional  tax. 

During  the  first  thirty-six  years  of  the  history  of  Income 
Tax,  no  claims  for  wear  and  tear  were  recognized  at  all, 
and  it  was  only  after  strenuous  efforts  that  Parliament 
was  induced  to  grant  concessions  upon  the  present  meagre 
lines  {Inland  Bevenue  Act,  1878,  s.  12).  Since  that  date 
many  efforts  have  been  made  to  obtain  more  liberal  treat- 
ment, but  with  no  very  encouraging  results,  except 
perhaps  that  on  May  28,  1897,  in  reply  to  a  memorial  by 
the  Associated  Chambers  of  Commerce,  the  Chancellor 
of  the  Exchequer  gave  instructions  that  the  Surveyors  of 
Taxes  were  "  Not  to  object  to  a  deduction  from  the 
assessable  profits  of  the  year  of  so  much  of  the  cost  of 
replacement  of  obsolete  machinery  as  is  represented  by 
the  existing  value  of  the  machinery  replaced."  This 
instruction  was  a  distinct  concession,  as  allowances  under 
this  head  had  hitherto  been  unobtainable. 

The  wastage  which  takes  place  in  the  life  of  certain 
assets  through  use,  is,  in  accountancy  language,  termed 
"  Depreciation."  The  student  often  confuses  this  term 
with  the  designation  "  Wear  and  Tear,"  as  employed  in 
connection  with  Income  Tax.  It  must  be  clearly  realized 
that  these  two  terms  are  by  no  means  synonymous.  The 
term  "  Depreciation  "  includes  Wear  and  Tear,  of  course, 
but  it  covers  a  much  wider  field,  and  embraces  the  wast- 
age caused  by  any  fall  in  market  values.  Such  falls  may 
or  may  not  be  connected  with  Wear  and  Tear.  If 
machinery  becomes  obsolete  and  is  replaced  by  new 
machinery  an  allowance  is  made  of  the  difference  be- 
tween the  original  cost  of  the  replaced  machinery,  less 
the  Wear  and  Tear  allow^ed  in  past  years,  and  what  it 
realized  when  sold  as  scrap,  or  otherwise. 

The  actual  rates  of  depreciation  allowed  by  the  Income 
Tax  authorities  are  naturally  of  great  interest  both  to  the 
taxpayer  and  to  the  student.  But  the  subject  presents 
great  difi&culty  to  a  text-book  writer,  because  of  the 
divergent  practice  in  different  districts,  and  even  between 
individual  Inspectors.     The  author  has  noticed,  however, 
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that  the  average  examinee  is  not  troubled  by  these 
divergencies  of  practice,  but  is  quite  ready  to  affirm, 
supported  as  he  is  by  some  text-books,  that  5%  is  the 
utmost  rate  ever  allowed  in  this  connection.  It  is  per- 
haps true  that  5%  is  the  more  usual  rate  of  allowance  for 
Wear,  and  Tear,  but,  in  practice,  other  rates  are  also 
frequently  allowed.  For  example,  the  author  has  been 
allowed,  on  behalf  of  clients,  5%,  7J%,  8%,  10%,  15%,  and 
20%  under  varying  circumstances,  the  highest  rate  men- 
tioned (20%)  being  admittedly  a  special  allowance  arising 
out  of  the  war.  The  Board  of  Inland  Eevenue  have 
recently  attempted  to  standardize  Wear  and  Tear  allow- 
ances in  different  trades,  in  respect  of  various  classes  of 
machinery,  and  it  is  a  growing  practice  for  Trade  Associa- 
tions to  open  negotiations  with  the  Inland  Eevenue 
Authorities  with  a  view  to  agreeing  a  reasonable  rate 
of  allowance  for  depreciation  in  the  particular  trade 
represented. 

When  working  an  exercise  requiring  the  compilation 
of  an  Income  Tax  return,  the  examinee  will  be  wise, 
after  arriving  at  the  figure  of  the  average  profits,  to 
deduct,  as  a  claim,  depreciation  at  the  rate  of  5%,  ex- 
plaining thereafter  that,  in  certain  circumstances,  an 
appeal  for  a  higher  rate  might  be  successful. 

The  student  is  aware  that  the  usual  method  of  dealing 
with  the  Plant  Account  in  the  preparation  of  a  Balance 
Sheet  is  as  follows — 

Machinery  and  Plant  Account 

£  s.  d. 
As  per  last  Balance 'Sheet  .  .  1,000  0  0 
Additions  during  the  year  .         .       500    0    0 

1,500    0    0 


Less — 

Depreciation  at  10%    .        .       150    0    0 


£1,350    0    0 


The  Income  Tax  practice  is,  however,  to  allow,  what- 
ever rate  of  depreciation  is  conceded,  upon  the  initial 
balomce  only  {i.e.  £1,000  in  the  above  illustration),  no 
depreciation  being  allowed  on  the  additions  made  during 
the  year. 

The  following  Sch.  of  Eates  of  Depreciation  has  been 
agreed  between  the  Inland  Eevenue  and  the  repre- 
sentatives of  the  industries  scheduled : — 
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No  depreciation  allowances  are  made  for  any  shrinkages 
-which*  may  haveoccm-red  in  the  value  of  Buildings  or 
Lando     Such  wastage  is  regarded  as  loss  of  capital. 

The  following  provisions,  being  an  amelioration  of  the 
previous  rules  in  regard  to  depreciation  allowances,  appear 
in  the  Income  Tax  Act,  1918 : — 

1.  No  deduction  for  Wear  and  Tear  shall  be  allowed  in  any  year 
if  the  deduction,  when  added  to  the  deductions  allowed  on  that 
account  to  the  person  by  whom  the  concern  is  carried  on,  will  make 
the  aggregate  amount  of  the  deductions  exceed  the  actual  cost  to 
that  person  of  the  machinery  or  plant  (including  in  that  actual 
cost  any  expenditure  in  the  nature  of  capital  expenditure  on. 
the  machinery  or  plant  by  way  of  renewal,  improvement  or 
reinstatement. ) 

2.  If  in  any  year  full  effect  cannot,  by  reason  of  insufficiency  of 
assessable  profits,  be  given  to  the  deduction  allowed  to  be  made  for 
that  year's  Wear  and  Tear  of  machinery  and  plant,  the  amount  not 
'deducted  in  that  year  can  be  carried  forward  to  the  next  year,  and 
added  to  that  year's  similar  deduction,  and  so  on  in  succeeding 
years. 

Concession  (2)  is  an  important  one,  and  when  bad 
years  are  encountered  frequently  affords  welcome  relief 
to  the  taxpayer.  As  an  illustration  of  the  effect  of  the 
.provision,  consider  the  following  example  of  an  actual 
case. 

Illusteation  : — 

The  profits  of  a  certain  undertaking  were  as  follows — 

£       s.    d. 
Assessment  as  agreed,  1916    ....     1,682    0    0 
1917    ....     1,720    0    0 
£       s.    d. 
Profits  as  per  accounts  for  1918     2,410    0    0 
Add— 

Various  surcharges 


Deduct — 
Sch.  A  assessment  . 

510    0    0 

3)3,912    0    0 

Average 1,304    0    0 

Less — 

Claim  for  Wear  and  Tear  (allowed  on  appeal) 

at  10  per  cent,  on  £18,000  .         .         .         .     1,800    0    0 


750 

0    0 

3,160 

0    0 

2,650 

0    0 

Balance   of  Wear  and   Tear  allowance,  not 
required,  to  be  carried  forward  to  next  year     £496    0    0 
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Ordinary  trade  repairs  are  always  allowed,  provided 
they  do  not  exceed  the  usual  expenditure  under  this 
heading,  based  upon  the  average  of  the  past  three 
years. 

Replacements. — The  taxpayer  can,  if  he  so  desires, 
surrender  his  claim  for  Wear  and  Tear,  and  charge  his 
accounts,  in  substitution  therefor,  with  any  replacements 
he  may  have  effected  during  the  year.  Many  Inspectors 
prefer  this  method,  and  indeed  advise  it,  and,  in  some 
circumstances,  the  alternative  is  beneficial  to  the  tax- 
payer, especially  in  those  trades  where,  owing  to  the 
nature  of  the  raw  materials  dealt  with  (acids,  for  example), 
the  plant  has  to  undergo  extensive  replacement  at  frequent 
intervals,  or  e.  g.  in  connection  with  Cinema  Theatres 
where  a  piano  lasts  twelve  months  only ! 

Illustration  : — 

A  business  employing  gas  substituted  electricity  as  a  motive 
power  at  a  cost  of  some  £2,500.  An  expert  valuation  was  obtained, 
from  which  it  appeared  that  it  would  have  cost  £1,500  to  have 
replaced  the  old  gas  plant  with  a  new  plant  of  the  same  type.  No 
claim  was  made  for  Wear  and  Tear,  and,  upon  Appeal,  the  author 
was  allowed  a  sum  of  £1,200  as  representing  the  cost  of  replace- 
ments, less  any  value  there  might  be  attached  to  the  old  plant  as 
**  scrap. " 

Losses  of  Capital. — Capital  losses  are  not  permissible 
as  a  charge,  even  in  part,  against  the  profits  assessable 
for  Income  Tax.  It  is  quite  impossible  to  define,  within 
reasonable  limits,  the  meaning  of  a  "  capital  loss  "  from 
the  Income  Tax  point  of  view.  All  that  can  be  said  is 
that,  in  a  large  number  of  cases,  the  replacement  out  of 
profits  of  the  capital  so  lost  would,  in  commercial  circles, 
be  considered  a  matter  of  necessity,  prior  to  the  division 
of  such  profits  amongst  the  partners  of  a  firm,  or  the 
shareholders  of  a  Limited  Company. 

A  few  examples  may  perhaps  afford  the  best  indication 
of  the  line  of  demarcation  adopted  by  the  authorities 
in  discriminating  between  "  Capital  losses "  and  losses 
chargeable  against  taxable  profits. 

(a)  A  branch  factory  established  by  a  Company  proved 
unsuccessful,  and  the  loss  sustained  on  the  Fixtures, 
Plant,  etc.,  upon  closing  such  branch  was  disallowed  (as 
a  "Capital  loss")  as  a  charge  against  the  Company's 
profits  (Smith  v.  Westinghouse  Brake  Comjjany). 

(b)  A  steamship  Company  underwrote  a  portion  of  the 
value  of  one  of  their  own  steamers,  -olacing  the  balance  of 
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the  risk  elsewhere.  Upon  the  wreck  of  the  steamer,  the 
risk  underwritten  by  the  Company  itself  was  disallowed 
as  a  "  Capital  loss  "  (Inland  Revenue  v.  Western  Steamship 
Company). 

(c)  A  Company  upon  removing  to  new  works  was 
disallowed  the  cost  of  removal  of  the  Stock  and  Plant 
to  the  new  premises  (Granite  Supply  Association  v. 
Kitton). 

(d)  A  Company,  ovming  nitrate  grounds,  sought  to 
make  provision  for  the  wastage  occurring  owing  to  the 
exhaustion  of  the  nitrate  deposits,  but  the  claim  was 
disallowed  as  a  "  Capital  loss "  (Alianza  Company  v. 
Bell). 

(e)  A  Company,  having  made  an  issue  of  Debentures, 
charged  the  expenses  of  such  issue  (such  as  brokerage, 
printing,  advertising,  etc.)  against  profits,  but  the  charge 
was  disallowed  (Texas  Land  and  Mortgage  Company  v. 
Eoltha^n).  ' 

Voluntary  Subscriptions. — These,  even  when  disbursed 
solely  for  trade  purposes,  are  not  always  allowed  (Rhymney 
Iron  Company  v.  Fowler).  Subscriptions,  or  "  guarantees," 
towards  a  Trade  Exhibition  have,  for  instance,  been  dis- 
allowed. It  is  the  practice  of  most  Inspectors,  however, 
to  allow  such  subscriptions  as  are  bond  fide  necessary 
for  trade  purposes.  Charitable  subscriptions,  as  such, 
are  not  allowed  as  deductions.  Contributions  to  a 
hospital  where  the  taxpayer's  employees  and  their  wives 
and  children  are  treated  are,  however,  allowed.  Annual 
subscriptions  by  an  Employer  of  labour  to  local  charities 
and  institutions  which  may  be  for  the  benefit  or  instruction 
of  his  workers  are  also  allowed. 

Preliminary  Expenses. — The  "  Preliminary  Expenses  " 
incurred  upon  the  formation  of  a  Limited  Company 
are,  as  the  student  is  aware,  usually  held  in  suspense, 
and  are  charged  in  instalments  against  the  profits  of 
several  years.  No  charge  of  this  nature  is  allowed  for 
Income  Tax  purposes,  the  item  being  regarded  as  capital 
expenditure  incurred  in  creating  the  Company.  If, 
however,  the  amount  charged  contains  any  items  such 
as  the  cost  of  the  Company's  books  of  account,  or  the 
seal  of  the  Company,  such  items  will,  as  a  rule,  be 
allowed. 

Annuities. — Annuities  payable  out  of  the  profits  of 
a  business — to  the  widow  of  a  deceased  partner,  for 
example — are    not    chargeable    against    the   profits    for 
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Income  Tax  purposes.  The  tax  may,  however,  be 
deducted  prior  to  the  payment  of  the  annuity,  and,  in 
this  way,  the  business  would  be  recouped.  This  practice 
furnishes  us  with  yet  another  example  of  the  underlying 
principle  that  all  tax  is  collected  at  its  source,  whenever 
possible. 

Interest. — Annual  Interest  is  not  allowed  as  a  charge 
against  profits  no  matter  how  it  may  arise.  Interest 
on  partners'  Capital,  Interest  on  Loans  and  Mortgages, 
indeed  each  and  every  form  of  interest  is  surcharged. 
As  in  the  case  of  the  annuities  dealt  with  above,  the 
right  of  recoupment  of  the  tax  exists  in  connection  with 
all  interest  payments,  and  the  practice  of  the  collection 
of  the  tax  at  its  source  is  again  exemplified.  Any  agree- 
ment for  the  payment  of  Interest,  Eent,  or  other  similar 
payment  without  deduction  of  tax  is  void,  and  any 
person  who  refuses  to  allow  a  deduction  of  tax  from 
an  annual  payment  of  interest,  rent,  etc.,  is  liable  to 
forfeit  £50. 

There  would  appear  to  be  an  exception  to  this  rule  in 
the  case  of  "  Short  Loans  "  advanced  by  Bankers  where 
money  is  lent  to  customers  for  a  specified  time.  As  such 
interest  is  not  "yearly  interest,"  but  accrues  and  is 
payable  as  and  when  the  loan  becomes  repayable,  it  does 
not  come  within  the  section. 

Inspectors  of  Taxes  also  make  an  exception  with 
regard  to  "  Bankers'  Interest,"  recognizing  the  almost 
universal  practice  of  Bankers  to  charge  interest  on  over- 
drafts, etc.,  gross  in  the  customer's  pass  book ;  the 
taxpayer,  having  therefore  no  opportunity  of  deducting 
the  tax,  is  allowed  to  charge  such  interest  against  his 
trading  profits  for  Income  Tax  purposes,  or  to  recover 
tax  upon  such  interest,  if  it  has  not  been  deducted  from 
any  untaxed  income. 

On  the  other  hand,  when  interest  is  received  from 
Bankers  upon  deposit  accounts,  such  interest  is  usually 
credited  gross,  and  must,  therefore,  be  brought  into 
account  by  the  taxpayer.  Colonial  and  Foreign  Banks, 
with' branches  in  this  country ,*sometimes  pay  such  interest 
less  tax. 

When  loans  are  advanced  on  mortgage  or  other  security 
for  fixed  periods  by  a  Bank,  the  interest  upon  such  loans 
is  charged  less  tax  in  the  usual  way. 

The  underlying  principle  of  taxing  all  Income  at  its 
source  applies,  perhaps,  with  more  force  to  interest  than 
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to  any  other  class  of  Income,  as  it  is  usually  more  easily 
traced.  The  student  will  note  that  all  interest  on  money 
is  taxable  as  such,  and  that  it  is  therefore  quite  possible' 
for  a  Company  to  make  a  trading  loss,  and  yet  to  be 
obliged  to  pay  tax  upon  the  return  from  any  invest-'* 
ments  held  {Clerical,  Medical  and  General  Life  Assurance 
Society  v.  Carter;  Bevel  v.  Edinburgh  Life  Insurance 
Company). 

In  making  payments  of  annual  interest  the  taxpayer 
is  always  entitled  (Income  Tax  Act,  1918,  General 
Bules  19  and  21)  to  deduct  Income  Tax  therefrom  and 
is  therefore  recouped  in  such  cases. 

Bad  Debts. — Debts  known  to  be  "  bad,"  and  actually 
written  off  as  such  on  the  taxpayer's  books,  are  allowed 
as  a  charge  against  taxable  profits.  The  student  will 
remember  that,  in  addition  to  writing  ofif  actual  bad 
debts,  it  is  customary  to  provide  a  reserve  for  "Bad  and 
Doubtful  Debts"  based  upon  a  percentage  of  the  total 
outstanding  debts  at  the  close  of  the  trading  period.  It 
is  not  usual  for  such  a  reserve  to  be  allowed  in  accounts 
passed  for  Income  Tax  purposes.  The  average  examinee 
is  wont  to  schedule  this  item  as  another  charge  which 
is  never  allowed.  The  author  was  successful  on  two 
occasions  in  obtaining  such  an  allowance,  once  on  appeal 
before  the  District  Commissioners,  and  again  from  an 
Inspector  of  Taxes,  The  circumstances  in  these  cases 
may  have  been  somewhat  unusual,  and  the  matter  is 
only  mentioned  here  as  a  further  illustration  of  the 
unwisdom  of  dogmatizing  upon  questions  of  Income  Tax 
practice. 

Bad  debts  incurred  owing  to  the  loss  of  moneys  loaned 
to  the  customers  of  an  undertaking  in  accordance  with 
trade  custom  (in  the  case  of  Breweries,  for  example)  are 
allowed  as  a  deduction  against  trading  profits.  Such 
losses  are  not  deemed  to  be  losses  of  capital  (Beid's 
Brciccry  v.  Male). 

Speculations. — Profits  or  losses  made  in  connection 
with  speculations  outside  the  business  of  the  taxpayer 
may  not  be  brought  into  account.  The  rule  appears  to 
be  that,  if  the  taxpayer  does  not  make  speculation  a 
source  of  income,  he  escapes  the  payment  of  tax  upon 
any  profit  he  may  make.  It  is  difficult,  however,  to 
obtain  any  official  definition  of  the  liability  under  this 
head.  One  Inspector  informed  the  author  that  "  any- 
thing in  excess  of  five  or  six  speculations  a  year  would 
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be  subject  to  tax."  *  But  professional  speculators  are 
liable  to  tax.  For  example,  a  bookmaker  who  sought  to 
evade  tax  on  the  ground  that  his  calling  was  not  a 
**  business,"  was  held  liable  on  the  ground  that  he  was  at 
any  rate  engaged  in  a  "  vocation  "  {Partridge  (&  Hancox 
V.  Mallandaine). 

Premiums  on  the  Issue  of  New  Shares. — These  are  held 
to  be  a  "  capital "  profit,  and  are  therefore  not  taxable. 

Voluntary  Gifts. — These  are  not  liable  to  tax.  If,  for 
example,  a  father  allows  his  son  an  Annual  Income,  such 
Income  is  not  taxable  unless  in  payment  for  services 
rendered.  But  the  father  cannot  deduct  such  Voluntary 
Gifts  from  his  assessment  for  Income  Tax  and  Super-tax 
purposes. 

Depreciation  on  Lease. — The  annual  wastage  in  the 
•value  of  a  leasehold  is  held  to  be  a  "  Capital "  loss. 
Where,  therefore,  a  "  premium  "  has  been  paid  for  a  lease, 
the  annual  instalment  of  such  premium,  as  charged  in 
the  ordinary  course  against  the  profits  of  the  year,  is 
disallowed.  The  taxpayer  has,  however,  the  right  of 
claiming,  as  a  deduction,  his  net  assessment  under  Scb,  A 
for  such  property.  If  the  property  in  question  is  occupied 
by  the  owner  and  is  used  as  a  factory,  mill,  or  for  other 
similar  purposes,  the  full  annual  value  can  be  deducted 
from  his  trading  profits.  An  allowance  of  one-sixth  of 
the  annual  value  of  business  premises  situated  abroad  is 
made  to  persons  carrying  on  business  in  this  country. 

Income  Tax. — This  is  not  allowed  as  a  charge  against 
profits,  and  must  be  added  to  the  trading  profits  when 
making  a  return  under  Sch.  D.  The  tax  so  paid  is  not 
an  "  expense "  incurred  in  earning  the  Income,  and  is 
oflficially  regarded  as  that  proportion  of  the  ascertained 
profits  which  is  due  to  the  Crown,  and  so,  from  the 
Inland  Revenue  point  of  view,  it  is  an  apportionment  of 
profits,  and  not  a  charge  against  them. 

Partner's  Salaries. — These  are  not  allowed  as  deduc- 
tions. It  is  obvious  that,  if  allowances  of  this  nature  were 
made,  abuse  of  the  concession  would  probably  arise.  From 
the  point  of  view  of  the  Crown,  therefore,  salaries  paid  to 
partners  are  regarded  as  an  appropriation  of  profits. 

After  what  has  been  said  above,  it  will,  perhaps,  be 

*  The  commissioners,  on  appeal,  are  the  sole  judges  on  questions 
of  fact,  as  to  whether  the  business  of  the  appellant  may  be  held  to 
embrace  the  **  speculations  "  which  form  the  subject-matter  of  the 
appeaL 
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almost  unnecessary  to  state  that  no  deductions  are 
allowable  for:  Sinking  Funds  for  the  Redemption  of 
Debentures  {Imperial  Brazilian  Eailway)^  Commissions 
paid  for  placing  Shares  {Texas  Land  and  Mortgage 
Company,  Ltd.),  Instalments  written  oflf  the  Life  of 
Patents,  Instalments  written  off  the  Cost  of  sinking  Pit 
Shafts  {Coltness  Iron  Company),  and  Amounts  written  off 
Goodwill. 

Losses  by  Embezzlement. — These  were  always  formerly 
disallowed,  but  the  practice  has  been  modified,  and  if  the 
defalcations  arise  in  the  ordinary  conduct  of  the  business 
concerned,  such  losses  are  now  generally  allowed  as 
deductions. 

Trade  Charges. — In  preparing  accounts  for  Income 
Tax  it  is  always  inadvisable  to  include  too  many  items  of 
expenditure  under  this  heading,  as  the  average  Inspector 
of  Taxes  always  seems  to  suspect  this  designation  as  the 
hiding-place  of  questionable  items.  As  far  as  possible  a 
full  analysis  of  expenditure  should  be  set  out. 

Dividends. — When  deducting  Income  Tax  from  interest, 
dividends,  etc.,  the  rate  (where  there  has  been  a  change 
of  tax  during  the  period  covered  by  such  interest  or 
dividend)  is  to  be  calculated  as  follows — 

A.  On  Dividends  and  Interest  from  Public  Funds, 
Foreign  Loans,  or  Foreign  and  Colonial  Companies, 
Official  Salaries,  and  Pensions.  Interest  and  Annuities 
paid  by  Municipal  Corporations  or  Local  Authorities  to 
additions  on  Bates,  at  the  rate  in  force  at  the  date. of 
payment. 

B.  Mortgage  Interest  or  other  Interest,  Ground  Eents, 
Interest  on  Annuities  payable  out  of  Profits,  Dividends 
from  Public  Companies,  at  the  rates  in  force  during  the 
period  in  which  they  have  been  accruing. 

(Board  of  Inland  Eevenue  Order,  May  1893.) 
Companies  deducting  tax  when  paying  dividends 
usually  issue  a  printed  form  certifying  that  such  tax  has 
been  deducted,  and  stating  the  amount  so  deducted.* 
This  procedure  is  followed  in  order  that  the  amounts 
paid  may  be  deducted  or  reclaimed  by  the  shareholders. 
Holders  of  Inscribed  Stocks  need  no  such  certificates. 
When  making  claims  for  rebate  the  "  counterparts "  of 
the  dividend  and  interest  warrants  must  be  produced  for 
the  inspection  of  the  Inspector  of  Taxes. 
♦  See  page  439. 
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Partners 

Where  two  or  raore  persons  carry  on  business  in 
partnership,  a  return  for  Income  Tax  purposes  must  be 
made  showing,  in  one  sum,  the  profits  of  the  firm  Hable 
for  assessment.  The  precedent  partner  is  responsible  for 
making  the  return,  and  must  declare  therein  the  full 
names  and  addresses  of  all  the  partners,  together  with  a 
statement  showing  how  the  profits  are  apportionable. 
Failing  any  request  for  the  adjustment  of  the  assessment, 
as  explained  hereafter,  a  demand  for  tax  upon  the  full 
amount  of  the  profits  as  shown  in  the  return  will  be 
made  upon  the  firm.  The  right  of  partners  to  be  sepa- 
rately assessed  was  withdrawn  by  the  Finance  Act, 
1907,  s.  30. 

Partners,  however,  are  entitled  to  all  the  personal 
allowances  and  deductions  which  can  be  claimed  by 
individual  taxpayers.  Any  allowances  or  deductions  to 
which  the  individual  partners  may  be  entitled  must  be 
set  out  on  a  separate  return,  to  be  made  by  each  partner, 
giving  full  details  oU  his  income  from  all  sources,  in- 
cluding his  share  of  the  profits  of  the  firm  as  shown  in 
the  partnership  return  made  by  the  precedent  partner. 
All  allowances  and  deductions  shown  to  be  due  under 
these  individual  returns  will  be  made  from  the  sum 
payable  by  the  firm  in  respect  of  the  joint  profits. 

EXAMPLB  :  — 

If  the  net  assessable  profit  of  a  partnership  of  two  amounts  to 
£630,  and  profits  are  shared  in  the  proportion  of  two-thirds  to  A 
and  one-third  to  B,  then,  assuming  that  the  partners  Have  no  otlier 
source  of  income,  they  can  claim  to  be  dealt  with  as  follows : — 

A  B 

Share  of  above  assessment £420      £210 

Zes's  10%  allowance  on  earned  income  .         .         .42  21 

378        189 
Less  Personal  Allowance  (if  unmarried)         .  .135         135 

243  54 

Less  Further  Allowance  if  married,  without  children    .       90  90 

£153     £ 


Apportionment  of  Tax  between  Partners.— When  the 
individual  partners  do  not   claim  Personal  Allowances  of 
any  kind,  the  amount  paid  to  the  Eevenue   Authorities 
M2 
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is  applicable  to  all  the  partners  pro  rata  as  they  share 
profits.  It  can  therefore  be  debited  in  the  P.  and  L. 
A/c  in  the  ordinary  way  without  injustice  to  the  partners. 
But  any  tax  so  debited  must  be  added  back  when  com- 
puting profits  for  Income  Tax  purposes.  When,  how- 
ever, a  partner  claims  additional  allowances  not  due  to 
the  other  partner,  or  partners,  or  claims  total  exemption, 
it  is  only  just  that  he  shall  not,  through  the  P.  and  L. 
A/c,  be  charged  with  more  than  his  share  of  the  firm's 
Income  Tax  payment,  and  it  is  then  necessary  to  credit 
that  partner  with  an  amount  representing  the  ^sum  to 
which  his  share  of  the  profits  has  been  subjected  to 
Income  Tax  charge  in  excess  of  its  proper  amount. 

Example: — 

The  profits  of  a  firm,  consisting  of  two  partners,  assessable  to 
Income  Tax,  were  £1,000.  A's  share  was  £800,  and  B's,  £200. 
Assuming  that  both  partners  were  unmarried,  that  neither  had 
other  income,  and  claimed  no  additional  personal  allowances,  the 
firm's  assessment  would  be  arrived  at  as  follows  : — 

A  B 

£    s.  d..  £     s.    a. 

Share  of  Profits 800    0  0  200    0    0 

Less  10%  allowance  on  earned  income      .       83    0  0  20    0    0 


180    0    0 
Less  Personal  Allowance  (if  unmarried)    .     135    0    0        135    0    0 


Taxable  Income £585    0    0        £45    0    0 


Tax  @  3s.  on  first  £225     .        .        .      =       33  15    0  6  15    0 

Tax  @  6s.  on  balance 


720    0 
.     135    0 

0 
0 

.£585    0 

0 

=       33  15 

=     108    0 

0 
0 

£141  15 

0 

£6  15    0 


Total  Tax  payable  =  £148  10s. 


If  this  amount  be  charged  against  the  profits  divisible  between 
A  and  B,  partner  B,  taking  one-filth  of  the  profit,  would  be  paying 
part  of  A's  Income  Tax.  B  must  therefore  be  credited  and  P.  and 
L.  A/c  debited  with  one-fourth  of  £141  15s.  =  £35  8s.  9d.,  less 
£6  15s.  =  £28  13s.  9^^. 

The  numerous  allowances  that  can  now  be  claimed, 
and  the  two  different  rates  payable  on  income,  whether 
earned  or  unearned,  makes  it  advisable  not  to  charge 
Income  Tax  to  P.  and  L.  A/c,  lest  the  equity  of  the 
partnership  arrangements  should  be  disturbed.  The 
better  way  is  to  charge  each  partner  with  the  Income 
Tax  payable  by  him  personally.  Although  a  single  assess- 
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ment  is  made  on  a  firm,  the  Inspector  of  Taxes  will 
always  give,  on  application,  details  of  the  assessment. 
It  is  inadvisable,  also,  to  make  reserves  out  of  profits  to 
meet  the  estimated  liability  for  Income  Tax  (as  some 
partners  do),  since,  if  the  individual  assessment  of  the 
partners  is  unequal,  the  balance  of  the  Eeserve,  if  written 
back  to  P.  and  L.  A/c,  could  not  fairly  be  considered  as 
divisible  in  the  proportion  in  which  the  partners  share 
profits.  Moreover,  if  the  balance  of  the  Account  is  carried 
forward  in  reserve,  it  would  give  rise  to  difficulties  in 
the  event  of  a  dissolution. 

Specimeii  Returns. — In  preparing  returns  for  Income 
Tax  purposes,  it  should  be  remembered  that  a  certain 
amount  of  diversity  of  practice  exists  among  Inspectors, 
and  due  allowance  for  this  factor  must  be  made.  To  this 
extent,  therefore,  it  is  impossible  to  lay  down  hard-and- 
fast  rules  for  the  preparation  of  a  form  of  return  that 
will  meet  the  needs  of  all  cases.  With  this  proviso,  two 
examples  are  subjoined  indicative  of  the  general  lines  for 
the  construction  of  such  returns. 

Example  I: — 

A.  B,  is  a  sub-manager  employed  by  a  firm  of  manufacturers. 
His  salary  for  the  years  1917,  1918  and  1919  was  £400,  £420  and  £440 
respectively.  He  possesses  £1,000  5  per  cent.  War  Loan  (Bonds), 
and  earned  in  1917  £14,  in  1918  £16,  in  1919  £30  respectively  by  writ- 
ing articles  for  a  trade  journal.  His  wife  possesses  £500  Grand  Trunk 
Pacific  Railway  3  per  cent.  Bonds,  and  £200  Natal  Government  3^ 
percent.  Stock.  His  life  since  1912,  has  been  insured  for  £1,000 
with  the  Guardian  Assurance  Company,  Ltd.,  the  annual  premium 
amounting  to  £31  lOs.  Income  Tax  has  been  deducted  at  6s.  in  the 
£  on  unearned  income.    Prepare  A.  B.'s  return  for  the  year  1920-21. 

Return ' — 

4.  B.^s  Income —  £    s.    d. 

Average  Salary  1917,  1918  and  1919        .         .        .  420    0    0 

Average  Earnings  by  writing  articles      .         .         .  20    0    0 
Interest  on  £1,000,  5  per  cent.   War  Loan  (Taxed 

before  receipt) .  50    0    0 

Wife's  Income — 
Interest  on  Grand   Trunk   Pacific  Railway  Bonds 

(£500),  (Taxed  before  receipt)       .         .         .         .       15    0    0 
Interest  on  Natal  Government  3i  per  cent.  Stock 
•    (£200),  (Taxed  before  receipt)    "  .         .         .         .         7     0    0 

Total  Income  from  all  Sources £512    0    0 


Claim  for  Lift  Insurance — 
Capital  Sura  of  £1,000.     Date  1912.  Premium      .     £31  10    0 
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Assessment  : —  £    s.   d. 

Earned  Income 440    0    0 

Less  10  per  cent,  allowance 44    0    0 

396    0    0 
Investment  Income 72    0    0 

408'  0    0 
Personal  Allowance  (married  man)     .         .         .         .     225    0    0 

Taxable  Income =  £243    0    0 

Tax  at  3s.  on  first  £225 =       33  15    0 

„     „  6s.  „  balance  (£18) =         5     8    0 

39    3    0 

Less  Tax  at  3s.  (appropriate  rate)  on  Insurance  Pre- 
mium (£31  10s.) 4  14     6 

34     8    6 
Less  Tax  paid  by  deduction  on  Investment  Income  Os. 
on  £72 21   12    0 

Net  Tax  payable =     £12  16    6 

Example  II : — 

A  firm's  P.  and  L.  A/cs  for  the  three  years  1917,  1918,  and  1919 
show  profits  respectively  of  £5,000,  £4,300  and  £4,100.  The  firm 
consists  of  two  partners,  X  and  Y.  These  profits  have  been  arrived 
at  after  charging  the  P.  and  L.  A/cs  with  the  following  items : — 

1.  Annual    interest    on  partners'   capital    at  4  per  cent,    on 

£10,000,  X  §,  Y  i. 

2.  Annual  salary  to  the  junior  partner  of  £100. 

3.  Charitable  donations  unconnected  with  the  business:  1917, 

£10;  1918,  £15;  1919,  £25. 

4.  Amounts  set  aside  as  Reserves  for  Bad  and  Doubtful  Debts  : 

1917,  £75  ;  1918,  £120  ;  1919,  £200. 

5.  Income  Tax  paid  under  Sch.  A  :    1917,  £300  ;  1918,  £360 ; 

1919,  £360. 

6.  Depreciation  of  Lease  of  Premises  (Net  Sch.  A  assessment 

on  same,  £1,200):  1917,  £120;  1918,  £125;  1919,  £130. 

7.  Depreciation  of  Machinerv  and  Plant  at  10  per  cent.  :  1917, 

£85  ;  1918,  £90  ;  1919,  £100. 

The  Inspector  of  Taxes  will  only  allow  the  following  sums  for 
Reserve  against  Bad  and  Doubtful  Debts  in  lieu  of  those  set  out 
in  item  No.  4 — 

viz.  1917,  £50;  1918,  £50;  1919,  £100. 

He  also  declines  to  allow  more  than  £80  per  annum  for  depreciation 
of  Machinery  and  Plant  instead  of  the  amounts  set  out  in  item  No.  7, 
Neither  partner  possesses  any  outside  Income.  Profits  are  shared, 
two-thirds  to  X,  and  one-third  to  Y,  Y  pays  a  Life  Insurance 
Premium  amounting  to  £60  per  annum  on  a  policy  for  £1,000,  dated 
1912. 
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Prepare  accounts  showing  the  amounts  upon  which  the  partners 
are  liable  for  Income  Tax  for  the  year  1920  to  1921. 

Return:—  1917.       1918.       1919. 

Profit  as  per  Profit  and  Loss  Accounts  .  £5,000    £4,300    £4, 100 

Add— 

Items  disallowed : 

Interest  on  Capital  ....  400          400          400 
Partner's  salary       ....  100        -  100           100 
Charitable  donations        ...  10            15            25 
Excess  Reserve  for  Bad  and  Doubt- 
ful Debts      25            70          100 

Income  Tax  paid     ....  300          360          360 

Depreciation  of  Lease      .         .         .  120          125           130 

Depreciation    of     Machinery    and 

Plant  (see  allowance  below) 


Deduct — 

*  Sch.  A  assessment  on  premises 

Annual  Profits  as  adjusted  . 


85 

90 

100 

6,040 
1,200 

5,460 
1,200 

5,315 
1,200 

£4,840 

£4,260 

£4,115 

Profits  as   above,    1917 

„   1918 

1919 


£  s.  d. 

.  4,840  0  0 

.  4,260  0  0 

.  4,115  0  0 

3)13,215  0  0 


Average  annual  profits     .  *  4,405    0    0 
Less  allowance  for  wear  and  tear  f    .  80    0    0 


Amount  of  assessment     =  £4,325    0    0 


Manner  in  which  the  Partners  are  treated : — 

£     s.    d. 
Amount  of  Firm's  Assessment 
Less  Interest  on  Capital .         .     400    0    0 
Junior  Partner's  Salary     .     100    0    0 


£  s.  d. 

4,325  0  0 

500  0  0 

£3,825  0  0 


Partner  X.                     &      s.  d. 

Two-thirds  of  £3,825    .=  £2,550    0  0 
Interest  on  5  of  Capital 

(^6,606  133.  4tZ.)        .           266  13  4 


je2,81«  13    4 


Partner  Y.                       £  s.  d. 

One-thini  of  £3,825  .        .=1,275  0    0 
Interest  on  J  of  Capital 

(£3,333  6«.  8d.)       .        .        133  6    8 

Salary         ....        100  0    0 


£1,508 


8 


*  Note  the  full  Soli.  A  (£1,440)  can  be  deducted  if  the  premises  are  solelv  used 
as  a  factory,  or  an  appropriate  proportion  of  the  full  annual  value,  if  the  premises 
•re  partly  used  for  business  ]  purposes. 

t  Allowance  for  wear  and  tear  must  be  deducted  after  the  average  profits  have 
been  ascertained  (Cunard  SS.  Co.,  Ltd.,  v.  C'oulson). 
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Assessment  : — 

Providing  no  individual  claims  for  personal  allowances,  other  than 
Partner  Y's  Insurance  Premium,  are  made,  the  assessment  on  the 
firm  -will  be  as  follows; — 


Share  of  Profits     . 

Less  10  per  cent,  allowance    . 


X. 

£      s. 

d. 

Y. 

£      s. 

d. 

2,816  13 
200    0 

4 

0 

1,508    6 
150  16 

8 
8 

2,616  13 

4 

1,357  10 

0 

135    0 

0 

135    0 

0 

£2,481  13 

4 

£1,222  10 
33  15 

0 

33  15 

0 

0 

677    0 

0 
0 

299    5 

0 

710  15 

333    0 

0 

13  10 
£319  10 

0 

£710  15 

0 

_0 

Less    Personal    Allowance     (un- 
married)     .... 


Tax  on  £225  @  3s.  ... 

„     „    balance   (£2,256   135.  4(Z., 
and   £997    10s.  respectively)   at 


,Lrss  Tax  @  4s.    ^l.    (appropriate 
rate)  on  Insurance  Premium  £60 


Total  Tax  payable  =  £1,030  5s. 

The  above  illustration  affords  another  example  of  the  imfaimess 
of  charging  the  amount  of  Income  Tax  paj^able  to  Profit  and  Loss 
Account  without  making  the  necessary'  adjustments.  If,  in  the 
al)Ove  case,  the  tax  was  charged  to  Profit  and  Loss  Account,  Partner 
Y  should  be  credited  (as  a  one  third  Partner)  with  the  difference 
between  one-half  of  £700  15s.,  viz.  £355  7s.  6c/.,  and  £319  10s.  = 
£34  17s.  6c?.,  otherwise  he  is  bearing  one-third  of  £1,030  5s.,  viz.  = 
£343  15s. 

Income  Tax  Adjustment  in  a  Partnership.— A,  B  and  C  are 
partners  and  divide  profits  equally.  Interest  at  the  rate  of  5  per 
cent,  per  annum  is  allowed  on  partners'  capital :  A  £20,000 ;  B 
£10,000  ;  C  £6,000.  The  parties  are^  also  entitled  to  draw  the 
following  salaries:   A  £1,000;  B  £800;  and  C  £400. 

The  profits  assessable  to  tax  are  agreed  with  the  Inspector  at 
£10,000.  The  amount  of  tax  payable  must  be  paid  by  the  firm  and 
will  be  adjusted  as  follows — 


Interest  on 

Capital. 
.     1,000 

500 

300 

Salary. 

1,000 
8(M) 
400 

Share  of 
Profit. 
2,000 
2,(X)0 
2,000 

Total 
Assessment. 
4,(X)0 
3,300 
2,700 

£1,800 

£2,200 

£6,000 

£10,000 
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Example  III : — 


C.  Testout  is  a  married  man  with  two  children  under  16.  His 
widowed  mother  lives  with  him,  and  has  no  income.  He  earns  a 
salary  of  £1,000  per  annum.  His  life  was  insured  in  1910  for  £1,000 
at  an  annual  premium  of  £60.  Testout's  liability  for  tax  is  arrived 
at  as  follows  : — 

£      s,  d. 

Earned  Income 1,000    0    0 

Less  Allowance  of  10  per  cent 100    0    0 


£ 

.9. 

d. 

>2o 

0 

0 

36 

0 

0 

27 

0 

0 

25 

0 

0 

9D0    0    0 


313 

0 

0 

£587 

0 

0 

£ 

s. 

d. 

33 

15 

0 

108 

12 

0 

142 

7 

0 

9 

0 

0 

£138 

7 

0 

Less  Allowance  (living  with  wife) 
do.  first  child    . 

do,  second  child 

do.  dependent  relative 


Amount  of  taxable  income 


Tax  payable,  3*.  on  first  £225      . 
do.  6s.  on  balance  (£362) 


Less  Allowance  for  Life  Assurance  Premium  at  **  appro- 
priate rate,"  i.  e.  Zs.  in  the  £  on  £60 

Net  Tax  payable       .        .        = 

Example  IV: — 

George  Dickson  has  a  wife  and  four  children  agev.  respectively 
12,  14,  18  and  21.  The  child  of  18  is  in  full  term  attendance  at 
a  University.  Dickson's  share  of  the  assessed  profits  of  his  firm 
is  £5,000.  His  income  from  investments,  all  taxed  at  source,  is 
£2,000  gross.  His  life  is  insured  in  British  offices,  and  he  pays 
£600  per  annum  on  policies  taken  out  in  1911,  and  £200  per  annum 
on  a  policy  taken  out  in  July,  1917. » 

Dickson's  liability  for  tax  is  arrived  at  as  follows  : — 

•.    £ 
Earned  Income         ....  ....     5,000 

Less  10  per  cent,  allowance  (maximum) 200 

4,800 
Investments 2,000 

^  .   *  _    6,800 

Less  allowance  (living  with  wife) 225 

do.  (for  two  children  under  16  and  one 

.'    child  at  University,  i.  e.  £36,  £27,  £27)      .        .        .90 

315 

Amount  of  taxable  income     .         .      =  £6,485 
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Income  Tax  Payable  : — 

£  s.  cL 

3s.  in  £  on  first  £225 33  15  0 

6s.  in  £  (balance)  £6,200 1,878  0  0 


1,911  15    0 


Less  Tax  at  65,  on   £2,000    ''Investments  Income" 

already  taxed  at  source 600    0    0 


1,311  15 


Less  Allowance  for  Life  Assurance  Premiums  at  * '  ap- 
propriate rates  "  : — 
£600  prior  to  June  22,  1916,  at  65.        .         .  180 

£200  after  June  22,  1916,  at  3a'.    ...  30 

210    0    0 


Net  Income  Tax  payable  .         .       =  £1,101  15    0 

George  Dickson  is  also  liable  for  super-tax  on  his  gross  income, 
viz.  £6,800. 

Losses. — Where  a  loss  on  trading  has  occurred,  in  place  of  the 
profit  estimated  in  the  return  made  under  the  statutory  regulations^ 
the  taxpayer  ma}',  within  six  months  of  the  year  of  assessment, 
make  a  claim  for  repayment  of  an  amount  equal  to  the  tax  paid  on 
such  loss  {Income  Tax  Act,  1918,  s.  34).  The  loss  referred  to  is,  of 
course,  a  '*  statutory  loss."  Upon  making  a  claim  under  this  section 
the  taxpayer  must  forward  (I)  a  copy  of  his  P.  and  L.  A/c  for  the 
year  in  question,  and  (2)  an  official  claim  form  duly  filled  in,  giving 
particulars  of  his  total  income  for  the  fiscal  year,  with  proofs  that 
the  duty  has  been  duly  paid  on  each  item.  When  a  successfid  claim 
has  been  made  under  this  section  the  taxj)ayer  is  not  entitled  to 
bring  in  the  loss  when  averaging  the  profits  of  subsequent  years  for 
income  tax  purposes,  thus  :— 


£ 

1917. 

Profit 2,000 

1918. 

Profit 1,000 

1919. 

Loss  £600  (Tax  on  which  was  recovered) 

to  be  taken  as nil 

3)  3,000 

Average      £1,000 

The  inability  to  bring  in  the  loss  in  future  averages  largely 
deprives  tlie  section  of  its  value,  and  the  privilege  is  of  very  little 
benefit  except  in  cases  where  losses  continue  to  be  made.  Losses 
incurred  in  one  business  may  be  set  ofi"  against  profits  made  in 
another,  in  cases  where  the  taxpayer  carries  on  more  than  one 
separate  business. 

Patent  Royalties. — Tax  on  Patent  Royalties  must  be  deducted 
upon  payment,  in  the  same  manner  in  which  the  Tax  upon  Interest 
is  deducted.     Formerly  the  owner  of  the  Patent  was  assessable. 

Employees. — Employers  are  under  the  obligation  to  make  a  return 
of  the  names  and  remuneration  of  all  persons  in  their  employ 
{Income  'fax  Act,  1919,  s.  105).  This  return  must  include,  in  addi- 
tion to  salaries,  all  fees,  bonuses,  commissions  or  other  emoluments 
paid  to  the  persons  employed,  provided  such  salaries,  etc.,  exceed 
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£150  in  amount.  Clerks  of  Limited  Companies  are  nominally, 
assessed  under  Sch.  E,  wliile  clerks  in  the  employment  of  ordinary 
firms  are  assessed  under  Sch.  D,  As  a  matter  of  practice,  however, 
the  former  class  of  clerks  are  allowed  to  take  advantage  of  the 
three  years'  average  permitted  under  Sch.  D.  The  secretaries  and 
staff  officials  of  Limited  Companies  are,  however,  assessed  under 
Sch.  E  on  the  actual  salaries  of  the  current  year  of  assessment,  and 
the  bonus,  commission,  etc.,  of  the  previous  year,  or  average  of  the 
three  previous  years. 

Income  from  Foreign  Property. — Any  income  which  is  actually 
received  in  this  CGuntrij  from  foreign  property  or  investments  is 
liable  to  tax.  The  fact  that  such  income  has  already  paid  tax  in 
a  British  colony  does  not  exempt  it  from  the  British  tax  ;  but  an 
allowance  is  made  of  the  amount  of  Colonial  Income  Tax  up  to  half 
the  United  Kingdom  rate  of  tax  {Finance  Act,  1920,  s.  27). 

Vouchers  relating  to  Claims. — In  cases  where  claims  for  repay- 
ment of  tax  are  made,  such  claims  must  be  accompanied  by  a  detailed 
account  of  all  income  received  and  nmst  be  verified  by  vouchers  in 
the  shape  of  counterpart  dividend  warrants,  etc.,  showing  the 
deduction  of  tax.  No  certificates  are  required  in  the  case  of 
Government  and  other  stocks  inscribed  at  the  Bank  of  England. 
In  the  case  of  ordinary  commercial  companies,  the  counterpart  of 
the  dividend  warrants  must  be  forwarded  (see  p.  439).  If  the 
coimterparts  have  been  lost,  or  in  cases  where  no  other  voucher 
exi.sts.  Forms  No.  185  or  185a  must  be  filled  in  and  duly  signed 
by  the  proper  persons.  In  cases  where  tax  has  been  deducted  by 
Bankers,  e.g.,  the  Interest  on  Foreign  Loans,  Form  189a  is  necessary. 

EXERCISES. 

[Note.  — The  present  edition  of  the  Key  does  not  contain  revised 
solutions  to  these  Exercises]. 

17a. 

1.  Enumerate  the  five  "schedules"'  under  which  Income  Tax  is 
payable,  and  explain  the  classas  of  income  to  which  they  relate. 

2.  What  is  meant  by  taxing  income  "at  its  source"? 

3.  A  market  gardener  is  assessed  for  Income  Tax  purposes  upon 
the  profits  arising  out  of  tlie  land  he  holds  under  Sch.  B.  Can  he 
claim  to  be  assessed  in  any  other  way  ? 

4.  Explain  what  is  known  as  "  Property  Tax  "  ;  how  is  this  tax 
collected  "at  its  source"?  What  provisions  exist  for  the  recoup- 
ment of  the  amount  paid  by  the  person  paying  this  tax  from  the 
party  who  should  bear  it  ?     , 

5.  A  person  whose  income  is  below  £135  a  j'ear  derives  all  his 
income  from  interest  upon  investments,  from  whicli  tax  has  been 
dedugted  prior  to  payment  to  him.  What  remedy  has  he  in  this 
case  ? 

6.  What  Income  Tax  allowances  are  made  in  respect  of  life 
assurance  premiums  paid  l»y  a  taxpayer,  and  within  what  limits 
are  these  allowances  granted  ? 

17b. 

1.  What  "Personal  Allowances"  are  granted,  in  the  case  of 
Income  Tax  assessments,  to  all  taxpayers? 

2.  In  preparing  accounts  for  assessment  under  Sch.  D,  enumerate 
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Income  Tax  Payable  : — 

£  s.    d. 

35.  in  £  on  first  £225    .         .         .         ,         .         .         .          33  15    0 

6s.  in  £  (balance)  £6,260 1,878  0    0 


1,911  15    0 


Less  Tax  at  65.  on   £2,000    "Investments  Income" 

already  taxed  at  source 600    0    0 


1,311  15 


Less  Allowance  for  Life  Assurance  Premiums  at  * '  ap- 
propriate rates  "  : — 
£600  prior  to  June  22,  1916,  at  65.        .         .  180 

£200  after  June  22,  1916,  at  36-.    ...  30 

210    0    0 


Net  Income  Tax  payable  .         .       =  £1,101  15    0 

George  Dickson  is  also  liable  for  super-tax  on  his  gross  income, 
viz.  £6,800. 

Losses. — Where  a  loss  on  trading  has  occurred,  in  place  of  the 
profit  estimated  in  the  return  made  under  the  statutory  regulaliona, 
the  taxpayer  may,  within  six  months  of  the  year  of  assessment, 
make  a  claim  for  repayment  of  an  amount  equal  to  the  tax  paid  on 
such  loss  {Licome  Tax  Act,  1918,  s.  34).  The  loss  referred  to  is,  of 
course,  a  "  statutory  loss."  Upon  making  a  claim  under  this  section 
the  taxpayer  must  forward  (I)  a  copy  of  his  P.  and  L.  A/c  for  the 
year  in  question,  and  (2)  an  official  claim  form  duly  filled  in,  giving 
particulars  of  his  total  income  for  the  fiscal  year,  with  proofs  that 
the  duty  has  been  duly  paid  on  each  item.  When  a  successful  claim 
has  been  made  under  this  section  the  tax})ayer  is  not  entitled  to 
bring  in  the  loss  when  averaging  the  profits  of  subsequent  years  for 
income  tax  purposes,  thus  :— 


£ 

1917. 

Profit 2,000 

1918. 

Profit 1,000 

1919. 

Loss  £600  (Tax  on  which  was  recovered) 

to  be  taken  as nil 

3)  3,000 

Average      £1,000 

The  inability  to  bring  in  the  loss  in  future  averages  largely 
deprives  tlie  section  of  its  value,  and  the  privilege  is  of  very  little 
benefit  except  in  cases  where  losses  continue  to  be  made.  Losses 
incurred  in  one  business  may  be  set  off  against  profits  made  in 
another,  in  cases  where  the  taxpayer  carries  on  more  than  one 
sepauate  business. 

Patent  Boyalties. — Tax  on  Patent  Royalties  nnist  be  deducted 
upon  payment,  in  the  same  manner  in  which  the  Tax  upon  Interest 
is  deducted.     Formerly  the  owner  of  the  Patent  was  assessable. 

Employees. — Employers  are  under  the  obligation  to  make  a  return 
of  the  names  and  remuneration  of  all  persons  in  their  employ 
{Income  Tax  Act,  1919,  s.  105).  This  return  must  include,  in  addi- 
tion to  salaries,  all  fees,  bonuses,  commissions  or  other  emoluments 
paid  to  the  persons  employed,  provided  such  salaries,  etc.,  exceed 
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£150  in  amount.  Clerks  of  Limited  Companies  are  nominally, 
assessed  under  Sch.  E,  while  clerks  in  the  employment  of  ordinary 
firms  are  assessed  under  Sch.  D.  As  a  matter  of  practice,  however, 
the  former  class  of  clerks  are  allowed  to  take  advantage  of  the 
three  years'  average  permitted  under  Sch.  D.  The  secretaries  and 
staff  otficials  of  Limited  Companies  are,  however,  assessed  under 
Sch.  E  on  the  actual  salaries  of  the  current  year  of  assessment,  and 
the  bonus,  commission,  etc. ,  of  the  previous  year,  or  average  of  the 
three  previous  years. 

Income  from  Foreign  Property. — Any  income  which  is  actually 
received  in  this  ccuntry  from  foreign  property  or  investments  is 
liable  to  tax.  The  fact  that  such  income  has  already  paid  tax  in 
a  British  colony  does  not  exempt  it  from  the  British  tax  ;  but  an 
allowance  is  made  of  the  amount  of  Colonial  Income  Tax  up  to  half 
the  United  Kingdom  rate  of  tax  {Finance  Act,  1920.  s.  27). 

Vouchers  relating  to  Claims. — In  cases  where  claims  for  repay- 
ment of  tax  are  made,  such  claims  must  be  accompanied  by  a  detailed 
account  of  all  income  received  and  must  be  verified  by  vouchers  in 
the  shape  of  counterpart  dividend  warrants,  etc.,  showing  the 
deduction  of  tax.  No  certificates  are  required  in  the  case  of 
Government  and  other  stocks  inscribed  at  the  Bank  of  England. 
In  the  case  of  ordinary  commercial  companies,  the  counterpart  of 
the  dividend  warrants  must  be  forwarded  (see  p.  439).  If  the 
counterparts  liave  been  lost,  or  in  cases  where  no  other  voucher 
exists,  Forms  No.  185  or  1S5a  must  be  filled  in  and  duly  signed 
by  the  proper  persons.  In  cases  where  tax  has  been  deducted  by 
Bankers,  e.g.,  tlie  Interest  on  Foreign  Loans,  Form  189a  is  necessary. 

EXERCISES. 

[Note. — The  present  edition  of  the  Key  does  not  contain  revised 
solutions  to  these  Exercises]. 

17a. 

1.  Enumerate  the  five  "schedules"  under  which  Income  Tax  is 
payable,  and  explain  the  classas  of  income  to  which  they  relate. 

2.  What  is  meant  by  taxing  income  "at  its  source"? 

3.  A  market  gardener  is  assessed  for  Income  Tax  purposes  upon 
the  profits  arising  out  of  the  land  he  holds  under  Sch.  B.  Can  he 
claim  to  be  assessed  in  any  other  way  ? 

4.  Explain  what  is  known  as  "  Property  Tax  "  ;  how  is  this  tax 
collected  "at  its  source"?  What  provisions  exist  for  the  recoup- 
ment of  the  amount  paid  by  the  person  paying  this  tax  from  the 
party  who  should  bear  it  ?     . 

5.  A  person  whose  income  is  below  £135  a  year  derives  all  his 
income  from  interest  upon  investments,  from  which  tax  has  been 
deducted  prior  to  payment  to  him.  What  remedy  has  he  in  this 
case  ? 

6.  What  Income  Tax  allowances  are  made  in  respect  of  life 
assurance  premiums  paid  l)y  a  taxpayer,  and  within  what  limits 
are  these  allowances  granted? 

17b. 

1.  What  "Personal  Allowances"  are  granted,  in  the  case  of 
Income  Tax  assessments,  to  all  taxpayers? 

2.  In  preparing  accounts  for  assessment  under  Sch.  D,  enumerate 
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five  forms  of  expense,  ordinarily  charged  in  the  Profit  and  Loss 
Account  of  a  business,  which  the  Income  Tax  surve3'or  would 
disallow  as  a  charge  against  profits  for  Income  Tax  purposes. 

3.  What  provisions  (if  any)  exist  as  regards  "differentiation" 
between  earned  and  unearned  income? 

4.  To  what  extent,  and  in  what  circumstances,  can  the  assess- 
ment made  upon  a  person  under  Sch.  A  be  deducted  by  him  from 
his  profits  in  preparing  a  retfurn  of  the  latter  for  assessment  under 
Sch.  D. ? 

o.  What  rights  of  appeal  are  possessed  by  a  taxpayer  who  deems 
his  assessment  to  be  excessive  ? 

6.  Explain  the  provisions  of  the  Income  Tax  law  as  regards  the 
income  of  a  married  woman  living  with  her  husband 

17c. 

From  the  following  particulars  prepare  A.  B.'s  return  for  Income 
Tax  purposes  for  the  Government  year  ending  April  5,  1921. 

Salary.— \Q\1,  £200;  1918,  £210;  1919,  £220. 

Wife's  Income. — The  interest  upon  £1,000  5  per  cent.  War  Loan,* 
and  £1,000  Canadian  Pacific  Railway  4  per  cent.  Debenture  Stock.* 

Life  Assuratux  taken  out  in  1910,  on  A.  B.'s  life. — Annual  premium, 
£15  6s.  M. 

Income  from  A.B.^s  own  Investments, — The  income  from  £200  in 
6  per  cent.  £1  preference  shares  in  the  Hampton  Paper  Mills,  Ltd.* 
(paid  half-yearly),  from  5(X)  £1  ordinary  shares  in  the  Southchurch 
Cycle  Co.,  Ltd.  (which  latter  have  paid  no  dividend  for  four  years), 
and  from  £100  Japanese  Government  4^  per  cent.  Sterling  Loan* 
(paid  half-yearly). 

17d. 

From  the  following  particulars  prepare  the  return  for  assessment 
under  Sch.  D  of  Messrs.  Brown,  King  &  Co.  for  the  Government 
year  ending  April  o,  1921. 

Net  Profits  as  per  Profit  and  Loss  Accounts. 

1917.  1918.  1919. 

Profit  £2, 615  Profit  £824  Profit  £1,112 

The  following  items  have  been  charged  as  "losses"  before 
arriving  at  the  above  profits — 

1917. 
Partners'  Salaries    .         .  .         .  £200 

Interest  on  Partners'  Capital     .         .  £500 
Income  Tax  paid     .  ...  £125 

Depreciation  of  Plant  .        .         .  £100 

Improvements  of  Premises        .  .     £50         —  — 

Provision  for  Bad  and  Doubtful  Debts  £200  ,     £50        £60 

Note. — (1)  The  finn  owns  its  own  premises,  which  are  assessed  for 
Property  Tax  under  Sch.  A  at  £500  per  annum  net.  (2)  The 
Inspector  of  taxes  is  willing  to  allow  £85  per  annum  for  depreciation 

*  Income  Tax  at  6s.  is  deducted  by  the  agents  effecting  payment 
of  the  periodical  interest  or  dividends  upon  these  securities. 


1918. 

1919. 

£250 

£250 

£550 

£550 

£125 

£150 

£150 

£150 
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of  plant  in  lieu  of  the  amount  stated  above.     (3)  The  Inspector 
declines  to  allow  any  provision  for  Bad  or  Doubtful  Debts. 

Answers. - 

17c.  A.  B.'s  total  liability  for  Income  Tax,  after  allowing  for  his 
Insurance  Premium,  is  £7  \os.  M.  £31  19s.  will  be  deducted  from 
his  investment  income.  He  is  therefore  entitled  to  a  repayment  of 
the  difference. 

17d.  Assessable  profit  £2,137  (subject  to  partners'  personal 
allowances). 

Super-Tax. 

Super-tax  was  first  imposed  by  the  Finance  Actj  1910, 
and  was  originally  a  charge — in  addition  to  Income  Tax 
— upon  individuals  *  whose  incomes  exceeded  £5,000, 
the  rate  being  6d.  in  the  £  on  the  sum  by  which  the 
total  income  exceeded  £3,000.  Thus,  an  income  of 
£5,000  escaped  super-tax,  but  an  income  of  £5,001  was 
taxed  on  £2,001.  The  Finance  Act,  1914,  reduced  the 
limit  of  exemption  from  super-tax  to  £3,000,  and  charged 
duty  on  income  in  excess  of  £2,500.  The  flat  rate  was 
abolished,  a  graduated  rate  of  tax,  ranging  from  5d.  to 
Is.  id.,  taking  its  place.  > 

Super-tax  is  now  chargeable  (in  addition  to  Income 
Tax)  for  the  fiscal  year  1920-21  on  the  total  income  from 
all  sources  (without  any  deductions  for  earned  income  or 
other  abatements)  in  excess  of  £2,000.  The  scale  of  duty, 
which  has  been  substantially  increased,  is  as  follows : — 

On  the  first  £2,000  of  Total  Income,  nil. 

8.     d. 

next  £500      (to  £2,500)    .  1  6  in  the  £. 

„    £500      ( „  £3,000)   .  2  0 

„   £1,000    („  £4,000)    .  2  6 

„   £1,000    ( „  £5,000)    .  3  0 

„   £1,000    („  £6,000)    .  3  6 

„   £1,000    ( „  £7,000)    .  4  0 

„   £1,000    („  £8,000)    .  4  6 

„   £12,000  (  „  £20,000) .  5  0 

„   £10,000  ( „  £30,000)  .  5  6 

On  Income  in  excess  of  £30,000  .     6     0 


The  total  Super-tax  payable  upon  Incomes  in  excess  of 
£2,000  is  thus:— 


Super-tax  does  not  apply  to  Companies,  Corporations,  etc. 
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Total  Income.  Duty  Payable. 

£    's. 

37   10 

87   10 

212  10 

362  10 

437  10 

637  10     - 

862  10 

1,112  10 

1,362  10 

2,612  10 

3,862  10 

5,237  10 

6,612  10 

Add  £300  per  £1,000  for  any  excess  over  £30,000. 


£2,500 
£3,000 
£4,000 
£5,000 
£6,000 
£7,000 
£8,000 
£9,C00 

ISoooP^^P-^^'^^^ 

£20,000^ 

Saoooj^^^^p^^^i'^^^ 


The  taxpayer's  statutory  income  for  Income  Tax  in 
any  one  year  forms  the  Statutory  Income  on  which  he 
must  pay  Super-tax  in  the  following  year.  All  the  assess- 
ments made  on  the  taxpayer,  under  any  Sch.,  in  1919- 
20,  and  all  the  income,  taxed  at  source,  received  by 
him  in  that  year,  make  up  the  amount  which  he  must 
return  for  Super-tax  assessment  in  1920-21.  The  total 
amount  of  dividends,  interest,  etc.,  taxed  at  source,  is 
the  Gross  Amount,  i.  e.  the  net  cash  received,  plus 
the  full  rate  of  income  tax  deducted.  As  previously 
pointed  out,  a  dividend  may  be  called  "free  of  tax,"  ' so 
much  per  share,"  "free  of  tax  up  to  5s.,"  etc.,  but  that 
does  not  alter  the  fact  that  the  shareholder  is  participa- 
ting in  a  distribution  of  the  taxable  profits  of  the  Company, 
and  that  the  amount  he  receives  is  the  amount  after  the 
Company  has  paid,  or  provided  for,  Income  Tax. 

Super-tax  is  assessed,  and  charged,  by  the  Special 
Commissioners  for  Income  Tax,  to  whom  the  returns 
must  be  made.  The  Local  Commissioners  are  not 
concerned  with  Super-tax. 

If  a  taxpayer  dies  in  the  year  of  assessment,  a  pro- 
portionate part  only  of  his  income  up  to  the  date  of  death 
is  charged  with  Super-tax,  notwithstanding  the  fact  that 
the  full  income  of  the  previous  year  was  returned  in 
accordance  with  statutory  practice. 

Husband  and  wife  may  be  separately  assessed  for 
Super-tax  if  application  is  made  before  July  6  in  any 
year,  but  the  amount  of  Super-tax  payable  must  not  be 
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less  than  the  amount  which  would  have  been  payable 
had  no  separate  assessments  been  made.  The  Super-tax 
payable  is  divisible  between  them  in  proportion  to  their 
respective  incomes. 

Up  to  April  5,  1920,  if  a  person's  income  fell  to  two- 
thirds,  or  less,  of  the  statutory  amount  upon  which  he 
was  liable  to  Super-tax,  he  could  postpone  payment  of 
the  Super-tax  upon  the  difference  for  one  year.  This 
postponement  could  be  extended  if  his  income  continued 
to  be  so  diminished.  This  concession  has,  however,  been 
withdrawn  in  the  Finance  Act,  1920. 


Excess  Profits  Dutt 

This  duty  is  apart  from,  and  in  addition  to.  Income  Tax, 
and  was  first  imposed  by  Mr.  McKenna  in  1915  as  a 
special  war  levy. 

To  the  surprise  and  consternation  of  the  commercial 
community  the  duty  has  been  re-imposed  in  the  Finance 
Act,  1920.  It  is  improbable  that  candidates  for  the 
commercial  examinations  will  be  expected  to  possess 
.intimate  acquaintance  with  this  very  complicated  subject. 
Candidates  for  the  professional  examinations,  however, 
are  required  to  answer  questions  relating  to  the  duty, 
and  are  recommended  to  read  one  of  the  many  books 
devoted  solely  to  the  subject.  Nothing  more  than  a 
bare  outline  of  the  duty  can  be  attempted  in  a  general 
text-book. 

Nature  of  Duty. — The  duty  is  applicable  to  the  profits 
of  any  trading  period  ending  after  August  4,  1914, 
which  exceeded  a  certain  statutory  amount,  known  as 
the  "pre-war  standard,"  ^/?/s  an  allowance  of  £200.* 
Subject  to  the  many  adjustments  arising  out  of  the  duty, 
all  profits  which  remain  after  deducting  the  pre-war 
standard,  plus  £200,  are  termed  excess  profits.  If  the 
accounting  period  is  less  than  twelve  months,  the  pre- 
war standard,  and  the  allowance  of  £200,  are  reduced 
proportionately.     The  duty  is  payable  two  months  after 

*  Certain  persons  are  exempt  from  Exce.ss  Profits  Duty,  viz., 
Farmers  in  the  U.K.  ;  persons  holding  offices  or  employed  persons  ; 
professional  men  whose  incomes  are  dependent  upon  their  personal 
qualifications,  and  who  are  engaged  in  occupations  where  little 
capital  is  required,  e.  9.,  Doctors,  Accountants,  Lawyers,  Architects, 
etc. 
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assessment,   unless    special    extension   is  granted,   and 
is  as  follows  : — 

Businesses  or  Trades  which  commenced  after  August 
4,  1914  :— 

(a)  50  per  cent,  of  the  excess  profits  for  any  ac- 
counting period  ending  on  or  before  August  4,, 
1915. 

{h)  60  per  cent,  of  the  excess  profits  for  any  account- 
ing period  ending  after  August  4,  1915,  and 
before  January  1,  1917. 

(c)  80  per  cent,  of  the  excess  profits  for  any  account- 

ing period  commencing  on  or  after  January  1, 
1917,  and  ending  before  January  1,  1919. 
"Where  the  accounting  period  extends  over  a 
period  during  which  tvo  rates  of  duty  have 
been  levied  the  duty  is  apportioned. 

(d)  40   per   cent,  of  the  excess  profits  for  any  ac- 

counting period  commencing  on  and  after 
January  1,  1919,  and  ending  before  January  1, 
1920. 

(e)  60  per  cent,  of  the  excess  profits  for  an  account- 

ing period  commencing  on  or  after  Januar^^  1, 
1920. 

In  cases  other  than  those  set  out  above  the  following 
duty  is  payable : — 

{a)  50  per  cent,  of  the  excess  profits,  for  an  accounting 
period  of  one  year  from  the  commencement  of 
the  first  accounting  period  ending  on  or  after 
August  4,  1914. 

{h)  60  per  cent,  of  the  excess  profits  for  the  account- 
ing period  commencing  at  the  close  of  (a)  and 
ending  on  or  before  December  31,  1916. 

(c)  80  per  cent,  of  the  excess  profits  accruing  after 

December  31,  1916. 

(d)  40  per  cent,  of  the  excess  profits  accruing  after 

December  31,  1918. 

(e)  60  per  cent,  of  the  excess  profits  accruing  after 

December  31,  1919. 

It  may  be  noted  here  that  any  amount  paid  as  Excess 
Profits  Duty  may  be  charged  against  profits  in  arriving 
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at  the  liability  for  assessment  for  Incorae  Tax  purposes, 
but  not  for  excess  profits  purposes. 

Pre-war  Standard. — There  are  two  principal  methods 
of  arriving  at  the  statutory  pre-war  standard  open  to  the 
selection  of  the  taxpayer,  viz.  :  — 

First  Method. — The  average  of  any  two  of  the  last  three 
pre-war  accounting  years.  The  last  pre-war  year  is  held 
to  be  that  which  ended  at  the  last  ordinary  accounting 
period  prior  to  August  5,  1914.  In  all  cases  profits 
liable  to  the  duty  are  to  be  computed  on  the  same  basis 
as  those  for  the  pre-war  periods. 

,  Example. — A's  financial  j-ear  ends  on  June  30  in  each  year, 
"His  profits  were  as  follows  :— 

ProfiL 
Year  to  June  30,  1912    .        .     £5,081 

1913  .         .       6,321 

1914  .         .       3,250 

The  first  accounting  period  for  which  excess  profits  duty  becomes 
payable  is  that  endini^  on  June  30,  1915.  When  computing  his 
pre-war  standard  A  naturally  selects  the  years  1912  and  1913,  the 
average  profit  of  which  was  £6,001,  this  amount  phis  the  allow- 
ance of  £200,  or  £6,201,  forms  his  pre-war  standard  and  is  subject 
to  the  duties  set  out  above.  If  the  taxpayer  can  prove  that  the 
average  profits  of  the  pre-war  years  were  at  least  25  per  cent, 
lower  than  the  average  of  the  three  preceding  j'ears,  owing  to 
trade  depression,  he  may  base  his  pre-war  standard  upon  the 
average  of  any  four  of  the  six  years  immediately  preceding  the 
war. 

In  cases  where  no  pre-war  accounting  period  exists,  the 
"pre-war  standard"  is  based  on  the  statutory  percentage 
of  interest  allowed  on  the  average  capital  employed  during 
the  accounting  period  as  explained  below. 

Second  Method. — If  in  the  case  of  a  limited  company 
or  corporate  body,  it  can  be  proved  that  the  pre-war 
standard  was  less  than  6  per  cent,  on  the  capital  employed 
at  the  close  of  the  last  pre-war  accounting  period,  or  was 
less  than  8  per  cent.*  in  the  case  of  a  firm  or  sole  trader, 
the  pre-war  standard  may  be  taken  to  be  an  amount 
equal  to  6  or  7  per  cent,  per  annum  (8  per  cent,  after 
December  31,  1916),  as  the  case  may  be,  on  the  capital 
so  employed.  Owing  to  wide  discontent  with  these  rates 
of  mterest,  a  special  Board  of  Eeferees  was  constituted, 

♦  The  percentage  was  increased  from  7  to  8  per  cent,  for  account 
ing  periods  ended  after  December  31,  1916,  by  the  Finance  Act, 
1917. 
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to  whom  appeal  was  allowed,  and  after  hearing  evidence, 
the  Eeferees  fixed  the  following  rates; — 


Trf;de  or  Industrj-. 

Aircraft  Manufacture  .         c         . 

Cement  Manufacture  .... 
Cinematograph  .... 

Coal  Mining 

Coffee-growing  (E.  Indies,  excluding  Indian 

Empire)  .  .... 

Coke  Manufacture       .... 
Cold  Storage  Proprietors  and  Managers 
Daily  Newspapers        .... 
Electric  Supply  (London)    . 
Electric  Supply  (Provinces) 
Electrical  Trade  ..... 
Electrical  Energy  Supplies 
Ferro-Concrete  Shipbuilding 

Hosiery 

Incandescent  Gas  Mantles,  Manufacture 
Magneto  Manufacture 

Marine  Salvage 

Motor  Manufacturers  .... 

Music  Hall  Proprietors 

Omnibuses  .         .         .         .         , 

Omnibusee  (London)    .... 

Paint,  Colour  and  Varnish  . 

Pig  Iron,  jNIanufacture  of    . 

Rubber  Growers 

Ships 

Steel  Manufacture       .... 
Stevedores  (Port  of  London) 
Synthetic  Dj-es    .         . 
Tea  and  Cofiee  Dealers.  London  (Wholesale) 
Tea  Growing  (Ceylon  and  India). 
Theatres  (West  End)  .... 
Theatres  (other  than  West  End) 
Tramways  (Great  Britain  and  Ireland) 
Typewriter  Manufacture     . 
Wrought  Iron  ^Manufacture 


Percentages. 
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Partnerships. 
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Increase  or  Decrease  of  Capital. — If  the  capital  emp]o3-ed 
has  been  increased  since  the  pre-war  accounting  period,  a 
deduction  from  the  profits,  calculated  at  the  statutory 
percentage  rate  on  such  increase,  may  be  made.  If,  how- 
ever, the  capital  has  decreased,  interest  at  the  statutory 
percentage  rates  of  6  and  7  per  cent,  only  on  the  decrease 
must  be  added  to  the  profits.  Three  per  cent,  was  added 
to  the  foregoing  percentages  in  respect  of  accounting 
periods  ending  after  December  31,  1916,  and  an  extra 
2  per  cent,  (making  11  per  cent,  and  13  per  cent,  in 
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all)  in  respect  of  accounting  periods  after  December  31, 
1919. 

Deficiencies. — Where,  as  compared  with  the  pre-war 
standard,  thei'e  occm^s  a  deficiency,  such  deficiency, 
calculated  at  the  same  rate  per  cent,  as  the  duty  on  an 
excess  for  such  accounting  period  would  be  calculated, 
may  be  set  off  against  future  accounting  periods,  if  no 
excesses  have  been  made ;  and,  if  duty  has  been  paid,  a 
corresponding  repayment  of  duty  may  be  claimed. 

Statutory  Definition  of  Capital. — Capital,  other  than 
money,  is  defined  as  follows  : — 

(a)  So  far  as  it  consists  of  assets  acquired  by  purchase,  the  price 
at  which  those  a!?sets  were  acquired,  subject  to  any  proper  deduc- 
tions for  Wear  and  Tear  or  replacement  or  for  urpaid  purchase 
money  ;  and 

\b)  So  far  as  it  consists  of  assets  being  debts  due  to  the  trade  or 
business,  the  nominal  value  of  those  debts  subject  to  any  reduction 
which  has  been  allowed  in  respect  of  those  debts  for  Income  Tax 
purposes  ;  and 

{o  So  far  as  it  consists  of  any  assets  which  have  not  been  acquired 
by  purchase,  the  value  of  the  assets  at  the  time  when  they  became 
assets  of  the  trade  or  business  subject  to  any  i)roper  deductions  for 
Wear  and  Tear  or  replacement ; 

{d)  Profits  (t.  «. ,  Reserves,  etc.),  accumulated  and  undistributed 
prior  to  the  accounting  period. 

Investments  are  not  to  be  treated  as  Capital  except  in 
the  case  of  Trust,  Insurance,  or  Investment  Companies. 
Borrowed  money  and  all  other  trade  liabiUties  are  to  be 
deducted  from  the  assets  in  arriving  at  the  statutory 
figure  of  "  Capital." 

Computation  of  Profits. — ^-It  has  already  been  stated 
that  the  profits  of  periods  liable  to  Excess  Profits  Duty 
are  to  be  computed  upon  the  same  basis  as  was  employed 
in  the  pre-war  period.  In  practice  numerous  and  com- 
plicated modifications  arise  in  this  connection  which  can 
only  be  dealt  with  at  greater  length  than  is  available 
here.     It  may,  however,  be  briefly  noted  that  : — 

{a)  Income  from  investments  is  not  to  be  included 
unless  such  interest  forms  the  chief  income  of 
the  undertaking. 

(6)  Eemuneration  paid  to  Directors,  or  others  charged 
with  the  management  of  an  undertaking,  is  not 
allowed  at  a  higher  rate  than  that  paid  in  the 
last  pre-war  year,  unless  'f  special  circum- 
stances "  exist  to  justify  such  increase. 
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(c)  If  the  Directors  or  Managers  of  an  undertaking 
hold  a  controlling  interest,  and  the  statutory- 
percentage  rate  forms  the  pre-war  standard, 
the  Company  may  be  treated  as  though  it  is  a 
private  firm  and  the  Directors  are  the  partners. 
But,  then,  the  remuneration  of  the  Directors 
will  be  disallowed. 

Pre-war  Losses. — Where  a  percentage  standard  has 
been  adopted,  and  the  three  pre-war  trade  years  resulted 
in  a  loss,  an  allowance  is  made  from  the  War  and  Post- 
war accounting  periods  of  so  much  of  such  loss  as  has 
been  extinguished  by  the  profits  of  the  War  and  Post- 
war accounting  periods.  The  same  allowance  is  made 
to  a  private  trader  when  his  Capital  Account  is  in  debit, 
"whether  a  percentage  standard  has  been  adopted  or 
not. 

After  December  31,  1916,  there  can  be  deducted  from 
the  pre-war  capital  of  a  business,  where  a  percentage 
standard  has  been  adopted,  any  lost  assets  or  increased 
liabilities  that  have  arisen  through  trading  losses  in  the 
six  pre-war  trade  years. 

Statutory  Allowance. — For  Accounting  Periods  ended 
after  December  31,  1916,  the  following  allowance,  in 
addition  to  the  £200  already  mentioned,  is  granted  to 
businesses  with  Pre-war  Standards  not  exceeding  £500 
and  the  profits  of  which  do  not  exceed  £2,000,  viz. : — 

One-fifth  of  the  amount  by  which  the  profits  are  less 
than  £2,000,  with  proportionate  reduction  for  less  than 
one  year. 

If  the  Pre-war  Standard  of  profits  exceeds  £600,  such 
excess  must  be  deducted  from  the  foregoing  allowance. 

For  Accounting  Periods  ending  after  December  31, 
1919,  such  allowance  extends  to  businesses  with  Pre- 
war Standards  not  exceeding  £2,000  and  Profits  not 
exceeding  £4,000.  This  allowance  is  not  applicable  where 
"  Substituted  Standard"  has  been  adopted. 

Substituted  Standard. — For  Accounting  Periods  ended 
after  December  31,  1919,  a  sole  trader,  or  partnership,  or 
private  company,  if  the  director  or  directors  had  a  con- 
trolling interest  (?'.  e.  20  per  cent,  of  the  Capital  of  the 
Company),  may  claim  the  following  pre-war  standard, 
in  place  of  a  profits  standard  or  percentage  standard, 
viz  : — 

The  Percentage  Standard,  plus  £500  for  each  working 
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partner  or  director,  provided  that  the  total  Substituted 
Standard  shall  not  exceed  £750  for  each  partner  or 
director.  If  the  Substituted  Standard  is  adopted,  no 
deduction  can  be  made  from  the  profits  of  any  amount 
paid  to  such  partners  or  directors  as  remuneration, 
neither  can  advantage  be  taken  of  the  aforementioned 
increases  in  the  Statutory  Allowance.  The  Widow  of 
any  person  who  had  served  in  the  Navy,  Army,  Air 
Force,  Eed  Cross  Society,  etc.,  and  who  carried  on 
the  same  business  before  the  War  as  the  Widow  is 
now  carrying  on,  is  also  entitled  to  this  Substituted 
Standard. 

Increased  Pre-war  Standard.  —  £500  is  allowed  to 
persons  who  have  been  employed  during  the  War  in 
any  of  the  following  capacities : — 

1.  Navy.  2.  Army.  3.  Air  Force.  4.  British  Red 
Cross  (abroad).  5.  St.  John  Ambulance  Corps  (abroad). 
6.  Other  Similar  Bodies  (abroad).  7.  Service  of  a  Naval 
or  Military  Character  for  which  payment  wag  made  by 
Parliament. 

It  would  appear  that  work  in  a  Government  Depart- 
ment or  Government  Munition  Factory  or  similar  capacity 
would  entitle  a  person  to  this  increased  allowance. 

This  provision  is  applicable  to  any  businesses  which 
were  commenced,  or  recommenced,  after  such  persons 
had  been  demobilized  or  discharged. 


Corporation  Profits  Tax 

This  Tax  was  imposed  for  the  first  time  in  the  Finance 
Act,  1920.  The  duty  amounts  to  '  5  per  cent,  of  the 
profits  of  every  British  Limited  Company  and  the  British 
profits  of  a  Foreign  Company  arising  in  accounting 
periods  ending  after  January  1,  1920. 

The  first  £500  of  a  full  year's  profits  is  not  chargeable, 
and  the  total  duty  payable  shall  not  exceed  10  per  cent. 
of  the  balance  of  the  profits  after  deducting  any  interest 
or  fixed  dividends  on  Debentures,  Debenture  Stock, 
Preference  Shares  or  Permanent  Loans,  issued  before 
August  4,  1920  (the  date  of  the  Finance  Act,  1920),  or 
if  issued  after  that  date  only  if  they  replace  existing 
Debentures  or  Loans.  An  Accounting  Period  shall  be 
considered  to  be  the  12  months  ending  on  the  date  up 
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to  which  the  accounts  of  a  Company  are  usually  made 
up.  If  the  accounts  have  been  made  up  for  a  greater 
or  lesser  period  than  12  months,  the  Commissioners  of 
Inland  Eevenue  shall  determine  the  accounting  period, 
which  must  not  exceed  12  months.  The  Commissioners 
have  the  same  right  in  cases  where  no  accounts  have 
been  made  up  or  where  there  has  been  a  specific  altera- 
tion in  the-  business  of  the  Company.  A  Company  that 
was  in  existence  before  January  1,  1920,  shall  be  taxed 
upon  the  profits  in  the  first  accounting  period  after  that 
date,  but  the  profits  shall  be  apportioned  so  that  5  per 
cent,  is  paid  on  the  profits  arising  since  January  1,  1920, 
e.  g.  a  Company  w^hose  year  ends  on  June  30,  1920, 
would  only  pay,  under  the  first  assessment  made  upon 
it  for  Corporation  Profits  Tax,  upon  half  its  full  year's 
profits. 

Exemptions. — From  January  1,  1920,  to  December  31, 
1922,  the  profits  of  the  following  Companies  are 
exempt : — 

(a)  Any  Company  carrying  on  such  undertakings 
as  gasworks,  waterw^orks,  tramways,  railways, 
etc.,  W'hich  by  Act  of  Parliament  is  limited 
as  to  the  amount  of  dividend  that  can  be  paid 
to  its  members. 

(h)  Building  Societies. 

Determination  of  Profits. — The  Profits  of  Companies 
liable  for  Corporation  Profits  Tax  are  to  be  determined 
on  the  same  principles  as  the  profits  would  be  deter- 
mined for  Income  Tax  under  Sch.  D,  with  the  following 
exceptions : — 

1.  The  profits  shall  be  actual  profits  and  not  averaged. 

2.  No  deduction  shall  be  made  of  income  from  which 
tax  has  been  deducted  except  income  received  in  the  way 
of  interest  and  dividends  on  money  invested  in  another 
Company  which  is  liable  for  Corporation  Tax. 

3.  Deduction  shall  be  allowed  in  respect  of  interest 
paid,  and  of  rent  or  royalties  or  share  of  profits  distributed 
to  employees  under  a  Profit-sharing  scheme,  or  other 
payments  from  which  Income  Tax  is  deducted  at  the 
source  (but  not  on  dividends  and  similar  distributions  of 
profits)  except  so  much  of  such  payments  as  have  been 
made  to  persons  holding  a  controlling  interest  in   the 
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Company.     Interest  on  permanent  loans  from  persons 
holding  a  controlling  interest  is  also  disallowed. 

4.  Not  more  than  £1,000  per  annum  in  all  can  be 
deducted  in  respect  of  the  remuneration  of  any  Director, 
Manager  or  other  person  holding  a  controlling  interest. 

5.  No  deduction  is  allowed  on  account  of  the  annual 
value  of  premises  used  for  the  purposes  of  the  Company. 

In  arriving  at  the  amount  of  profit  assessable  for 
Corporation  Profits  Tax  the  following  provisions  apply : — 

1.  The  amount  of  Wear  and  Tear  or  depreciation  or 
allowances  of  a  Capital  nature  shall  not  exceed  these 
which  would  be  allowed  for  Income  Tax  or  Excess  Profits 
Duty,  whichever  is  the  greater. 

2.  Income  Tax  and  Corporation  Profits  Tax  must  not 
be  deducted. 

3.  Excess  Profit  Duty  or  Mineral  Right  Duty  paid  or 
payable  in  the  United  Kingdom,  or  a  similar  duty  payable 
out  of  the  United  Kingdom,  can  be  deducted  in  arriving 
at  the  amount  of  assessable  profit,  but  Corporation  Profits 
Tax  cannot  be  deducted  from  the  Profits  for  the  purpose 
of  Excess  Profit  Duty. 

4.  Mutual  Trading  Concerns  and  Friendly  Societies 
carrying  on  trade  are  allowed  to  deduct  as  an  expense 
any  distribution  made  to  customers. 

5.  Insurance  Companies  are  specially  treated  as  regards 
profits  reserved  for  policyholders  and  annuitants,  and 
deductions  are  allowed  in  respect  of  such  profits. 

6.  Repayments  of  Excess  Profits  Duty  are  to  be 
excluded  from  the  profits  for  the  purpose  of  Corporations 
Profits  Tax. 

7.  A  Company  must  apportion  its  profits  (or  Losses) 
on  unfinished  contracts  to  each  accounting  period. 

8.  If  one  Company  owns  all  the  shares  (as  far  as  it 
legally  can)  of  another  Company,  it  can,  if  desired,  treat 
the  two  Companies  as  one,  but  in  this  case  payments 
from  one  Company  to  another  must  net  be  considered 
in  ascertaining  whether  the  parent  Company  is  paying 
more  than  10  per  cent,  after  deducting  debenture  interest 
and  preference  dividends. 

The  Secretary,  or  acting  secretary,  of  a  British 
Company,  or  the  agent  of  a  Foreign  Company,  must 
make  a  return  of  the  profits  of  the  Company  within  two 
months  of  receiving  a  notice  from  the  Commissioners  of 
Inland  Revenue,  and  if  no  notice  is  served  he  must  on 
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his  own  accord  give  notice  within  six  months  of  the 
Company's  UabiUty  to  Corporation  Profits  Tax.  The  tax 
is  payable  two  months  after  assessment. 

The  assessment  of  the  Corporation  Profits  Tax  is  in 
the  hands  of  the  same  authorities  as  those  deahng  with 
Income  Tax  and  Excess  Profits  Duty,  and  the  Income 
Tax  rules  relating  to  assessment,  collection  and  appeals 
apply  equally  to  Corporations  Profits  Tax. 


CHAPTER  XVIII 

SELF-BALANCING  LEDGERS 

In  the  case  of  a  small  business  a  single  Ledger  fre- 
quently suffices  to  contain  all  the  Ledger  accounts  necessary 
for  a  correct  system  of  Double  Entry  book-keeping,  and 
this  Ledger,  coupled  with  the  Cash  Book,  provides  the 
necessary  material  for  the  construction  of  a  Trial  Balance 
in  the  ordinary  way.  If  this  Trial  Balance  be  correctly 
compiled,  and  the  book-keeping  itself  has  been  accurately 
accomplished,  the  two  sides  of  the  Trial  Balance  should, 
as  has  already  been  explained,  equal  one  another  in 
amount,  i.  e.  they  should  *'  agree." 

As  soon,  however,  as  a  business  grows  in  size  and  the 
transactions  needing  record  multiply  in  number,  some 
subdivision  of  the  Ledger  becomes  necessary ;  otherwise 
the  volume  of  the  entries  which  require  to  be  posted  will 
eventually  exceed  the  accommodation  available  within 
the  limits  of  a  single  book. 

The  usual  subdivisions  of  the  Ledger  which  are  most 
commonly  employed  in  a  commercial  house  of  some 
importance  have  already  been  described  on  page  34. 

One  or  more  Bought  and  Sold  Ledgers  may  be  kept, 
according  to  the  requirements  of  the  particular  under- 
taking ;  and  such  separate  Bought  and  Sold  Ledgers  may 
be  devised  so  as  to  contain  the  personal  accounts  of 
creditors  and  debtors  according  to  a  given  alphabetical 
or  geographical  division,  or  they  may  be  collocated  in  any 
other  convenient  way. 

Whatever  the  number  of  Ledgers  employed,  the 
balances  contained  in  them,  plus  the  balances  of  the 
cash  in  hand,  and  at  the  bank,  if  marshalled  in  the  form 
of  a  Trial  Balance,  should  result  in  an  exact  "  agreement " 
between  the  total  debit  balances  and  the  total  credit 
balances.  To  this  extent  and  in  this  manner  only  can 
the  accuracy  of  the  Ledgers  be  proved. 

Whether  under  such  circumstances  the  Ledgers  em- 
329 
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ployed  be  few  or  many,  a  single  mistake  in  any  one  of 
them  will  prevent  the  "  agreement "  of  the  Trial  Balance 
prepared  from  them  all,  but  the  Ledger-keepers  will,  in 
such  an  eventuality,  have  no  indication  of  the  nature  or 
the  whereabouts  of  the  error.  They  will  only  know  that 
a  difference  exists  someiohere  in  the  books.  In  such  a  case 
it  may  become  necessary  to  search  through  every  Ledger 
until  the  difference  is  found — a  task  which  is  at  once  dis- 
heartening to  the  Ledger-keepers,  because  of  its  magnitude 
and  the  uncertainty  of  any  successful  result,  and  wasteful 
from  an  employer's  point  of  view,  because  of  the  immense 
amount  of  labour  which  is  frequently  involved. 

By  means  of  a  system  of  **  Adjustment  Accounts," 
which  it  is  the  purpose  of  this  present  chapter  to  explain, 
a  mistake  occurring  in  any  particular  Ledger  out  of  a  set 
of  Ledgers  can  be  definitely  located  as  existing  in  that 
particular  Ledger  at  the  time  of  preparing  the  Trial 
Balance.  Under  these  circumstances,  therefore,  it  is 
necessary  to  check  only  such  portion  of  the  work  as 
relates  to  that  particular  Ledger  in  which  a  "differ- 
ence" has  revealed  itself  in  order  to  discover  where  this 
"*  difference "  exists,  and  the  annoying  waste  of  labour 
involved  in  checking  and  re-checking  those  Ledgers  which 
have  been  correctly  posted  is  thereby  avoided. 

Incidentally,  an  "  Adjustment  Account "  furnishes 
useful  information  as  to  the  total  balances  appearing  in 
a  Ledger  {e.  g.  the  total  amount  owing  by  the  Debtors 
whose  accounts  are  kept  in  any  particular  Ledger),  and 
enables  the  rise  and  fall  in  such  totals  to  be  periodically 
compared. 

Most  of  the  Ledgers  to  be  found  in  a  modern  counting- 
house,  except,  perhaps,  the  '*  General  Ledger,"  are  confined 
to  accounts  of  a  similar  nature,  e.  g.  the  Sold  Ledger  is 
usually  reserved  entirely  for  the  personal  accounts  of 
the  Debtors  of  the  undertaking,  while  the  Bought  Ledger 
contains  nothing  except  the  Creditors'  personal  accounts, 
and  so  on. 

Assuming,  for  a  moment,  that  a  given  Debtors  Ledger 
contains  nothing  except  Debtors'  accounts  and  debit 
balances  throughout  a  specified  period,  it  is  possible,  by 
the  collection  and  analysis  of  certain  information,  to 
prepare  an  account  or  statement  showing  at  any  given 
date  the  total  debit  balances  standing  in  that  particular 
Ledger.  Such  an  account  is  termed  an  "  x\djustment 
Account." 
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The  manner  in  which  an  Adjustment  Account  can  be 
prepared  is  indicated  in  the  following  explanation —     > 

In  the  case  of  a  Debtors  Ledger  the  transactions 
recorded  will  consist  of — 

1.  Debits  to  the  Sundry  Debtors'  accounts  for  goods 

sold  to  them. 

2.  Credits  appearing  in  the  Sundry  Debtors'  accounts 

for — 

(a)  Cash  received. 

(h)  Bills  received. 

(c)  Discounts  allowed. 

{d)  Returns  Inwards. 

(e)  Allowances  and  other  credits  (if  any). 

If,  to  the  total  of  the  Debtors'  balances  appearing  in  the 
Ledger  at  the  commencement  of  the  period  under  review, 
there  be  added  the  total  debit  entries  for  the  period  (1), 
and  if  from  this  total  there  be  deducted  the  total  of  the 
credit  entries  for  the  period  (2  {a\  (6),  (c),  (J),  (e)),  the 
remainder  must  necessarily  represent  the  total  of  the 
debit  balances  appearing  in  the  Ledger  at  the  close  of  the 
period. 

An  account  or  statement  prepared  upon  these  lines  will 
be  in  fact  a  "  total "  or  summarized  account  for  the 
Debtors  Ledger,  containing,  in  condensed  form,  every 
transaction  which  appears  in  the  Debtors  Ledger  in 
detail,  and  showing  a  balance  which  equals  the  total  of 
the  balances  of  the  separate  Debtors'  personal  accounts 
appearing  on  the  Ledger.  In  other  words,  it  is  a 
"  summary  "  account  for  the  Debtors  Ledger. 

Every  item  posted  during  the  given  period  to  every 
Debtor's  account  in  the  Ledger  in  detail  appears  also  in 
the  Adjustment  Account  prepared  for  that  Ledger,  as  a 
part  of  one  or  other  of  the  totals  comprising  the  account. 
If,  therefore,  into  an  ordinary  Debtors  Ledger  posted 
in  the  usual  way  there  be  interpolated  an  Adjustment 
Account  prepared  for  that  particular  Ledger,  and  having 
its  sides  reversed  (i.  e.  an  Adjustment  Account  in  which 
everything  appears  on  the  opposite  side  to  which  it  ap- 
pears in  the  individual  Debtors'  accounts)  the  result  is 
that  every  ordinary  entry  in  the  Ledger  is  compensated 
for  by  an  entry  (in  total)  in  the  Adjustment  Account. 
The  effect  of  this  compensation  is  that  if  a  Trial  Balance 
of  the  Ledger  be  extracted  (including,  of  course,  the 
balance  of  the  Adjustment  Account)  both  sides  of  the 
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Trial  Balance  must  equal  one  another ;  the  Ledger  has 
thus  become  "self-balancing. "  If  the  Trial  Balance  of 
the  Ledger  in  question  fails  to  "  agree  "  it  indicates  that 
an  error  has  been  made  somewhere  in  that  particular 
Ledger.  An  Adjustment  Account  for  the  purpose  of 
rendering  a  Creditors  Ledger  self-balancing  can  be 
prepared  on  precisely  identical  principles. 

The  student  should  be  able  to  understand  readily  that 
the  insertion,  in  each  of  a  number  of  Ledgers,  of  an 
Adjustment  Account  relating  to  that  particular  Ledger, 
is  of  great  convenience  in  book-keeping.  If  upon  the 
extraction  of  a  Trial  Balance  from  a  Ledger  its  two  sides 
equal  one  another,  the  Ledger  may  be  assumed  to  have 
been  correctly  posted,  and  the  opposite  inference  naturally 
arises  if  disagreement  occurs.  When  Adjustment  Ac- 
counts are  employed  it  no  longer  becomes  a  question 
of  tedious  search  in  order  to  discover  which  out  of  a 
number  of  Ledgers  contains  an  eiTor,  since  the  location 
of  the  error  reveals  itself  clearly,  by  the  mere  fact  that 
the  two  sides  of  the  Trial  Balance  of  that  particular 
Ledger  fail  to  agree. 

An  example  of  an  Adjustment  Account  prepared  for  a 
"  Sold "  Ledger  {i.  e.  a  Debtors  Ledger)  is  on  p.  333. 
This  account  is  constructed  as  it  would  appear  in  ordinary 
use.  The  postings  appearing  in  it  on  either  side  consist 
of  totals  extracted  from  the  books  of  original  entry, 
and  the  starting  balance  was  obtained  from  the  pre- 
vious Trial  Balance  of  the  Debtors  Ledger.  A  detailed 
explanation  of  the  manner  in  which  the  account  is 
prepared  and  its  constituent  elements  arrived  at  may 
more  conveniently  be  postponed  until  the  principles 
involved  have  been  completely  set  forth. 

If  an  Adjustment  Account  be  interpolated  in  a  Debtors 
Ledger  in  the  manner  already  shown,  solely  for  the 
purpose  of  facilitating  the  balancing  of  that  particular 
Ledger,  the  book-keeping,  which,  without  such  Adjust- 
ment Account,  was  book-keeping  by  ''double  entry,'* 
would  be  more  correctly  described  as  having  assumed  the 
shape  of  the  "triple  entry"  variety,  if  such  a  term  can 
be  permitted.  In  other  words,  every  transaction  would 
appear  once  on  the  debit  (or  credit)  side  of  the  Debtoni 
Ledger,  and  once  on  the  opposite  side  in  some  othei 
Ledger  in  the  ordinary  manner,  and  once  again  (included 
with  numerous  other  items  in  a  total)  in  the  Adjustment 
Account.   The  obvious  advantage  of  rendering  the  Debtors 
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Ledger  "self-balancing"  would  have  been  gained  by 
mserting  an  Adjustment  Account  in  it ;  but  there  would 
not  have  been  provided,  anywhere  in  the  system  of  book- 
keeping, compensating  contra  entries  for  the  postings 
appearing  in  the  Adjustment  Account.  The  result  of  this 
condition  of  things  would  be  that  the  "  agreement "  of  the 
combined  Trial  Balance  of  all  the  Ledgers  would  have 
been  destroyed. 

Specimen  Adjustment  Account  kept  in  Sold  {Debtors) 
Ledger — 

GENERAL  LEDGER  ADJUSTMENT  ACCOUNT 
Dr.  for  the  year  ended  June  30,  1909  Cr. 


30 


1909. 

June30i  To  Total  Cash  re- 
ceived from 
Debtors  for  the 
half-year 

„Total  Dis. 
counts  allowed 
to  Debtors  for 
the  half-year... 

„  Total  Goods 
returned  by 
Debtors  during 
the  half-year... 

„  Total  Bills 
Receivable  re- 
ceived from 
Debtorsduring 
the  half-year.. 

„  Balance  carried 
forward,  being 
Total  Debtors' 
Balances  at 
the  close  of  the 
half-year 


30i 


35.716 


8.  d. 


1909. 
Jan.    1 


10  June 30 


1 
194!  16 


362   711 


16,295 


75,954  121  3 


1909. 
Julyl 


By  Total  Debtors' 
Balances  at 
this  date 

„  Sales  for  the 
half-year 


By  Balance! 
brought  for- 
ward  


£ 

£ 

10,932 
65.021 

i 

s. 

14 
17 

d. 

6 
9 

75,954 

3 

23,386 

3 

4 

It  is  eminently  desirable  that,  even  in  the  construction 
of  Adjustment  Accounts,  the  cardinal  principle  of  double 
entry,  viz.  that  every  debit  entry  requires  to  be  compen- 
sated by  a  credit  entry,  shall  be  rigidly  adhered  to.  In 
order  to  carry  this  principle  into  effect  it  becomes  necessary 
therefore  to  open  in  one  Ledger  or  other,  an  account 
duplicating  the  postings  made  in  the  Adjustment  Account, 
but  recording  them  on  opposite  sides  to  those  upon  which 

*  By  opening  an 

appear- 


they  appear  in  the  Adjustment  Account.    By  ope 
account  of  this  nature  the  "  agreement "  (i.  e,  the 
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ance  of  equal  balances  on  both  sides)  of  the  combined 
Trial  Balance  of  all  the  Ledgers  is  restored,  and  the 
book-keeping  becomes,  so  to  speak,  a  "  quadruple  entry  " 
system.  The  "  contra  "  Adjustment  Account  relative  to 
the  "  Adjustment  Account"  illustrated  above  is  appended 
as  an  illustration. 

Specimen  "  Contra  *^  Adjustment  Account  for  a  Debtors 
Ledger,  as  kept  in  the  "  Private  "  or  "  General "  Ledger — 

DEBTORS  LEDGER  ADJUSTMENT  ACCOUNT 


1909. 
Jan.  1 


June 30 


1909. 
July  1 


To  Total  Debtors' 
Balances  as  at 
this  date 

„  Sales  for  the 
half-year 


10,93214 
65.021 17 


To       Balance 
brought      for-      ! 
ward I    I 


75,954'l2 


23,886   3 


1909. 
June 30 


„    80 


80 


30 


By  Total  Cash 
received  from 
Debtors  for  the 
half-vear 

„  Total  Dis- 
counts allowed 
to  Debtors  for 
the  half-year... 

,,  Total  Goods 
returned  by 
Debtors  during 
the  half-year... 

„  Total  Bills 
Receivable  re- 
ceived from 
Debtors  during 
the  half-year... 

,,  Balance  car- 
ried  down, 
being  Total 
Debtors'  Bal- 
ances at  the 
close  of  the 
half-year 


&      ».  d. 


35,716 


194 


16,295 


23,386 


10 


5,954  12    3 


Note. — This  account  should  be  read  in  conjunction  with  the  Adjustment  Account 
on  p.  333,  of  which  it  is,  in  all  respects,  the  couvei-se. 

This  second  Adjustment  Account,  v^rhich  may,  perhaps, 
for  the  sake  of  convenience,  be  termed  the  '*  contra " 
Adjustment  Account,  is  usually  inserted  in  the  "  Nominal," 
"General,"  or  "Private"  Ledger  (whichever  term  is 
used  to  designate  the  Ledger  containing  accounts  other 
than  those  of  Debtors  and  Creditors),  and  its  inclusion 
therein  has  other  notable  uses  beyond  the  useful  effect  of 
causing  the  combined  Trial  Balance  of  all  the  Ledgers  to 
agree. 

The  Adjustment  Account  first  referred  to  in  oonneo- 
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tion  -with  the  Debtors  Ledger  (viz.  that  which  is  inserted 
at  the  end  of  the  Debtors  Ledger  in  the  form  of  a 
summary  of  the  Debtors  Ledger  with  the  sides  reversed) 
has  the  effect  of  causing  the  Trial  Balance  of  the  Debtors 
Ledger  to  agree  exactly,  and  it  derives  this  property  from 
the  fact  that  its  balance  exactly  equals  the  total  of  the 
Debtors  balances  outstanding  at  the  date  of  balancing. 
It  shows  this  balance  however  on  the  wrong  side  of  the 
Ledger  for  a  Debtors'  account  from  the  book-keeper's 
point  of  view,  i.e.  on  the  credit  side. 

The  "contra"  Adjustment  Account  in  the  "Private" 
or  "  General "  Ledger,  however,  contains  the  same  total 
as  the  Adjustment  Account  in  the  Debtors  Ledger,  but 
the  balance  of  the  former  account  appears  on  the  opposite 
side  to  that  upon  which  the  balance  of  the  latter  shows 
itself,  viz.  the  debit  side.  The  balance  of  the  "  contra  " 
Adjustment  Account  in  the  "  Private  "  or  "  General " 
Ledger  thus  shows  in  one  total  the  combined  balance  of 
the  Debtors'  accounts  appearing  in  the  Debtors  Ledger, 
and  it  reveals  this  balance  as  a  debit  one.  In  other  words, 
the  "contra"  Adjustment  Account  in  the  "General 
Ledger"  shows  at  any  time  the  total  owing  to  the  firm 
by  the  various  Debtors  whose  accounts  appear  in  the 
particular  Ledger  to  which  the  Adjustment  Account 
relates,  and  it  shows  this  balance  on  the  correct  side  for 
a  Debtors'  account  from  a  book-keeper's  point  of  view, 
i,  e.  on  the  debit  side. 

If  similar  "  contra  "  Adjustment  Accounts  are  created 
in  the  General  Ledger  for  all  the  Debtors  Ledgers,  and 
also  for  all  the  Creditors  Ledgers  (for,  needless  to  say, 
Adjustment  Accounts  can  be  designed  for  any  type  of 
Ledger  upon  similar  principles  to  those  previously 
explained  as  applicable  to  Debtors  Ledgers),  and,  in 
addition,  for  all  other  Ledgers  of  whatsoever  kind  they 
may  be,  the  result  is  that  the  General  Ledger  contains,  in 
a  condensed  form,  a  statement  of  the  whole  of  the  firm's 
financial  position,  and  permits  a  Trial  Balance  to  be 
easily  and  expeditiously  made  without  the  necessity  of 
laboriously  extracting  the  individual  balances  of  all  the 
Debtors'  and  Creditors'  personal  accounts. 

The  General  Ledger  also  becomes  self -balancing,  subject 
to  the  inclusion  of  the  Cash  Book  balance,  i.  e.  a  Trial 
balance  of  the  General  Ledger  should,  if  the  Cash 
balance  be  brought  into  account,  show  debit  and  credit 
totals  which  equal  one  another. 
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The  value  and  convenience  of  these  facilities  is  obviously 
very  great  in  the  case  of  businesses  where  the  Debtors 
and  Creditors  Ledgers  are  numerous  and  contain  much 
detail,  and  where,  but  for  this  system  of  Adjustment 
Accounts,  any  preparation  of  financial  statements  would 
have  to  be  postponed  until  the  combined  Trial  Balance  of 
all  the  Ledgers  had  been  made  to  agree. 

In  actual  practice  an  Adjustment  Account,  as  kept  in 
a  Debtors  Ledger,  is  not  styled  the  Adjustment  Account 
for  that  Ledger,  but  is  styled  the  Adjustment  Account  for 
the  Ledger  in  which  the  "  contra  "  Adjustment  Account 
appears.  An  Adjustment  Account  kept  in  a  Debtors 
Ledger,  and  corresponding  to  a  **  contra "  Adjustment 
Account  in  the  General  Ledger,  will  thus  usually  be 
called  the  "  General  Ledger  Adjustment  Account " ;  upon 
similar  principles  the  relative  "contra"  Adjustment 
Account,  as  kept  in  the  General  Ledger,  would  usually 
be  called  the  "  Debtors  Ledger  Adjustment  Account," 
or  the  '*  Sold  Ledger  Adjustment  Account,"  as  the  case 
might  be. 

In  the  foregoing  remarks  it  has  been  assumed  that 
a  ** Debtors"  Ledger  contains  nothing  except  "debit" 
balances ;  and  as  an  aid  to  the  explanation  of  the  theory 
of  self-balancing  Ledgers  this  assumption  is  a  useful  one. 
In  practice,  however,  the  "  Debtors "  Ledgers  occa- 
sionally contain  a  few  small  credit  balances  arising  out 
of  the  fact  that  goods  have  been  returned,  or  allowances 
made,  or  from  other  small  matters  of  this  nature.  Where 
items  of  this  kind  exist,  the  relative  Adjustment  Account 
in  the  "Debtors"  Ledger  and  the  "contra"  Adjust- 
ment Account  in  the  "  General "  Ledger  show  the  net 
balance  of  the  Debtors  Ledger,  i.  e.  the  difference  between 
the  total  of  the  Debtors'  balances  (which  will  be  large) 
and  the  total  of  the  few  occasional  credit  balances  (which 
will  usually  be  insignificant).  The  fact  that  a  "contra" 
Adjustment  Account  kept  in  the  General  Ledger  for  any 
other  Ledger  shows  a  "net"  balance  for  the  Ledger  to 
which  it  relates,  must  be  borne  in  mind  when  using  the 
Trial  Balance  of  the  General  Ledger  as  an  approximate 
Balance  Sheet  or  statement  of  the  financial  position ;  if 
the  few  credit  balances  appearing  in  a  "  Debtors " 
Ledger,  or  the  few  debit  balances  appearing  in  a 
"  Creditors  "  Ledger  (for  the  latter  may  arise  out  of 
circumstances  the  converse  of  those  enumerated  above), 
amount  to  a  substantial  sum,  the  Trial  Balance  of  the 
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General  Ledger  is  not  a  corapletely  satisfactory  index  to 
the  financial  position  in  all  its  details. 

It  has  already  been  mentioned  that  Adjustment 
Accounts  are  prepared  for  Creditors  Ledgers  as  well  as 
for  Debtors  Ledgers.  An  Adjustment  Account  prepared 
for  use  in  a  Trade  Creditors  Ledger  will  usually  contain 
the  following  items — 

First,  on  the  debit  side  of  the  Adjustment  Account  in 
the  Creditors  Ledger  and  on  the  credit  side  of  the  corre- 
sponding *'  contra  "  Adjustment  Account  in  the  General 
Ledger — 

1.  The  total  Creditors'  balances  (or  the  difference 

between  the  total  Creditors'  balances  and  the 
few  debit  balances  appearing  in  the  Creditors 
Ledger)  at  the  commencement  of  the  period 
covered  by  the  Adjustment  Account. 

2.  The  total  purchases  made  from  Creditors  for  the 

period. 

3.  Any  other  transactions  appearing  to  the  credit  of 

various  persons'  accounts  in  the  Creditors 
Ledger,  and  any  transfers  to  accounts  in  other 
Ledgers. 

Second,  on  the  credit  side  of  the  Adjustment  Account 
in  the  Creditors  Ledger,  and  on  the  debit  side  of  the 
corresponding  "contra"  Adjustment  Account  in  the 
General  Ledger — 

1.  The  total  of  the  payments  to  Creditors  for  the 

given  period. 

2.  The  total  of  the  discount  allowed  by  Creditors  for 

the  given  period. 

3.  The  total  of  the  Bills  Payable  given  to  Creditors 

for  the  given  period. 

4.  The  total  of  the  goods  returned  to  Creditors  over 

the  given  period. 

5.  Any  other  transactions   appearing   to   the   debit 

of  various  persons'  accounts  in  the  Creditors 
Ledger,  and  any  transfers  to  accounts  in  other 
Ledgers. 

The  balance  of  such  Adjustment  Account  shows  the 
total  due  to  the  Creditors  at  the  close  of  the  period  under 
review,  or,  if  there  be  any  debit  balances  appearing  in  the 
Creditors  Ledger,  the  "  net  balance  "  of  that  Ledger. 

In  the  case  of  an  Adjustment  Account  for  a  Debtors 
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Ledger,  amounts  written  off  to  the  Bad  Debts  Account  at 
the  end  of  the  year  require  to  be  passed  through  the 
Adjustment  Account,  in  common  with  all  other  entries 
affecting  the  Ledger. 

Forms  of  an  Adjustment  Account  prepared  for  inser- 
tion in  a  Creditors  Ledger  and  the  relative  "contra" 
Adjustment  Account  which  would  appear  in  the  General 
Ledger  are  appended. 

Adjustment  Account  as  kept  in  a  Creditors  (Bought) 
Ledger — 

"GENERAL  LEDGER"  ADJUSTMENT  ACCOUNT 

Dr.  Cp. 


1909. 

Jj»n.    1 
June 80 


To  Balance    

„  Total  Purchases 


1909. 

June  30.  To  Balance  brought 
down 


£ 

84,021 

109,326 


193,348 


23.594 


1909 
June  30 
..     30 
»     30 


By  Total  Returns 

„  Total  Cash 

„  Total  Discount 
„  Total    Bills 

Payable  

„  Balance  carried 

forward  


1,199 

157,262 

1,241 

10,050 

23,594 


193,34'^ 


«.  d. 

15  9 

13;  2 

o!o 

_7U 
10' 9 


"  Contra "  Adjustment  Account  as  kept  in  the  General 
Ledger — 

"CREDITORS"  (OR  "BOUGHT")  LEDGER  ADJUSTMENT 
ACCOUNT 

Dr.  Cr. 


1909. 
June 80 


To  Total  Returns 

„  Total  Cash 

„  Total  Discount 
„  Total    Bills 

Payable  

,,  Balanre  carried 
forward  


£  8. 

1,199  14 


157,262 
1,241 


10,050 
23,594 


<e    193,348  |10 

>'        


1909. 
Jan.    ij  ByJBalanjce 


licui.       i     uj    Mjoxatiy^v    1 

JuneSOi   „  Total  Purchases  ! 


1909. 

June  30|  By  Balance  bronght 
down. 


£       U.je^ 

84,021  jl5!  9 
109,326  il5  0 


■I— 


193,348  ilO,  9 


28,594    7    4 


The  general  natm-e  and  uses  of  Adjustment  Accounts 
having  thus  been  outlined,  there  remains  still  to  be 
explained  the  method  of  their  preparation. 
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Both  the  Adjustment  Account  in  the  Personal  Ledger 
and  the  corresponding  "contra"  Adjustment  Account  in 
the  General  Ledger  must  start  with  the  total  balances 
(or,  alternatively,  the  difference  between  the  total  debit 
balances  and  the  total  credit  balances)  appearing  on  the 
Ledger  at  the  commencement  of  a  given  period.  These 
details  are  obtained  from  the  Trial  Balance  of  the  Ledger 
extracted  at  the  commencement  of  the  period,  and  the 
requisite  entry  is  made  direct  in  the  Adjustment  Account 
and  "contra"  Adjustment  Account,  on  one  side  of  th& 
one  account,  and  on  the  opposite  side  of  the  other. 

Where  there  is  more  than  one  Bought  (Creditors)  and 
one  Sold  (Debtors)  Ledger  in  use,  and  Adjustment 
Accounts  are  kept  for  each  Ledger,  it  is  desirable  to  keep 
separate  Purchases  Journals  and  Sales  Journals  for  each 
Bought  and  Sold  Ledger.  The  total  purchases  or  sales 
shown  by  each  separate  Purchases  and  Sales  Journal 
are,  of  course,  posted  to  the  "Purchases"  and  "Sales" 
accounts  in  the  ordinary  way,  and  the  fact  that  separate 
books  are  kept  is  useful  mainly  for  the  purposes  of  the 
Adjustment  Accounts.  Each  Purchases  Journal  and 
each  Sales  Journal  contains  the  purchases  and  sales 
relative  to  its  respective  Ledger,  and  these -totals  are 
required  for  insertion  in  due  course  in  the  Adjustment 
and  "  contra "  Adjustment  Accounts. 

The  total  amount  of  the  purchases  shown  by  each 
separate  Purchases  Journal  is  posted  to  the  debit  of  the 
Adjustment  Account  created  in  the  Bought  Ledger,  and 
also  to  the  credit  of  the  relative  Bought  Ledger  "  contra  " 
Adjustment  Account  kept  in  the  General  Ledger. 

The  total  of  the  sales  as  shown  by  each  separate  Sales 
Journal  is  posted  to  the  credit  of  the  Adjustment  Account 
created  in  the  Sales  Ledger,  and  also  to  the  debit  of  the 
relative  Sales  Ledger  "contra"  Adjustment  Account 
kept  in  the  General  Ledger. 

Where  no  separate  Sales  and  Purchases  Journals  are 
kept  for  the  separate  Sold  and  Bought  Ledgers,  the  total 
of  the  sales  and  purchases  appHcable  to  each  individual 
Ledger  must  be  obtained  by  means  of  analyzed  Sales  and 
Purchases  Journals,  similar  in  principle  to  those  set 
forth  on  pages  59  and  64,  analysis  columns  being  included 
for  each  separate  Ledger,  and  each  transaction  being 
extended  into  its  relative  Ledger  analysis  column.  The 
totals  of  the  purchases  and  sales  shown  at  the  end  of  a 
period,  applicable  to  any  given  Ledger,  must  be  entered 

N  2 
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in  the  Adjustment  and  "contra"  Adjustment  Accounts 
for  that  Ledger  upon  the  hnes  previously  laid  down. 
•  The  foregoing  explanation  has  shown  how  to  compile — 

1.  In   the   case   of    a    Bought   Ledger   Adjustment 

Account,  (a)  the  starting  balance,  (b)  the  total 
of  the  purchases  for  the  period  (z.  c.  the  whole 
of  the  debit  side  of  the  account  with  the 
exception  of  any  special  items). 

2.  In  the  case  of  a  Sold  Ledger  Adjustment  Account, 

(a)  the  starting  balance,  (6)  the  total  of  the 
sales  for  the  period  {i.  e.  the  whole  of  the  credit 
side  of  the  account  with  the  exception  of  any 
special  items). 
The  other  sides  of  the  Adjustment  Accounts  are  made 
up  of — 

1.  Cash  receipts  (Sold  Ledger)  or  payments  (Bought 

Ledger). 

2.  Discounts    allowed    (Sold    Ledger)    or    received 

(Bought  Ledger). 

3.  Bills  received  (Sold  Ledger)  or  accepted  (Bought 

Ledger). 

4.  Keturns   Inwards    (Sold    Ledger)   or    Outwards 

(Bought  Ledger). 

5.  Transfers  to  other  Ledgers  and  special  transactions 

(both  Ledgers). 

In  order  to  ascertain  the  total  cash  transactions  (receipts 
or  payments)  applicable  to  the  various  Ledgers,  Analysis 
Columns,  headed  with  the  name  of  the  appropriate 
Ledger,  are  inserted  in  the  Cash  Book;  in  these  analysis 
columns  all  the  debit  or  credit  entries  relating  to  the 
respective  Bought  or  Sold  Ledgers  are  extended  as  and 
when  they  are  entered  in  the  Cash  Book.  These  analysis 
columns  form .  no  part  of  the  ordinary  Double  Entry 
system,  but  merely  serve  to  compile  the  necessary  totals 
for  subsequent  inclusion  in  the  Adjustment  Accounts  at 
the  end  of  the  given  period.  The  totals  of  these  analysis 
columns  must  be  carried  forward  from  page  to  page  until 
the  end  of  the  desired  period,  and  their  use  is  analogous  to 
the  employment  of  the  analysis  columns  suggested  above 
as  an  alternative  method  of  obtaining  the  totals  of  Ledger 
postings  in  connection  with  the  Purchases  and  Sales. 

An  elementary  form  of  Cash  Book  including  these 
analysis  columns  will  be  found  on  page  344.  This  book 
has  been  used  in  an  example  which  has  been  appended  in 
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order  to  illustrate  the  working  of  Adjustment  Accounts 
generally.  The  student  may  be  reminded  that  as  many 
analysis  columns  "will  be  necessary  in  the  Cash  Book  as 
there  are  Adjustment  Accounts  to  be  prepared. 

The  manner  in  which  the  total  discounts  allowed  (or 
received),  the  total  bills  received  (or  accepted),  the  total 
returns  inwards  (or  outwards),  and  the  total  of  special 
transactions  needed  for  insertion  in  Adjustment  Accounts 
kept  for  Sales  (or  Purchases)  Ledgers  are  collected,  varies 
to  a  great  extent  with  the  volume  of  these  transactions 
passing  through  the  Ledger.  Where  a  three-column 
type  of  Cash  Book  is  kept,  the  Cash  Discounts  allowed 
or  received  will  be  incorporated  in  the  Adjustment  Ac- 
counts in  company  with  the  cash  •transactions  to  which 
they  relate,  and  no  special  provision  for  their  ascertain- 
ment is  therefore  necessary.  In  the  case  of  special 
discounts,  recorded  probably  in  the  Journal,  the  circum- 
stances are  different,  and  these  items  are  usually  obtained 
by  careful  search,  either  in  the  Journal  or  in  any  other 
book  of  original  entry  in  which  they  may  appear.  They 
must  be  arranged  on  analysis  paper,  according  to  the 
respective  Bought  or  Sold  Ledger  to  which  they  relate, 
and  the  total  of  them  must  be  included  on  the  appropriate 
sides  in  the  Adjustment  and  "  contra"  Adjustment  Ac- 
counts. In  order  to  obtain  the  totals  of  Eeturns  (inwards 
and  outwards),  and  Bills  (received  or  accepted),  and  other 
classes  of  transactions  required  to  be  included  in  the 
Adjustment  Accounts,  analysis  columns  similar  to  those 
inserted  in  the  Cash  Book,  Purchases  Book,  and  Sales 
Book  are  usually  inserted  in  the  particular  book  of  original 
entry  through  which  these  items  pass.  As  the  transactions 
are  entered  in  these  books  of  original  entry  immediately 
upon  their  occurrence,  they  are  extended  into  {i.  e.  inserted 
in)  the  appropriate  analysis  column  relating  to  the  Ledger 
into  which  they  are  finally  posted.  These  analysis 
columns  are  added  up  in  the  ordinary  way  at  the  end 
of  the  period  under  review,  and  the  totals,  representing 
the  totals  of  those  individual  classes  of  transactions  applic- 
able to  particular  Ledgers,  are  placed  in  the  Adjustment 
Account  as  kept  in  the  Ledger  in  question,  and  in  the 
corresponding  "  contra  "  Adjustment  Account  as  kept  in 
the  General  Ledger ;  in  the  latter  they  appear  on  the 
same  side  of  the  account  as  that  upon  which  the  detailed 
postings  in  the  individual  Ledger  accounts  are  shown, 
and  in  the  forrxier  they  appear  on  the  opposite  side  of 
the  account. 
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Any  special  or  unusual  transactions  which  may  appear 
in  the  Ledgers,  and  any  transfers  as  between  one  Ledger 
and  another,  must  be  brought  into  the  Adjustment 
Accounts.  Transactions  of  this  type  are  apt  to  be  for- 
gotten in  compiling  the  Adjustment  Accounts,  and  in 
order  to  obviate  this  difficulty  a  special  memorandum 
book,  or  "Transfer  Journal,"  ruled  to  suit  the  special 
circumstances  of  the  business,  is  frequently  employed. 

An  elementary  example  is  annexed  in  which  the 
system  of  Self-balancing  Ledgers  is  illustrated.  In  this 
example  only  one  Bought  and  one  Sold  Ledger  have  been 
employed  in  addition  to  the  General  Ledger,  but  the  prin- 
ciples involved  in  the  keeping  of  Adjustment  Accounts 
for  any  number  of  Ledgers  are,  of  course,  identical. 

The  classes  of  transactions  shown  as  passing  through 
the  Bought  and  Sold  Ledgers  are  confined  to  Cash,  Dis- 
counts, Purchases,  Sales  and  Eeturns  (inwards  and 
outwards) ;  in  actual  practice  numerous  additional  classes 
or  types  of  transaction  frequently  arise,  and  require  to 
be  duly  included  in  the  Adjustment  Accounts.  In  such 
cases  the  collection  of  the  requisite  totals  is  almost  in- 
variably effected  by  the  employment  of  analysis  columns 
in  the  appropriate  book  of  original  entry. 

The  Trial  Balance  of  Henry  Brown  on  January  1, 
1909  was  as  under — 


Cash  at  the  Bank 

Debtors — 

H.  Browning  . 

J.  Jones . 

0.  Roberts      . 

£     s. 
272  19 
184    9 
4.32    9 

d. 
6 
3 
5 

Dr. 
£      s.    d. 
1,009    4    2 

889  18    2 
1,000    0    0 

£ 

Cr. 
5.     d. 

Freehold  Pre- 
mises . 

Creditors — 

L.  Leon  .  .  1,724  16  9 

F.  Lucien  .  392  14  4 

J.  Hubert  .  25  1  2 


2,142  12  3 

Stock  on  hand        .        .         .     1,094  16  8 

Capital  Account— H.  Brown  1,851    6  9 

£3,993  19  0    £3,993  19  0 


His  transactions  for  the  month  of  January  were  as 
follows— 
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1909. 

Jan. 

1. 

9 

»> 

j> 

5. 

>j 

10. 

»> 

10. 

>) 

10. 

'i 

12. 

»> 

13. 

>> 

13. 

J) 

13. 

»> 

14. 

»} 

14. 

»» 

15. 

f> 

16. 

»> 

17. 

»» 

18. 

»^ 

19. 

>> 

19. 

)> 

22. 

»> 

23. 

24. 


28. 
30. 

30. 

30. 
31. 
31. 


Drew  from  the  Bank  for  office  cash 
Bought  goods  of  L.  Leon  (on  credit) 
Sold  goods  to  H.  Browning  (on  credit) 
Paid  L.  Leon  on  account  (by  cheque) 

Being  allowed  discount 
Paid  F.  Lucien  on  account  (by  cheque) 

Being  allowed  discount 
Paid  J.  Hubert  (by  cheque)    . 
Bought  goods  of  L.  Leon  (on  credit) 
Sold  goods  (on  credit)  to  H.  Browning 
Sold  goods  to  J.  Jones 
Sold  goods  to  M.  Weaver 
Received  from  H.  Browning  cheque  for 

And  banked  the  same. 
Allowed  H.  Browning  discount 
Received  from  M.  Weaver  cheque  for 

And  banked  the  same. 

J.  Jones  returned  as  unsuitable  certain  goods 

sold  to  him  on  the  13th  inst. — allowed  him 

full  invoice  price  therefor  .... 

Bought  goods  from  L.  Leon  (on  credit) 

Returned  to  L.  Leon  half  the  goods  bought 

from  him  on  the  17th  inst.  as  "  not  up  to 

sample" . 

Paid  by  cheque  salaries  and  wages  to  date     . 
Paid  L.  Leon  on  account  (by  cheque) 

Being  allowed  discount        .         .         .         . 

Bought  goods  from  F.  Lucien  (on  credit) 

Returned  to  F.  Lucien  the  whole  of  the  goods 

supplied  by  him  on  the  22nd  January,  goods 

of  a  wrong  description  having  been  supplied 

Paid  from  office  cash  sundry  charges  on  the 

goods  returned  to  F.  Lucien  as  unsuitable, 

which   charges  are  to  be   debited  to  his 

account       

Sold  goods  to  M.  Weaver  (on  credit) 

M.   Weaver  returned  part  of  the  goods  sold 

to  him  on  the  28th  inst.,  invoiced  at . 
And  forwarded  his  cheque  for 
Which  was  duly  banked. 
Allowed  M.  Weaver  discount 
Paid  (by  cheque)  wages  and  salaries  to  date 
Paid  from  office  cash  sundry  expenses  to  date 


£ 

s. 

d. 

15 

0 

0 

105 

10 

0 

206 

15 

9 

500 

0 

0 

10 

0 

0 

200 

0 

0 

2 

0 

0 

25 

1 

2 

202 

14 

9 

100 

9 

6 

65 

4 

3 

32 

17 

11 

400 

0 

0 

4 

0 

0 

32 

17 

11 

25 

9 

10 

500 

0 

0 

250 

0 

0 

35 

0 

0 

200 

0 

0 

4 

0 

0 

102  19 

6 

102  19    6 


6 

200 

9 
9 

2 

6 

10 
100 

9 
0 

6 

0 

1 

15 

3 

0 
4 

8 

0 
6 
4 

The  foregoing  transactions  are  to  be  entered  in  Henry 
Brown's  Ledgers,  consisting  of  a  General  Ledger,  a  Bought 
Ledger  and  a  Sold  Ledger.  The  Bought  and  Sold  Ledgers 
are  to  be  made  self-balancing. 

At  the  close  of  the  period  covered  by  the  transactions, 
separate  Trial  Balances  of  each  of  the  Ledgers  are  to  be 
prepared.  Trading  and  Profit  and  Loss  Accounts  and  a 
Balance  Sheet  are  not  required,  as  the  exercise  is  merely 
to  exemplify  the  working  of  the  system  of  self-balancing 
Ledgers  and  Adjustment  Accounts. 
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1909. 
Jan     2 

L   L6on             

B.L.  1 
B.L.  1 
B.L.  1 
B.L.  2 

G.L.  6 

& 

105 

202 

500 

102 

s. 
10 
14 
0 
19 

n 

"'1? 

L.  Leon 

L   Leon            ...        .  .     ...... 

9 
0 

;;  ^ 

F.  Luden 

Total  * 

6 

£911 

^ 

3 

*  Posted  (1)  To  the  debit  of  Purchases  Account  in  the  General  Ledger ;  (2)  To 
the  debit  of  the  General  Ledger  Adjustment  Account  in  the  Bought  Ledger ;  (3)  To 
the  credit  of  the  Bought  Ledger  Adjustment  Account  in  tlie  General  Ledger. 


SALES   BOOK 

1909. 

Jan.    5 

„    13 

..    13 

H.  Browning 

H.  Browning 

J.  Jones 

S.L.  1 
S.L.  1 
S.L.  2 
S.L.  4 
S.L.  4 

O.L.  7 

\     ^ 
j     206 
100 
i      65 
32 
\     200 

£605 

15 

9 
4 
17 

16 

d. 
9 
6 
3 

13 
.,     28 

M.  Weaver 

M.  Weaver 

11 
6 

Total* 

11 

*  Posted  (1)  To  tlie  credit  of  the  Sales  Account  in  the  General  Ledger ;  (2)  To 
the  credit  of  the  General  Ledger  Adjustn-ent  Account  in  the  Sold  Ledger ;  (3)  To 
the  debit  of  tlie  Sold  Ledger  Adjustment  Account  in  the  General  Ledger. 

RETURNS  INWARDS   BOOK 


1909.    1 

Jan.  16     J.  Jones 

,     28     M.  Weaver 

S.rj.  2 
8.L.4 

G.L.  8 

£ 
25 
10 

s. 

9 
9 

d. 

10 
6 

Total* 

£35 

19 

4 

•  *  Posted  (1)  To  the  debit  of  the  Returns  Inwards  Account  in  the  General  Ledger ; 

(2)  To  the  debit  of  the  General  Ledger  Adjustment  Account  in  the  Sold  Ledger ; 

(3)  To  the  credit  of  the  Sold  Ledger  Adjustment  Account  in  tl;e  General  Ledger. 

RETURNS   OUTWARDS   BOOK 


1909. 
Jan   18 

L  Leon    .,               .... 

i 

1  B  L  1 

£       «. 
2o0  '     0 
102  1  19 

d. 

0 

„    22 

F.  Lucien  

1   B.L.  2 

6 

i 
Total  *  j  G.L.  9 

£362  1  19 

6 

*  Posted  (1)  To  the  credit  of  the  Returns  Outwards  Account  in  the  General 
Ledger;  (2)  To  the  credit  of  the  General  Ledger  Adjubtment  Account  in  the 
Bought  Ledger;  (3)  To  the  debit  of  the  B  lu^ht  Ledger  Adjustment  Account  in 
the  General  Ledger. 


Dr. 


GENERAL   LEDGER 
Freehold  Premises 


Cr. 


1909. 
Jan.  1 


To  Balance. 


£ 
1,000 

1,000 
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2  Stock  Account 


Dr. 

Cr. 

1909. 
Jan.  1 

To  Balance 

£ 

£         8. 

I,094|l6 
l,094|l6 

d. 
8 

8 

3 


Dp. 


H.  Brown,  Capital  Account 


Cr. 


3 


1909. 
Jan.  1    By  Balance. 


£     s. 
1.851  6 


1,851  6 


Salaries  and  Wages 


Dr. 

Cp. 

1909. 

Jan.  19 

„    31 

To  Bank 

„  Bank 

0: 

C. 

£ 

£     «. 
35     0 

15   14 

50   14 

d. 

0 

6 

1909. 
Jan.  31 

By  Balance  car- 
ried down 

v/ 
£ 

1 
£ 

50 

8. 

4 
4 

d. 

To  Balance 

1909. 
Jan.  31 

50 

6 

50 

4 

6 

Discount  Account 


Dp. 

Cr. 

1909. 
Jan.  31 

To  Discount 
allowed 

„  Balance  car- 
ried down 

1 
i 

£ 
5 
11 

0 
0 

d. 
0 
0 

1909. 
Jan.  31 

1909. 
Jan.  31 

By  Discount  re- 
ceived 

C. 

£ 

£ 
16 

8. 
0 

d. 

0 

»    31 

By    Balance 
brought  down 

16 

0 

0 

16 

0 

• 

11   olo 

6 


Dp. 


Purchases  Account 


Cp. 


Jan.  31 


£ 

8. 

d. 

To     Purchases, 

as     per    Pur- 

cliases  Book... 

P. 

911 

4 

3 

£ 

911 

4 

3 

Dp. 


Sales  Account 


Cr. 


1909.  I    . 
Jan.  31  By  Sales,  as  per 
Sales  Book 


605  16 
605  116 
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Br. 


347 
8 

Cr. 


Jan.  31 


To  Returns,  as 
per  Returns 
Inwards  Book 


R.I. 


£    's.,d. 


35    19  4 


Dr. 


Returns  Outwards 


Cr. 


1909. 
Jan.  31 

By  Returns,  as 
I)er  Returns 
outwards 
Book 


R.O. 


352 


10 

Or. 


General  Expenses 


10 

Cr. 


1909. 
Jan.  31 


To  Cash. 


u 


Bought  Ledger  Adjustment  Account 


11 


Dr. 

Cr. 

1909. 

£ 

8. 

d. 

1909. 

£ 

s. 

d. 

Jan.  81 

To   Total  Cash 
and  Discount 

Jan.  1 

By  Total  Credit- 
ors' Balances 

B.L. 

for  the  month 

at  this  date... 

4 

2,142 

12 

8 

(per  Analysis 

1 

„    31 

„   Total    Pur- 

Column of  the 

B.L. 

chases  for  the 

Cash  Book)... 

4 

917 

10 

4 

month       (as 

«   SI 

„  Total  Returns 

per       P  u  r- 

B.L. 

Outward    for 

chases  Book) 

4 

911 

4 

3 

thenionih(per 

/ 

Returns  Out- 

B.L. 

/ 

wards  Book). 

4 

352 

19 

6 

/ 

„   81 

„  B.tlance  car- 
ried forward, 
being     the 
Total  Creditors 

/ 

at  this  date... 

x/   1  1,753 

6 

8 

/ 

£ 

3,053 

16 

^ 

1909. 
Jan.  31 

By    Balance 
brought  down 

£ 

3,053 

16 

6 

v/ 

1,753 

6 

8 

348       BOOK-KEEPING  AND  ACCOUNTS 


12 

Dr. 


Sold  Ledger  Adjustment  Account 


12 

Cr. 


1909. 

£ 

s. 

d. 

1909. 

£ 

«. 

d. 

Jan.    1 

To  Total  Debtors' 
Balances     at 

a.L. 

Jan. 31 

By    Cash    and 

Discount  for 

this  date 

5 

889 

18 

2 

the      month 

„    31 

„  Sales  for  the 
month      (per 

S.Ii. 

(per    Cash 
Book  Analy- 

S.L. 

-  Sales  Book).. 

5 

i     605 

16 

11 

„    31 
„    31 

sis  Column).. 

,,  Returns   In- 
wards for  the 
month     (per 
Returns    In- 
wards Book) 

„  Balance  car- 
ried  forward 
(Total  Debtors 

5 

S.L. 

5 

.    537 

i 

35 

17 
19 

11 
4 

/ 

at  this  date).. 

v/ 

92117 

10 

1909. 

To    Balance 

£ 

1,495 

15 

1 

£ 

l,495il5 

I 

Jan.  81 

■"r 

brought  down 

V 

921 

1710 

BOUGHT    LEDGER 
L.    Leon 


Dr. 


Cr. 


1909. 
Jan. 10 

„18 
„  19 

„  31 


To  Cash    and 
Discount... 

Returns  

Cash     and 
Discount. 

B  a  1  a  n  < 
carried  down 


£ 

8. 

d. 

1909. 
Jan.  1 

c. 

610 

0 

0 

»     2 

RO. 

250 

0 

0 

„  12 
,,  17 

C. 

204 

0 

0 

^ 

1,569 

1 

6 

£ 

2,533 

1 

6 

19(fe. 

Jan  81 

By  Biilance 
,,  Goods.., 
„  Goods.., 
„  Goods.., 


By   Balance 
brought  down 


£ 

- 

d. 

1,724 
1    105 
!    202 
!    50« 

16 
10 

9 
0 
9 
0 

£ 

2,533 

-I 



6 

I 

v/    il,5C9   li 


2 


F.    Lucien 


Dr. 


Cr. 


1909. 
Jan.  10 


31 


To  Cash  and 
Discount.... 

,,  Returns 

,,  Cash  charges 
on  goods 
returned.... 

,,  Balance 
carried  down 


1 
£ 

-h 

1909. 
Jan.  1 

c. 

202 

0  0 

„  22 

K.O. 

102 

19  6 

C. 

6 

9  2 

v/ 

184 

5  2 

£ 

495 

1310 

1909. 

Jan. 31 

By    Balance 
brought  down 


102 


14   4 
19   6 


495  1310 


184    5    2 


8 
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J.    Hubert  3 


Dr. 

C 

r. 

1909. 
Jan.  10 

To  Casli 

c.  i 

£ 

25 

25 

s. 

1 

T 

d. 
2 

2 

1909. 
Jan.  1 

By  Balance 

£ 

£ 
25 

25 

12 

Dr. 


General   Ledger  Adjustment  Account 


Cr. 


4 


1909. 
Jan.  1 


1909. 
Jan.  31 


To  Total  Credi- 
tors at  this 

date 

„  Total  Pnr- 
clmses  for 
the  month 
(per  Pur- 
chases Book) 


To   Balance 
brought  down 


B.L. 

11 


/ 


£ 
2,142 

911 


3,053  16  6 


1.753  6   8 


1909. 
Jan. 31 


„31 


„  31 


By  Total  Cash 
audDiscount 
for  the  month 
(per  Analysis 
Column  of 
Cash  Book).. 

„  TotalReturns 
Outwards  for 
the  month 
(per  Returns 
Outwards 
Book)  

,,  B  a  1  a  n  c  e 
carried  for- 
ward, being 
the  Total 
Creditors  at 
this  date 


G.L. 
11 


G.L. 
11 


947 


352 


1,753 


s,d. 


3,053  16  6 


SOLD   LEDGER 


Dr. 

n. 

jj 

lit 

»VV1U11]^ 

» 

Cr 

1909. 

Jan.    1 

>.     5 

„    13 

To  Balance 

„  Goods 

„  Goods 

To    Balance 
brought  down 

S. 
8. 

£ 

£ 

272 
206 
100 

». 
19 
15 
9 

— 
4 

d. 
6 
9 
6 

9 

1909. 
Jan.  16 

By  Cash  and 
Discount  .... 

„  Balance  car- 
ried down ... 

C. 

£ 

404 
176 

a. 
0 

4 

d. 
0 
9 

1  580 

580 

9 

1909. 
Jan.  81 

176 

4 

9 

2 


Dr. 


S.  Jones 


Cr. 


2 


1909. 

1    ^ 

..!.. 

1909. 

£ 

s}d. 

Jan.    1 
„    13 

To  Balance 

„  Goods 

S. 

!l84 
65 

9  3 

Jan.  10 
„    31 

By  Returns 

„  Balance  car- 
rieddown  .... 

R.I. 

25 

224 

910 

3   8 

£ 

249 

13|6 

£ 

:  249 

13   6 

1909. 

■■ 

Jan.  31 

To    Balance 
brought  down 

v^ 

I  224 

j 

3 

8 

1 
1 
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3 


Dr. 


O.  Roberts 


Cr. 


1909. 

To  Balance 

1 

! 
& 

& 

8. 

d. 
5 

5 

Jan.    1 

432 

432 

9 

4 

Dr. 

M.  Weaver 

4 

Cr. 

1909. 
Jan.  13 

To  Goods 

S. 
8. 

1  £ 

\    32 
200 

I 

8. 

17 
9 

7 

d. 

11 

6 

6 

1909. 

Jan.  15 

„    80 

„    80 

„     31 

ByCafih 

„  Returas 

„  Cash  and 
Discount .... 

„  Balance  car- 
ried down  ... 

C. 
R.I. 

C. 

£ 

£ 

32 

10 

101 

89 

8. 

17 

9 

0 

0 

~7 

d. 

n 

„     28 

„  Goods 

6 
0 
0 

To    Balance 
brought  down 

1  233 

238 

5 

1909. 
Jan.  81 

89 

0 

0 

General  Ledger  Adjustment  Account 


Dr. 

Cr. 

1909. 

£ 

8. 

d. 

1909. 

1   ^ 

..'c. 

Jan.  31 

To    Cash    and 
Discount  for 
month     (per 
Analysis 
Column      of 

G.L. 

Jan.    1 
„     31 

By  Total  Debt- 
ors' Balances 
as  at  this  date 

„  Sales  for 
month     (per 

G.L. 

12 

G.L. 

889 

... 

Cash     Book) 

12 

537 

17 

11 

sales  Book) 

12 

1    605 

1611 

.,    31 

,,  Returns  In- 
wards  for 
month     (per 

'Returns    In- 
wards Book) 

G.L. 

12 

35 

19 

4 

/ 

1 

.,    81 

„  Balance  car- 
ried  forward 
(Total  Debtors 

/ 

at  this  date) 

£ 

921 

1710 

1909. 

/ 

£ 

15 

1,495 

j 1,495 

1 

■^ 

Jan.  81 

By  Balance 
brought   for- 

ward  

v/ 

921 

10 
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GENERAL  LEDGER 
Trial  Balance,  as  at  January  31,   1909 


Freehold  Premises  

Sto<'k  (January  1,  1909) 

H.  Brown,  Capital  Account 

Salaries  and  Wages 

Discount 

Purchases 

Sales 

Returns  Inwards  ....^ 

Returns  Outwards  

General  Expenses 

BoHght    Ledger    Adjustment    Account 

(Sundry  Creditors)  

Sold     Ledger     Adjustment      Account 

(Sundry  Debtors) 

Cash  at  Office  

Cash  fit  Bank 


C.B. 
C.B. 


Dr. 


1,000 
1,094 

50 

911 

35 

3 


921 

5 

551 


£4,674 


10 


Cr. 


1,851 

11 

605 

352 

1,753 


iE4,574 


9     10 


BOUGHT   LEDGER 
Trial  Balance,  as  at  January  31,  1909 


Dr. 

Cr. 

L.  Leon  

1 
2 
4 

£ 
1,753 

6 

d. 

8 

£ 

1,569 
184 

8. 
1 

5 

d. 
6 

F.  Lucien  ^ 

General  Ledger  Adjustment  Account.... 

2 

£1,753 

6 

8 

£1,753 

6 

8 

SOLD  LEDGER 
Trial  Balance,  as  at  January  31,  1909 


Dr. 

Cr. 

H.  Browning  

J.  Jones ~ 

1 
2 
3 
4 
5 

£ 

176 

224 

432 

89 

8. 

4 
3 
9 
0 

d. 

9 
8 
5 
0 

£ 
921 

s. 
17 

d. 

M.  Weaver 

General  Ledger 

Adjustment  Account  ... 

10 

£921 

17 

10 

£921 

17 

10 
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Tabulah  or  Columnar  Book-keeping 

What  is  commonly  known  as  the  "  Tabular "  or 
'*  Columnar  "  system  of  book-keeping  is  not  a  distinctive 
system  of  accounting,  indeed  it  cannot  be  designated  a 
"  system  "  in  the  same  sense  in  which  the  Double  Entry 
method  is  so  described.  The  term,  in  this  connection, 
merely  expresses  the  fact  that,  in  certain  cases,  books 
which  have  been  ruled  with  many  analj^sis  columns,  in 
order  to  adapt  them  to  the  special  requirements  of  a 
particular  business,  have  been  substituted  for  the  ordinary 
forms  of  Cash  Books,  Journals  and  Ledgers  commonly  em- 
plpyed.  The  underlying  principles  of  "  columnar  "  book- 
keeping are  those  of  the  Double  Entry  system,  although, 
in  order  to  minimize  labour  and  concentrate  items  of 
a  like  nature,  its  customary  forms  are  more  or  less 
abbreviated  and  condensed. 

In  cases  where  columnar  rulings  are  employed  in  Double 
Entry  book-keeping  it  does  not  necessarily  follow  that  all 
the  books  in  ordinary  use  are  of  a  uniformly  "  columnar" 
nature  ;  the  insertion  of  additional  columns  is  purely  a 
matter  of  convenience  and  adaptability.  An  ordinary  Cash 
Book  may,  in  a  given  case,  be  used  in  conjunction  with  a 
*'  columnar"  Ledger,  a  columnar  Purchases  Journal  may 
work  in  unison  with  an  ordinary  form  of  Ledger,  and 
so  on. 

Columnar  Journals. — These  are  Journals  or  Day 
Books  ruled  with  a  greater  or  lesser  number  of  additional 
columns  to  meet  the  needs  of  varying  circumstances. 
Such  additional  columns  may  be  inserted  (a)  in  order  to 
obviate  the  separate  posting  to  the  Ledger  of  each  indi- 
vidual item,  and  to  permit  posting  in  totals,  {h)  to  analyze 
transactions  as  between  departments  in  order  to  facilitate 
the  preparation  of  departmental  Trading  and  Profit  and 
Loss  Accounts,  (c)  for  the  purpose  of  preparing  Adjust- 
ment Accounts  for  individual  Ledgers,  or  {d)  to  provide  any 
additional  information  which  may  be  desired. 

The  forms  of  Purchases  Book,  Sales  Book,  Returns  In- 
wards and  Outwards  Books  previously  given  on  pages  59, 
64  and  88  are  of  a  columnar  nature,  and,  subject  to  any 
additional  modifications,  are  such  as  can  be  used  in  order 
to  fulfil  objects  [a),  (b)  and  (c)  mentioned  above.  The 
forms  of  Bills  Payable  and  Bills  Receivable  Books  illus- 
trated on  page  81  are  also  of  a  columnar  nature,  their 
object  being  to  permit  the  posting  of  Bills  Payable  and 
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Bills  Eeceivable  to  the  Ledger  in  totals,  as  well  as  to 
furnish  all  necessary  information  regarding  the  bills. 

On  p.  353  is  illustrated  a  further  form  of  columnar 
Journal,  which  provides  a  classified  record  not  only  of 
purchases  (as  is  the  case  with  an  ordinary  Purchases 
Book)  but  also  of  expenses  incurred.  In  using  this 
Journal  the  postings  to  the  credit  of  the  personal  accounts 
are  made  according  to  the  items  inserted  against  each 
name  in  the  "  total  column,"  and  at  the  end  of  any  given 
financial  period  the  various  purchases  and  expenses 
columns  are  added  up,  the  totals  being  then  posted  to  the 
debit  of  the  respective  purchases  or  expense  accounts  in 
the  Ledger. 

Columnar  Cash  Books. — The  form  of  Cash  Book 
illustrated  on  page  344  in  connection  with  the  pre- 
paration of  Adjustment  Accounts  furnishes  an  example  of 
a  Columnar  Cash  Book.  The  analysis  columns  there  in- 
serted in  order  to  collect  all  the  items  relating  to  the  Sold 
and  Bought  Ledgers  could  be  equally  well  used  as 
columns  for  the  purpose  of  collecting  items  of  expenditure 
or  income  in  a  classified  form.  If  analysis  columns  are 
thus  used  in  a  Cash  Book  in  order  to  collect  expenses  into 
totals  for  posting  purposes,  each  item  of  expense  is  ex- 
tended into  its  appropriate  column  in  addition  to  being 
entered  in  the  ordinary  way  in  the  "  Cash  "  or  "  Bank" 
columns  proper,  and,  at  the  close  of  any  given  period,  the 
totals  of  these  "  expenses  "  columns  are  posted  to  the 
debit  of  the  various  expenditure  accounts,  thus  obviating 
all  tedious  posting  of  details. 

Analysis  columns  can  be  used  on  the  debit  side  of  a 
Cash  Book  for  the  purpose  of  collecting  income  into  suit- 
able totals  for  posting,  in  the  same  manner  in  which 
expenses  are  treated. 

An  example  of  a  Columnar  Cash  Book  is  on  p.  355,  in 
which  analysis  columns  are  included  for  collecting  various 
items  of  income  and  expenditure  under  appropriate  head- 
ings for  subsequent  Ledger  posting.  In  practice  a  larger 
pumber  of  analysis  columns  would,  in  all  probability,  be 
inserted  on  the  credit  side  of  the  book  in  order  to  make 
the  classification  of  the  expenses  more  exhaustive.  The 
form  which  is  here  shown  is  that  designed  for  a  dispensary 
supported  by  subscriptions  and  donations.  It  will  suitably 
illustrate  the  main  principles  involved. 

Columnar  Ledgers  are  usually  met  with,  in  practice, 
in    connection  with  personal  accounts;    they   are   not 
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generally  suitable  for  the  record  of  nominal  accounts, 
although  columnar  rulings  are  employed  in  the  case  of 
some  nominal  accounts ;  for  example  :  they  will  be  found 
in  the  *'  Purchases "  and  **  Sales "  Accounts  given  on 
pages  59  and  64,  which  are  columnar  in  form. 

Where  an  undertaking  is  compelled,  by  the  nature  of  its 
operations,  to  keep  a  largfe  number  of  personal  accounts 
(usually  for  debtors  or  customers)  which  are  identical  in 
form,  and  contain  items  of  a  stereotyped  nature,  it  is 
possible  to  employ  a  Ledger  suitably  ruled  in  the  columnar 
method  to  accord  with  the  nature  of  the  items  needing 
record,  and  thereby  to  economize  both  time  and 
labour.  All  that  is  necessary  in  order  that  a  Ledger 
shall  comply  with  the  principles  of  Double  Entry  book- 
keeping is — 

1.  That  the  Debit  items  shall  be  grouped  by  them- 

selves apart  from  the  Credit  items. 

2.  That  the  total  of  either  class  of  item  shall  be 

visible,  and  consequently  that  the  "  balance  "  of 
the  account  shall  be  capable  of  being  readily 
ascertained. 

Provided  that  these  requirements  are  complied  with, 
strict  adherence  to  the  ordinary  form  of  Ledger  ruling 
(as  given  on  page  31)  is  a  matter  of  option  and  con- 
venience. 

In  the  ordinary  form  of  Ledger  account,  debit  items  are 
ranged  underneath  one  another  on  one  side  of  the  page, 
and  credit  items  are  similarly  ranged  on  the  other  side 
of  the  page.  In  columnar  Ledgers  the  debit  items  are 
frequently  ranged  side  by  side  on  the  same  line  across 
one  part  of  the  page,  the  credit  items  being  similarly 
ranged  side  by  side  across  the  other  side.  It  is  as  easy 
to  add  together  items  ranged  horizontally  across  a  page 
as  to  add- the  same  items  ranged  vertically.  The  making 
of  additions  horizontally  is  termed  "  cross  casting,"  as 
opposed  to  the  term  "casting,"  which  is  used  to  desig- 
nate additions  made  perpendicularly  in  the  ordinary  way. 

When  Ledger  accounts  can  be  kept  on  a  single  line 
across  a  page  it  will  be  obvious  that  one  page  can  accom- 
modate a  number  of  accounts,  and  if  all  the  Ledger 
accounts  of  a  given  class  consist  of  the  same  number  of 
similar  items,  columns  can  be  ruled  perpendicularly  to 
separate  the  debit  from  the  credit  items.  Many  undertak- 
ings supplying  commodities  of  special  types  to  numerous 
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customers  find  that  their  Debtors'  Ledger  accounts  fall 
within  the  description  given  above;  for  instance,  in  the 
case  of  a  Water  Company,  the  only  debits  in  each  con- 
sumer's account  for  a  given  period  will  be  (1)  for  water 
supplied,  (2)  for  any  arrears  brought  forward,  and  (3)  for 
any  extra  charges,  such  as  those  for  excess  supply  or 
garden-hose  supply  ;  similarly,  the  credits  will  be  for  (1) 
cash  received,  (2)  allowances  made,  (3)  any  outstanding 
balance  carried  forward. 

In  such  a  case  a  columnar  Ledger  can  be  employed  to 
record  the  customers'  accounts  for  a  given  period,  the 
account  for  each  consumer  occupying  one  line  across  the 
page,  the  debit  items  being  separated  from  the  credit 
items.  If  the  width  of  the  book  is  sufficient  the  single 
line  containing  each  personal  account  can  be  made  to 
serve  for  two  or  more  periods,  if  so  desired. 

A  form  of  a  Water  Company's  *'  Consumers  Ledger  "  is 
given  on  page  358. 

In  the  above  form  the  account  of  each  consumer  occu- 
pies a  single  line,  the  number  of  the  house  occupied  being 
inserted  in  column  7,  instead  of  the  name  of  the  occupier, 
the  latter  not  always  being  known  to  the  Water  Company. 

Column  1  contains  the  debit  balance  brought  forward 
from  the  previous  period ;  columns  3  and  5,  with  their 
appropriate  folio  columns  2  and  4,  contain  credit  postings 
for  cash  received  on  account  of  these  arrears,  or  for 
allowances  made  in  respect  of  them.  If  arrears  are 
duly  collected  the  total  of  the  items  in  columns  3  and 
5  should  equal  the  balance  brought  forward  in  column 
1 ;  and,  if  any  items  remain  uncollected  when  the  next 
charge  for  water  falls  due,  the  amount  in  column  1 
must  be  regarded,  together  with  the  items  in  columns 
9  and  10  (see  below),  as  falUng  due  in  the  period 
under  review. 

Columns  9  and  10  contain  the  amounts  due  for 
supply  during  the  period  to  which  the  account  specially 
relates ;  their  total  is  extended  into  column  11,  and 
this  column  (coupled  with  any  unpaid  arrears  in 
column  1)  shows  the  total  amount  due  from  the  con- 
sumer. 

All  cash  received  from  the  consumer  is  inserted  in 
column  13,  and  is  posted  from  the  Cash  Book;  any 
allowances  made  are  inserted  in  column  15,  the  total 
of  these  two  columns  is  inserted  in  column  16,  and, 
by  the   deduction    of   this    latter    total   from    the  total 
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shown  as  due  in  column  11  (with  any  long  outstanding 
arrears  in  column  1),  the  balance  due  from  each 
consumer  at  the  end  of  the  period  is  obtained  for  in- 
sertion in  column  17.  This  balance  forms  the  starting 
balance  for  the  next  period. 

As  regards  the  contra  entries  for  the  items  inserted 
in  the  columns,  the  cash  received  is  invariably  posted 
from  the  Cash  Book,  and  the  allowances  are  posted 
from  the  Allowances  Journal,  the  "  Allowances  "  Ledger 
account  being  debited  in  the  ordinary  way. 

The  totals  to  be  credited  to  "  Water  supplied  "  and 
'*  Excess  Supply  and  Extras  "  accounts  in  the  Ledger  can 
be  obtained  by  adding  up  columns  9  and  10  perpen- 
dicularly. 

The  whole  of  the  columns  should  be  cast  at  the  end 
of  the  page,  and  all  totals  should  agree,  i.e.  the  com- 
bined totals  of  columns  1,  9  and  10  should  equal  the 
combined  totals  of  columns  3,  5,  13,  15  and  17 ;  or, 
alternatively,  the  combined  totals  of  columns  1  and  11 
should  equal  the  combined  totals  of  columns  3,  5,  16 
and  17. 

Columnar  Ledgers  of  this  type  can  be  used  with  much 
advantage  for  undertakings  supplying  a  single  homo- 
geneous commodity  in  bulk  or  by  measure,  e.g.  for 
Gas  or  Electricity.  Ledgers  of  this  form  are  also 
used  by  Dairies  (for  milk,  butter  and  eggs  supplied), 
by  Bakers  (for  bread  supplied),  and  by  other  tradesmen 
dealing  in  similar  commodities. 

The  other  type  of  Columnar  Ledger  commonly  met 
with  proceeds  upon  similar  lines,  with  the  exception 
that  the  accounts  contained  therein  are  ranged  vertically 
instead  of  horizontally ;  the  detail  headings  being  placed 
down  the  page  on  the  extreme  left-hand  side  instead  of 
across  it.  Addition  of  the  items  in  each  personal  account 
is  made  vertically  instead  of  horizontally,  and  the  credit 
items  are  placed  in  a  section  by  themselves  below  the 
debit  items. 

This  form  of  Ledger  is  commonly  used  by  Hotels  to 
record  the  accounts  of  their  guests,  the  various  items 
being  too  numerous  to  be  conveniently  ranged  across 
the  page  of  any  book  of  ordinary  size. 

A  form  o£  an  Hotel  ''  Visitors  Ledger  "  is  on  page  360. 

In  this  form  the  daily  debits  to  each  visitor's  account 
appear  in  the  upper  half  of  the  ruUng,  the  cash  received 
and  other  items  finding  their  due  place  (together  with 
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the  balance  carried  forward  to  the  next  day)  in  the 
lower  part  of  the  form.  All  cash  received  is  posted  from 
the  Cash  Book,  any  allowances  that  may  be  made  are 
posted  from  the  Allowances  Book,  and  any  transfers  from 
this  "  Visitors  Ledger  "  to  an  ordinary  Customers  Ledger 
pass  through  the  Journal. 

This  fovm  of  book  is  restricted  in  use  to  about  thirty 
'*  rooms,"  owing  to  the  available  space  limits  as  regards 
width;  in  hotels  containing  more  than  this  number  of 
rooms  additional  Ledgers  must  be  employed. 

The  advisability  of  adopting  Tabular  Ledgers  depends 
very  much  upon  the  requirements  and  nature  of  the 
particular  business  ;  much  depends  also  upon  the  limits 
of  space  in  respect  of  the  width  or  depth  of  the  Ledger 
pages ;  it  will  be  clear,  however,  that  the  system  cannot  be 
usefully  appHed  unless  the  accounts  contain  items  of  a 
uniform  nature. 


EXERCISES. 

18a. 

1.  Explain  briefly  the  principles  and  practice  of  what  are  known 
as  "  Self -Balancing  Ledgers." 

2.  Rule  a  form  of  Cash  Book  suitable  for  a  business  wherein  a 
General  Ledger,  two  Bought  Ledgers  and  two  Sold  Ledgers  are  in 
operation,  all  these  Ledgers  being  self-balancing  ;  and  enter  therein 
six  specimen  transactions. 

3.  Rule  a  form  of  Sales  Book  to  be  used  in  the  business  mentioned 
in  question  2,  entering  therein  four  specimen  transactions. 

18b. 

From  the  following  particulars  of  a  trader's  transactions 
prepare — 

1.  The  "Bought  Ledger"  ; 

2.  The  "General  Ledger  Adjustment  Account"  kept  in  the 

"Bought  Ledger";    and 

3.  The  "Bought  Ledger  Adjustment  Account"   kept  in  tho 
"General"  Ledger. 

Showing  the  balances  on  these  accounts  at  the  31  st  January,  1909. 

The  Bought  (z.  e.  Creditors')  Ledger  balances  as  at  January  1,  1909, 
were  as  follows— 

£    s.     d. 

Credit  balance— A.  Brown        .         .        .         .  100  19  6 

„  B.  Chaff 200  17  6 

C.  Dark 562  19  8 

D.  Ewart        .        .        .        .  634  12  6 


£  s. 

d 

325  9 

4 

300  0 

0 

3  0 

0 

200  17 

6 

350  0 

3  10 

400  0 

0 
0 
0 

800  0 
100  0 

0 
0 
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The  transactions  needing  record  were  as  under — 

1909. 
Jan.  2.     Bought  of  A.  Brown  goods  on  credit 
„     3.     Paid  A.  Brown  by  cheque  . 
Being  allowed  discount  . 
, ,     4.     Bought  of  B.  Chaff  goods  on  credit     . 
,,     5.     Returned  to  B.  Chaff  part  of  the  goods 
bought  from  him  on  the  4th  inst. 

invoiced  at 15    2    9 

Being  allowed  by  him  full  invoice 
value. 
„     6.     Paid  B.  Chaff  on  account    / 
Being  allowed  discount  . 
,,     8.     Bought  from  C.  Dark  goods  on  credit 
,,     9.     Accepted   C.    Dark's  draft   at   three 
months'  date  for     .... 
,,     9.     Paid  him  by  cheque    .... 
,,  11.     Accepted    D.    Ewart's    draft    at    six 

months'  date  for     .        .        .        .     300    0    0 
,,  16.     Bought  from   D.  Ewart  goods  upon 

credit 100    0    0 

,,  17.     Returned    to    D.    Ewart    the    goods 
bought   on  the    16th   inst.,    being 
allowed  full  invoice  price  therefor  .     100    0    0 
,,  21.     Paid  D.  Ewart  by  cheque  . 
,,  22.     Paid  A.  Brown  by  cheque  . 
^,  28.     Bought  from  A.  Brown  goods 

credit      .... 
,,  31.     Accepted  A.  Brown's  draft  at 

months'  date  for     . 
,,31.     Bought    from    D.    Ewart    goods 
credit      .... 
18c. 
From  the  following  particulars  of  a  trader's  transactions,  in  whose 
business  only  one  "  Sold  "  Ledger  is  kept,  prepare — 

1.  The  relative  "Sold"   Ledger  Adjustment  Account  kept  in 

his  General  Ledger. 

2.  The  relative  General  Ledger  Adjustment  Account  kept  in  his 

* '  Sold  "  Ledger,  bringing  down  the  balance  on  each  account 
as  at  December  31,  1908. 

£      s.    d. 
Total  customers'  debit  balances,  October  1, 

1908 24,621    9    8 

Totals  of  the  following  transactions  for  the 
period,  October  1— December  31,  1908— 
(a)  Cash  received  from  customers  .  .  30,292  14  7 
(&)  Discounts  allowed  them  .  .  .  1,216  4  11 
(c)  Acceptances  received  from  customers  .  5,365  10  0 
{d)  Goods  sold  to  customers  on  credit  .  46,219  4  2 
(e)  Goods  returned  by  customers       .         .  324     1     9 

(/}  Customers' acceptances  returned  by  the 

Bank  dishonoured     ....  300    0    0 

{a)  Bad  debts  written  off,  December  31, 

1908 1,214    9    6 

{Continv.td  ovtrUtrf.') 


upon 
three 


200  0  0 
100  0  0 

321  19  10 

200  0  0 
162  3  9 


SELF^BALANGING  LEDGERS  363 

18c.  {coidinv^.) 

£   s.    d. 
{h)  Cash  disbursed  for  carriage  paid  in 
advance    on     account    of     sundry 
customers  (in  cases  where  the  latter 
defray  carriage)         .         .         .  10    2    9" 

{%)  Packing  and  crates  debited  to  sundry 
customers  (where  the  latter  bear 
these  charges)   .        .         .        .        .  15    2    6 

18d. 

1.  Explain  the  nature  and  uses  of  a  tabular  or  columnar  Ledger  ; 
illustrate  your  answer  by  ruling  a  form  of  tabular  Ledger  either 
(l)for  an  Hotel,  or  (2)  for  a  Water  Company,  inserting  therein  twelve 
specimen  transactions. 

2.  Explain  the  purposes  for  which  columnar  Cash  Books  and 
Journals  are  employed. 

3.  For  what  types  of  businesses  are  tabular  Ledgers  (1)  suitable 
and  (2)  unsuitable  ? 

Answers. — 

ISp.  Balance  of  the  two  Adjustment  Accounts,  January  31,  1909, 
£538  6s.  \0d. 

18c.  Balance  of  both  accounts,  December  31, 1908,  £32,752 18s.  id. 


CHAPTEE  XIX 

DEPARTMENTAL   ACCOUNTS 

In  cases  where  a  commercial  undertaking  deals  in 
different  kinds  of  commodities,  or  performs  services  of 
varying  descriptions  for  the  community,  its  business  is 
usually  subdivided  into  appropriate  departments,  e.g.  a 
clothier's  business  may  be  divided  into  "  Eeady-made 
Clothing,"  "  Hosiery,"  "  Underwear,"  "  Hat "  and 
'*  Gloves  "  Departments. 

This  subdivision  for  administrative  purposes  is  usually 
accompanied  by  a  complementary  subdivision  of .  the 
book-keeping  in  order  that  the  trading  results  of  each 
department  may  be  separately  shown. 

Where  several  departments  exist  in  a  business,  it 
will  usually  be  found  that  one  set  of  Bought  Ledgers 
(Creditors  Ledgers)  and  one  set  of  Sold  Ledgers 
(Debtors  Ledgers)  are  kept  to  contain  all  the  creditors' 
and  debtors'  personal  accounts.  Each  department  will 
very  possibly  purchase  goods  from  the  same  creditors; 
and  it  is  even  more  usual  to  find  that  each  department 
supplies  the  same  customers  with  goods  either  simul- 
taneously or  upon  different  dates.  It  is  highly  desirable 
that  the  whole  of  the  firm's  transactions  with  any  par- 
ticular individual  or  firm  shall  be  contained  in  one  per- 
sonal Ledger  account,  in  order  that  the  financial  position 
at  any  date  as  regards  that  particular  individual  or  firm 
may  be  readily  ascertained,  and  for  this  reason  the  keep- 
ing of  separate  Bought  and  Sold  Ledgers  for  individual 
departments  is  usually  inadvisable. 

In  order,  however,  to  show  the  trading  results  achieved 
by  each  department  separately  some  suitable  subdivision, 
or  analysis  of  the  accounts  from  which  the  Trading 
Account  is  built  up,  is  necessary.  The  Stock  on  hand, 
Purchases  and  Sales,  in  the  case  of  a  trading  business, 
and,  in  addition,  the  manufacturing  wages  and  the  other 
essential  expenses  of  production  in  a  manufacturing 
business,  all  require  to  be  analyzed  as  between  the 
various  departments  to  which  they  relate. 
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Forms  of  analyzed  Purchases,  Sales,  and  Returns 
Books  have  already  been  given  (see  pages  59,  64,  88), 
wherein  the  principle  of  classification,  according  to 
departments,  is  effected. 

As  regards  the  direct  expenses  of  production  in  a 
manufacturing  business,  the  principal  item,  that  of 
**  wages,"  must  be  analyzed  from  the  wages  sheets, 
in  order  that  the  amount  applicable  to  each  department 
may  be  ascertained.  The  Wages  Account  in  the  Ledger 
must  be  ruled  with  appropriate  analysis  columns*  for  each 
department,  just  as  in  the  case  of  the  Purchases  and 
Sales  Accounts  already  described. 

The  other  direct  expenses  of  production  must  be 
analyzed  in  a  similar  manner ;  the  various  expense 
accounts  in  the  books  must  be  ruled  with  analysis 
columns  to  contain  the  expenses  chargeable  to  the 
Trading  Account  of  each  Department,  or  separate 
Ledger  accounts  can  be  opened  for  the  departments  if 
the  subdivisions  are  not  too  numerous. 

If  all  the  accounts  which  contribute  to  the  construc- 
tion of  the  Trading  Account  are  thus  analyzed,  it  becomes 
possible  to  prepare  separate  Trading  Accounts  for  every 
department,  and  consequently  to  show  the  gross  profit 
made  by  each  branch  of  the  business. 

A  Trial  Balance  is  annexed  from  which  a  Trading 
Account  has  been  compiled,  showing  the  gross  profits 
made  by  each  of  the  two  departments  ("  Plate  "  and 
*'  Cutlery  ")  of  which  the  business  consists. 

It  will  be  seen  from  this  illustration  that  the  Plate 
Department  has  made  a  gross  profit  of  £6,503  10s.  Id., 
while  the  Cutlery  Department  has  made  a  gross  profit  of 
£11,225  15s.  8^. 

In  some  businesses  the  ascertainment  of  the  gross 
profit  on  trading  made  by  each  department  is  a  sufficient 
index  to  the  manner  in  which  that  department  is  being 
conducted,  and  the  process  of  analyzing  the  Profit  and 
Loss  Account  upon  similar  departmental  lines  is  not 
resorted  to.  In  the  majority  of  undertakings,  however, 
the  accurate  apportionment  of  the  net  profits  as  between 
the  various  departments  of  the  business  is  deemed 
advisable.  In  cases  where  it  is  desired  to  analyze  the 
Profit  and  Loss  Account  in  departmental  form,  it  becomes 
necessary  to  apportion  the  various  fixed  and  other  work- 
ing expenses  of  the  business  as  between  its  constituent 
departments. 
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The  Eveewear  Plate  &  Cutlery  Co.,  Ltd.,  Birmingham 
TRIAL  BALANCE,  as  on  June  30,  1909 


Share  Capital,  25,000  £1  shares 

Freehold  Land  and  Buildings 

Plant  and  Machinery  {less  Depreciation). 

Stock,  July  1,  190S,  Plate  Dept. 

„  „         Cutlery  Dept 

Sundry  Debtors 

Purchases,  raw  materials,  etc.,  Plate  Dept... 
„  Cutlery  Dept. 

Sales,  Plate  Dept  

„       Cutlery  Dept 

Returns  Outward,  Plate  Dept. 

,,  „         Cutlery  Dept 

Manufacturing  "Wages,  Plate  Dept 

,.  ,,       Cutlery  Dept 

Rent,  Rates,  Taxes  and  other  Office  Expens^es 

Manufacturing  Charges  (including  deprecia- 
tion of  Plant  and  Machinery),  Plate  Dept... 
,,  ,,         Cutlery  Dept. 

Discount  Account 

Bank  Charges  and  Commissions 

Advertising  and  Catalogues 

Travelling  Expenses  and  Sundries 

Sundry  Creditors 

First  Mortgage,  4^  per  cent.  Debentures 

Salaries  and  Travellers'  Commission 

Cash  at  Bank 

Cash  iu  hand 


Dr. 


6,202 
4,040 
1,024 
2,039 
22,000 
17,292 
20,026 


13,209 
18,329 
4,065 

2,094 
8,028 


4,269 

2,471 

10 


£    121,172    17       9     121,172     17 


Cr. 


35,010 

52,515 

321 

109 


3,216 
5.000 


Note.— The  value  of  the  Stock  on  hand  as  on  June  30, 1909,  was  taken  at— 

Plate  Department £4,792  15«.  6d. 

Cutlery  Department £2,025  12«.  9d. 

It  is  frequently  a  matter  of  some  diflQculty  to  state, 
with  any  degree  of  exactitude,  the  exact  proportions  of 
the  business  expenditure  which  relate  to  any  given 
department  of  the  undertaking,  and  some  method  of 
analyzing  the  various  charges,  other  than  their  laborious 
dissection  in  detail,  has  usually  to  be  evolved. 

The  various  expenses  charged  in  the  Profit  and  Loss 
Account  may  be  taken  to  represent  the  cost  of  effect- 
ing, and  obtaining  payment  for,  the  sales  previously  set 
forth  in  the  Trading  or  Manufacturing  Account;  and, 
in  the  majority  of  cases,  it  is  not  an  unwarrantable 
assumption  to  conclude  that  the  cost  of  selling  the 
products  of  all  departments  bears  an  equal  ratio  to 
the  amount  of  the  sales  effected  by  that  department. 
This  assumption  may  not  be  correct  in  some  cases, 
e.g.  where  one  department  is  so  well  established  in 
public  favour  that  it  needs  no  further  advertisement, 
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while  another  department,  yet  in  its  early  stages,  is 
compelled  to  spend  large  sums  in  this  direction,  but  in 
such  cases  allowance  for  any  special  items  of  expense 
must  be  made  prior  to  the  subdivision  of  the  expenditure 
generally. 

Upon  the  assumption  stated  above  the  "Expense" 
items  set  out  in  the  Profit  and  Loss  Account  are 
frequently  divided  as  between  the  departments  of  the 
business  according  to  the  ratio  which  the  totals  of  the 
sales  effected  by  each  department  bear  to  the  total  sales 
of  the  whole  business ;  e.  g.  if  the  sales  effected  by 
Department  "  A  "  be  £20,000  and  those  by  Department 
"B"  be  £40,000,  the  whole  of  the  expenses  set  forth 
in  the  Profit  and  Loss  Account  would  be  divided  and 
charged,  as  to  33 J  per  cent,  of  them,  to  the  separate 
Profit  and  Loss  Account  for  Department  "A,"  and  as 
to  66|  per  cent,  of  them  to  the  similar  account  for 
Department  "B." 

This  process  of  the  subdivision  of  expenses  is  frequently 
applied  to  the  whole  of  the  expenses  of  an  undertaking, 
and  will,  in  the  majority  of  cases,  give  a  result  which 
may  be  regarded  as  being  as  fair  an  apportionment 
as  can  be  conveniently  arrived  at.  If,  however,  in  any 
particular  case  a  more  reliable  method  of  calculation  can 
oe  made  use  of  in  relation  to  one  or  more  special  types  of 
expenditure  {e.g.  the  advertising  expenditure  previously 
mentioned),  such  expenses  should  of  course  be  dissected 
separately,  and  duly  charged  to  the  department  for  which 
they  were  incurred ;  the  spreading  of  the  expenses  over 
the  departments  upon  the  basis  of  the  totals  of  the  sales 
can  then  be  applied  to  such  other  forms  of  expense  as 
do  not  readily  lend  themselves  to  individual  dissection. 

A  departmental  Profit  and  Loss  Account  is  annexed, 
prepared  from  the  Trial  Balance  previously  given  as  an 
illustration  in  this  chapter,  in  which  the  expenses  have 
been  apportioned  upon  the  basis  of  the  total  sales. 

The  organization  of  Departmental  Accounts  is  a  matter 
wherein  differences  of  practice  will  be  frequently  found, 
due  in  most  cases  to  the  different  objects  for  which  the 
results  are  required  by  the  proprietors  of  the  business, 
or  to  the  trading  peculiarities  of  any  given  business.  The 
foregoing  remarks,  however,  will  serve  the  student  as  a 
guide  to  the  main  principles  involved. 

In  some  cases  separate  Departmental  Ledgers  are  kept 
in  order  to  record  the  whole  of  the  transactions  of  each 
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Department,  including  its  Debtors  and  Creditors,  the 
whole  of  the  book-keeping  of  each  department  working 
up  to  an  Adjustment  Account  in  the  Departmental 
Ledger,  and  in  the  General  Ledger,  each  department 
being  conducted  as  a  business  apart.  This  form  of 
organization  is,  however,  not  very  common,  and  in  many- 
cases  would  be  so  laborious  that  its  general  adoption  is 
impracticable. 

Branch  Accounts 

The  official  record  of  the  financial  relationships  exist- 
ing between  the  Head  Office  of  an  undertaking  and  its 
branch  business  or  businesses,  and  vice  versa,  is  a  matter 
upon  which  considerable  diversity  of  practice  exists,  the 
methods  employed  naturally  varying  according  to  the 
circumstances  of  each  case.  A  Branch  business  may,  in 
some  cases,  act  solely  as  a  depot  for  the  receipt  of  orders 
which  are  executed  direct  from  the  Head  Office,  or 
it  may  act  merely  as  a  collecting  agency,  or  occupy  in 
other  respects  a  subordinate  position;  in  any  of  these 
cases  it  can  hardly  be  said  to  trade  independently,  and 
its  transactions  are,  in  these  circumstances,  usually 
embodied  periodically  in  the  Head  Office  books,  small 
sums  of  petty  cash  being  entrusted  to  the  Branch  manager 
for  the  purpose  of  making  the  necessary  disbursements. 
The  only  books  kept  at  the  Branch  in  such  cases  consist 
of  a  Petty  Cash  Book,  and  possibly  one  or  more  statistical 
registers. 

In  a  more  advanced  stage  of  the  Branch's  history, 
independent  trading  may  have  become  established,  but 
the  whole  of  the  records  may  still  be  kept  at  the  Head 
Office.  In  such  a  case  the  Branch  is,  for  book-keeping 
purposes,  regarded  much  in  the  light  of  a  separate 
department  of  the  Head  Office  of  the  undertaking,  and 
the  records  kept  at  the  Head  Office  will  be  framed  upon 
departmental  lines.  A  separate  Branch  Ledger  is  kept 
at  the  Head  Office  in  cases  of  this  description,  in  which 
all  Branch  transactions  and  Ledger  Accounts,  e.  g.  Pur- 
chases, Sales,  Stock,  Debtors,  Expenses,  etc.,  are  grouped 
together,  apart  from  the  rest  of  the  book-keeping;  an 
Adjustment  Account  for  this  "  Branch  Ledger "  is  fre- 
quently kept,  having  its  counterpart  in  the  "  Branch 
Ledger  Adjustment  Account"  in  the  General  Ledger; 
but  inasmuch  as  the  whole  of  the  transactions  pass 
through  the  one  set  of  Head  Office  books,  there  can 
scarcely  be  said  to  be  any  special  features  in  the  book- 
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keeping  involved  v^hich  call  for  detailed  explanation. 
The  characteristics  of  departnaental  book-keeping  and 
adjustment  accounts  have  already  been  explained;  and 
the  accounts  of  a  Branch,  the  whole  of  whose  book-keeping 
is  recorded  in  the  Head  Ofi&ce  books,  and  not  at  the  Branch 
itself,  are  merely  a  form  of  the  one,  kept  in  a  separate 
Ledger,  coupled  with  the  interposition  of  the  other. 

When,  however,  a  Branch  establishes  itself  in  a  position 
of  more  or  less  independent  trading,  albeit  the  Head 
Office  may  still  supply  it  with  all  its  commodities  or 
capital,  or  assist  it  in  other  ways,  it  usually  becomes 
necessary  for  the  Branch  to  effect  its  own  book-keeping. 

In  such  case  a  separate  set  of  books  is  kept  at  the 
Branch  upon  the  Double  Entry  method  in  the  ordinary 
way,  and,  except  for  the  single  Ledger  account,  to  be  ex- 
plained later  on,  entitled  "Branch  Account,"  none  of  the 
Branch  transactions  appear  in  the  Head  Office  books.  The 
Head  Office  and  the  Branch  will,  for  book-keeping  pur- 
poses, regard  each  other  in  the  light  of  ordinary  debtor 
and  creditor,  the  current  account  kept  by  the  Head  Office 

for  the  Branch  in  its  Ledger  being  entitled  " Branch 

Account,"  and  the  current  account  kept  by  the  Branch  in 
its  Ledger  for  the  Head  Office  being  entitled  "  Head 
Office  Account."  All  sums  or  commodities  remitted  or 
disbursed  by  the  Head  Office  to  or  for  the  Branch  will 
be  debited  by  the  former  to  the  latter  (in  the  "  Branch  " 
Account),  and  credited  by  the  latter  to  the  former  (in  the 
"Head  Office  "  account),  and  vice  versa;  the  relation  so 
far,  for  book-keeping  purposes,  being  exactly  as  though  the 
Head  Office  and  its  Branch  were  two  independent  under- 
takings effecting  frequent  transactions  with  each  other, 
instead  of  being  sections  of  one  combined  concern.  This 
relation  of  debtor  and  creditor  as  between  the  Head 
Office  and  the  Branch  is  sometimes  carried  further  than 
mere  book-keeping  entries.  A  Head  Office  vdll  frequently 
sell  and  invoice  to  its  Branch  the  goods  wherewith  the 
latter  carries  on  its  trading,  just  as  it  would  do  if  it 
were  selling  them  to  an  outside  customer.  It  will  some* 
times  even  hold  its  Branch  bound  to  remit  for  these 
goods  just  as  would  be  the  case  with  an  ordinary  cus- 
tomer, except,  of  course,  that  there  can  be  no  question 
of  actual  liability,  or  of  any  legal  action  to  enforce  it. 
Many  of  these  ordinary  trade  customs,  as  between  the 
Head  Office  and  the  Branch,  are  brought  into  operation 
in  order  to  ease  the  task  of  finance  at  the  Head  Office, 
and   to  afford  a  more  efficient  check  upon  the   Branch 
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manager,  both  as  regards  his  finance  and  the  results  of 
his  administration. 

In  a  case  proceeding  upon  the  Unes  just  indicated  the 
Head  Office  concerns  itself  with  its  own  book-keeping, 
and,  except  for  the  "  Branch  Account "  kept  by  it,  is  not 
cognizant  of  the  Branch  book-keeping  at  all.  The  Branch 
similarly  manages  its  own  affairs,  and  has  no  cognizance 
of  the  Head  Office  book-keeping  beyond  the  entries  con- 
tained in  its  own  account  at  the  Head  Office  as  comple- 
mented by  similar  entries  in  its  own  "  Head  Office " 
Ledger  account. 

At  the  end  of  any  given  trading  period  the  Branch 
prepares,  in  its  own  books,  a  Profit  and  Loss  Account 
which  will  show,  in  the  usual  way,  a  balance  either  of 
profit  or  loss.  »  This  balance  of  profit  or  loss  is  transferred 
from  the  Profit  and  Loss  Account,  not  to  the  credit  or  debit 
of  a  "  Capital  Account  "  (for  such  an  account  does  not  exist 
in  the  Branch  books),  but  to  the  credit  or  debit  of  the 
"  Head  Office  "  account.  The  making  of  this  entry  is  per- 
haps the  one  respect  in  which  the  Branch  books  fail  to 
resemble  exactly  the  books  of  an  independent  business. 

Concurrently  the  Head  Office  will,  at  the  end  of  each 
trading  period,  duplicate  in  its  "Branch"  account  the 
entry  for  Profit  or  Loss  made  by  the  Branch  Office  in  the 
"Head  Office  Account,"  debiting  the  "Branch  Account" 
with  any  profit  made  at  the  Branch,  and  crediting  its  own 
(Head  Office)  Profit  and  Loss  Account  with  the  like  sum, 
or  crediting  the  Branch  Account  with  any  loss  the  Branch 
may  have  sustained  and  debiting  its  own  (Head  Office) 
Profit  and  Loss  Account.  Any  profit  or  loss  made  at  the 
Branch  is  thus  eliminated  from  the  Branch  books,  and 
brought  into  the  Head  Office  trading  results  for  the  period 
under  review. 

At  the  close  of  a  financial  period  it  will  be  necessary  for 
the  Head  Office  of  the  concern  to  prepare  a  Balance  Sheet 
showing  the  position  of  the  undertaking  as  a  whole,  and 
incorporating  both  the  Trial  Balance  prepared  by  the  Head 
Office  from  its  own  books  and  the  separate  Trial  Balance 
prepared  by  the  Branch  from  the  set  of  books  kept  there. 

In  the  Head  Office  Trial  Balance  the  Branch  will  be 
shown  either  as  a  debtor  or  a  creditor  for  a  given  balance 
of  account.  Inasmuch  as  every  entry  originated  either  by 
the  Head  Office  or  its  Branch,  and  entered  in  the  current 
account  kept  between  them,  is  duplicated  by  the  other 
party  to  the  account  on  the  opposite  side  of  the  Ledger, 
it  must  follow  that  for  whatever  sum  the  Head  Office  may 
02 
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show  its  Branch  as  a  debtor  or  creditor  in  its  Trial 
Balance,  for  that  same  sum  the  Branch  must  show  the 
Head  Office  as  respectively  creditor  or  debtor  in  its  own 
Trial  Balance ;  e.  g.  if  in  the  Head  Office  Trial  Balance 
the  "Branch  Account"  appears  as  a  debtor  for  £1,500, 
in  the  Branch  Trial  Balance  the  "  Head  Office  Account  " 
must  be  shown  as  a  creditor  for  £1,500. 

Owing  to  the  fact  that  the  balances  of  the  current 
accounts  of  the  Branch  and  Head  Office  coincide  in  this 
manner  it  is  possible  to  construct  a  combined  Trial 
Balance  and  Balance  Sheet  of  the  whole  undertaking. 

If  two  "  agreed  "  Trial  Balances  be  taken,  one  of  which 
includes  a  certain  balance  (either  debit  or  credit),  while 
the  other  includes  the  same  balance  on  the  opposite  side 
to  that  upon  which  it  appears  in  the  former,  it  is  possible 
to  eliminate  this  particular  balance  in  either  statement, 
and  thereupon  to  combine  the  remaining  balances  in 
either  statement  into  one  "  combined "  Trial  Balance, 
the  sides  of  which  will  still  agree. 

Consequently,  if  the  Trial  Balance  of  a  Branch  showing 
the  Head  Office  balance  for  a  certain  amount  on  one  side 
of  the  Ledger  be  combined  with  the  Trial  Balance  of  the 
Head  Office  books  (in  which  is  shown  a  "Branch  Account" 
balance  for  the  same  amount  on  the  opposite  side),  a 
consolidated  Balance  Sheet  of  the  whole  concern  can  be 
prepared  showing  the  combined  position  of  both  the 
Branch  and  the  Head  Office. 

This  principle  is  carried  out  in  the  example  annexed, 
in  which  the  combined  Balance  Sheet  of  an  undertaking 
is  prepared  from  the  separate  Trial  Balances  extracted 
from  the  Head  Office  and  the  Branch  books. 

The  British  Boot  Manufacturing  Co.,  Ltd. 
LONDON  OFFICE  TRIAL  BALANCE,  December  31,  1909 


Dr. 

Cr. 

Cash  at  Bank 

3,294 
30,761 
32,176 

4,130 
5,000 
7,423 

s. 

16 

3 

19 

12 
0 

2 

4 
2 

6 
0 
2 

£ 

20,766 

20,000 
40,000 

2,020 

s. 

12 

0 
0 

0 

d. 

Sundry  Creditors         

4 

Share  Capital,  20,000  Shares  of  £\   each, 
ftillyi)aid 

0 

Debentures. .'. 

0 

Patents  and  Goodwill 

LoHdon  Profit  and  Loss  Account  (Balance) 

0 

£82,786  1  12  :     4 

£82,786 

l.l 

4 
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The  BRiTrsH  Boot  Manufacturing  Co.,  Ltd. 

LEICESTER   BRANCH  TRIAL    BALANCE, 
December  31,  1909 
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stock  of  Goods  on  hand 

Sundry  Debtors 

Leasehold  Premises 

Cash  at  Bank 

London  OflBce  Account 

Leicester  Profit  and  Loss  Account  (Balance) 


Dr. 

Cr. 

i        £ 

«. 

d. 

£ 

s. 

d. 

1       3,496 

12 

9 

1 

8,592 

15 

7 

1,200 

0 

0 

1 

851 

7 

0 

I 

7.423 

1 

2 

I 

1,217 

14 

2 

£8,640 

15 

4 

£8,640     15 

4 

The  British  Boot  Manufacturing  Co.,  Ltd. 

BALANCE  SHEET,  as  at  December  31,  1909 


Liabilities. 

Share  Capital— 

20,000  Shares  of  £1  each 

Debentures  

Sundry  Creditors 

Profit  and  Loss  Account — 
London. ..£2,020  0  0 
Leicester    1,217  14    2 


20,000 
40,000 
20,766 


3.237 


£    84,004     6  6 


Assets. 

Goodwill   and    Patent 
Rights 

Plant  and  Machinery 

Leasehold  Premises 

Stock  of  Goods  on  hand- 
London  ...£30,761    3    4 
Leicester..     3,496  12    9 

Sundry  Debtors- 
London  ...£32,176  19    2 
Leicester..    3,592  15    7 

Cash  at  Bank- 
London  ...£3,294  16    2 
Leicester...      351    7    0 


5,000 
4,130 
1,200 


34,257 


35,769 


3,646 


£84,004     6 


Note.— In  a  Balance  Sheet  prepared  for  publication  the  details  relating  to  the 
"London"  and  "Leicester"  Branch  balances  would  not  be  shown,  only  the 
totals  given  in  the  princijial  column  being  included.  Tlie  Head  Office  and  Branch 
totals  have  been  state!  separately  in  the  above  example  for  the  sake  of  clearness. 

In  preparing  the  combined  Balance  Sheet  of  a  firm 
having  a  Head  Office  and  one  or  more  Branches  in  the 
manner  illustrated  above,  it  must  be  borne  in  mind  that  no 
"agreement"  of  the  consolidated  Balance  Sheet  can  be 
effected  unless  the  Head  Office  and  the  Branches  schedule 
each  other  reciprocally  as  debtors  and  creditors  for  like 
amounts.  It  sometimes  happens  that  a  Head  Office  will, 
on  the  last  day  of  a  given  financial  period,  remit  money  to 
a  Branch,  debiting  the  Branch  therewith  at  the  moment 
of  making  the  remittance ;  the  money  may  not,  however, 
reach  the  Branch  until  the  next  day,  i.  e.  after  the  books 
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have  been  dosed.  As  a  consequence  of  transactions  of 
this  nature,  it  may  sometimes  happen  that  a  Head  Office 
schedules  a  Branch  in  its  Trial  Balance  as  a  debtor  (or 
creditor)  for  a  greater  sum  than  is  acknowledged  in  the 
Trial  Balance  of  the  Branch. 

The  amount  of  the  Head  Office  balance  must,  in  such 
a  case,  be  made  to  tally  with  the  Branch  balance  before 
any  preparation  of  a  combined  Balance  Sheet  is  attempted. 
This  can  be  effected  in  the  Head  Office  books  by  trans- 
ferring any  remittances  made  to  the  Branch,  but  not 
received  by  the  latter  until  after  date  of  balancing,  from 
the  Branch  account  into  a  "  Eemittances  in  Transit 
Account " ;  in  this  way  the  Head  Office  balance  will  be 
brought  into  agreement  with  the  Branch  balance,  and  the 
elimination  of  the  two  equal  balances  is  permissible  when 
preparing  a  combined  statement. 

A  Branch  account  and  a  Head  Office  account  may  differ 
in  similar  manner  owing  to  remittances  in  transit,  from 
the  former  to  the  latter,  at  the  date  of  balancing. 

Where  a  concern  comprises  a  Head  Office  with  more 
than  one  Branch,  elimination  of  the  equal  (and  opposite) 
Branch  and  Head  Office  accounts,  when  preparing  a 
combined  Balance  Sheet  of  the  whole  undertaking,  is 
effected  in  the  manner  previously  described.  Again, 
where  inter-Branch  accounts  exist  as  well  as  accounts 
between  the  Head  Office  and  Branches,  the  principle  of 
eliminating  Branch,  Head  Office  and  inter-Branch  accounts 
(subject  to  them  all  having  been  brought  into  agreement 
with  one  another)  applies,  and  the  procedure  is  identical. 

An  example  of  the  preparation  of  a  combined  Balance 
Sheet,  where  remittances  in  transit  at  the  date  of  balanc- 
ing have  caused  the  Branch  and  Head  Office  reciprocal 
balances  to  differ,  is  appended. 


Player  Bros.,  London  and  Lincoln. 
LONDON  OFFICE  TRIAL  BALANCE, 

December  31,  1908 

Dr. 

Or. 

Cash  at  Bank 

£ 

1,050 
8,346 
3,241 

1,209 

«. 

16 
9 
9 

12 

d. 

2 
5 

2 

4 

£ 

3,848 
10,000 

». 

7 
0 

d. 

Stock  of  Goods  

Sundi^  Creditors                    

1 

Partners'  Capital  Accounts 

0 

£13,848 

7 

1 

£13,848 

7 

1 
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Player  Bros.,  London  and  Lincoln. 

LINCOLN   BRANCH  TRIAL  BALANCE, 
December  31,  1908 


Dr. 

Cr. 

Cash  at  Bank ' 

604 
1,507 

s. 

16 
12 

d. 
2 
9 

i    ' 

\ 

\       1,102 
909 

8. 

16 
12 

d. 

Stock  of  Goods      1 

Sundry  Cre<lit«)rs ' 

London  Office  Account     .                   .... 

7 
4 

£2,012 

8  1  11 

£2,012 

8 

11 

XoTB.— On  December  31  the  Lon<lon  office  remitted  to  the  Lincoln  Branch  £100 
cash,  wliic.li  did  not  arrive  until  January  1, 1909  ;  italso,  on  December  31,  disi)atched 
goods  to  the  Lincoln  Branch  of  the  value  of  £200,  which  did  not  arrive  until 
January  4.  Both  these  items  were  debited  by  London  to  Lincoln  on  the  day  of 
dispatch,  and  wMr«  credited  by  Lincoln  to  London  on  the  day  of  arrival. 

Player  Bros.,  London  and  Lincoln.    - 

BALANCE  SHEET,  as  at  December  31,  1908 


LliLBILITIES. 

Partners'  Capital 

Sundry  Creditors- 
London £:5,848    7    1 

Lincoln 1.102  16    7 


£ 
10,000 

4,951 


14.951    3 


Stock  Of  Goods  on  hand— 

London £8,241     9    2 

Lincoln 1,507  12    9 

In  Transit....    200    0    0 

Sundry  Debtors 

Cash  in  Bank — 

London £1,050  16    2 

Lincoln 504  16    2 

In  Transit....    100    0    0 


4,949 
8,346 


1,655 


14,951     3   8 


».d. 


Ill 
9   5 


Note.— In  preparing  the  above  combined  Balance  Sheet,  the  "  Lincoln  Branch 
Account"  in  the  London  books  (£1,209  12«.  4<i,)  is  reduced  to  £909  12«.  4rf.  (a 
figure  which  tallies  with  the  London  Account  in  the  Lincoln  books),  £200  being 
debited  to  "Goods  in  Transit,"  and  £100  to  "Cash  in  Transit"  as  at  the  date 
of  balancing. 

One  other  type  of  Branch  account,  proceeding  upon 
ordinary  principles  but  containing  special  features,  may  be 
mentioned  in  conclusion,  viz.  those  relating  to  Branches 
where  all  the  commodities  dealt  in  are  supplied  by  the 
Head  Office,  and  are  charged  to  the  Branch  not  at  cost 
price  but  at  the  price  at  which  the  Branch  is  to  sell  them. 

The  accounts  between  the  Head  Office  and  the  Branch 
in  such  a  case  are  of  the  ordinary  character,  but  in  the 
preparation  of  a  Profit  and  Loss  Account  care  must  be 
taken  to  include  the  Stock  on  hand  at  the  end  of  the 
period  at  cost  price,  and  not  at  the  selling  price  at  which 
it  has  been  invoiced  to  the  Branch. 

The  practice  of  invoicing  goods  to  a  Branch  at  sell- 
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ing  price  affords  a  better  check,  in  many  cases,  upon  the 
employees,  and  leakage  of  stock  is  minimized.  At  any 
given  date  the  Branch  must  have  in  hand  either  stock 
(taken  at  selling  price),  book  debts,  or  cash  to  the  amount 
of  its  debit  in  the  Head  Office  books,  and  any  defalcations 
should,  under  this  system,  become  quickly  apparent. 

This  system  also  greatly  facilitates  the  process  of  taking 
stock,  a  procedure  which  is  carried  out  at  frequent  in- 
tervals by  the  great  "  Multiple  Shop  "  concerns,  which 
almost  invariably  employ  the  practice  of  invoicing  all 
goods  supplied  to  the  various  Branches  at  selling  prices. 

At  balancing  dates,  entries  must  be  passed  in  the 
Head  Ofi&ce  books  reversing  the  profit  previously  taken 
credit  for  on  the  stock  remaining  at  that  date  unsold 
in  the  hands  of  the  Branches.  The  system  as  here 
described  is  specially  applicable  to  concerns  owning  many 
retail  Branches  doing  an  almost  exclusively  cash  business, 
e.  a.  tobacconists. 

Foreign  Currencies 
(See  also  Compendium,  pp.  684,  686-688) 

In  the  preceding  part  of  this  chapter  the  principles 
upon  which  transactions  between  a  Head  Office  and  its 
Branches  are  recorded  have  been  outlined.  In  the  cases 
illustrated  therein,  however,  it  was  assumed  that  the 
currency  of  the  parent  house  and  the  Branch  were  the 
same  in  each  case  {i.  e.  British) ;  it  is  necessary  therefore 
to  supplement  the  explanations  given  above  with  par- 
ticulars of  the  method  of  dealing  with  the  accounts  of 
firms  which  have  established  branches  in  countries  whose 
monetary  system  differs  from  that  of  the  parent  house. 

The  explanations  previously  given  in  regard  to  Branch 
accounts  apply  as  between  a  home  firm  and  its  foreign 
Branch,  subject  to  certain  modifications  arising  out  of 
currency  differences.  No  new  book-keeping  principles 
are  involved  in  the  case  of  foreign  Branches,  and  the  rule 
as  between  Head  Office  and  Branch  of  treating  each  other, 
for  book -keeping  purposes,  as  debtors  and  creditors  applies 
with  equal  force.  The  method  upon  which  Branch  profits 
^e  brought  into  the  Head  Office  books  by  means  of  a 
debit  to  the  Branch  account  also  applies  in  principle. 

The  Head  Office  books  must,  of  course,  be  kept  in 
sterling  in  order  that  a  sterling  Trial  Balance  may  be 
available ;  and,  at  the  same  time,  the  Branch  books  must 
be  kept  in  currency  in  order  that  convenient  records  of 
local  trading  may  be  forthcoming.     There  are  thus  two 
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sets  of  books  kept  concurrently,  one  at  home  in  sterling, 
and  the  other  abroad  in  foreign  currency,  and  transfers 
of  value  are  continually  passing  from  the  one  set  of  books 
(kept  in  sterling)  to  the  other  set  of  books  (kept  in  the 
local  currency),  or  vice  versa,  through  a  "Branch  Account" 
kept  in  the  former  set  of  books  in  sterling,  and  com- 
plemented in  a  "Head  Office  Account"  kept  in  the  local 
currency  in  the  Branch  books. 

I.  Branches  with  Stable  Bates  op  Exchange 

If  the  foreign  Branch  is  established  in  a  country  where 
the  rates  of  exchange  with  London  are  stable,  the  problem 
of  dovetailing  the  foreign  Trial  Balance,  the  foreign  profits 
made,  and  remittances  between  the  Head  Office  and  the 
foreign  Branch  into  the  Head  Office  books  becomes  a 
simple  one.  If  a  certain  amount  of  the  foreign  currency 
can  be  uniformly  taken  to  be  the  equivalent  of  £1  sterling, 
all  the  transactions  with  the  foreign  Branch  which 
involve  local  currency  can  be  recorded  in  sterling  in  the 
Head  Office  books  upon  the  basis  of  this  exchange  ratio, 
and  the  **  local  currency "  balance  of  the  "Head  Office 
Account  "  upon  the  Branch  books,  if  converted  into  sterl- 
ing at  this  rate,  will  equal  the  balance  of  the  "  Branch 
Account "  kept  in  sterling  in  the  Head  Office  books.  A 
further  consequence  is  that,  without  upsetting  the  agree- 
ment of  the  Head  Office  books,  the  Branch  Trial  Balance 
can  be  converted  into  sterling  and  amalgamated  with 
the  Head  Office  Trial  Balance  (eliminating,  of  course,  the 
balances  of  the  "  Head  Office  "  and  "  Branch  "  Accounts), 
and  the  profit  made  by  the  Branch,  when  converted  into 
sterling  at  the  fixed  rate,  can  be  credited  to  the  Head 
Office  Profit  and  Loss  Account  in  the  ordinary  way. 

This  assumption  is  possible  in  the  case  of  most  Euro- 
pean countries,  the  United  States,  and  the  majority  of 
the  British  colonial  possessions,  i.  e.  in  the  case  of  countries 
wherein  the  local  standard  of  currency  is  gold.  In  the 
case  of  countries  whose  standard  of  money  is  silver,  and 
where  a  gold  currency  does  not  exist,  the  value  of  the 
local  unit  expressed  in  pounds  sterling  rises  and  falls  with 
the  price  of  metallic  silver  on  the  London  metal  market ; 
such  "fluctuating"  currency  therefore  requires  special 
treatment  if  a  Branch  house  is  established  within 
their  boundaries. 

The  following  assumptions  are  usually  permissible  in 
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the   case   of  foreign   branches   in  the  countries  set  out 
below — 

France  (1),  Belgium  (1),  ^  25  francs  (1),  or  25  lure  (2), 
Switzerland  (1),  Italy  V  or  24  crowns  (3)  =  £1 
(2),  Austria  (3)  J      sterling. 


uniteu  ouabes  oi  n^un 
and  Canada 

■'^''-''l  1  dollar  =49i  pence. 

British  India  . 

. '  15    rupees  =  £1  sterling. 

Germany 

.     20    marks             „ 

Straits  Settlements 

.     10    dollars 

Mexico  . 

.     10    dollars            „ 

Holland . 

.     12    "gulden"      „ 

Eussia    . 

.     10    roubles          „ 

Denmark,   Norway 
Sweden 

^""^jlSI  kronen 

These  assumed  rates  of  exchange  will  rarely  differ  from 
the  actual  rate  current  at  any  one  time  by  more  than  Id. 
to  3^.  in  the  £  sterling ;  for  instance,  the  French  mint  par 
of  exchange,  i.  e.  the  theoretical  value  in  French  money  of 
£1  sterling,  is  approximately  25* 22 J  {i.  e.  SSoVir  francs  for 
£,1  sterling),  which  differs  to  the  extent  of  only  2\d.  from 
the  rate  given  above,  and  this  Par  of  Exchange  is  the 
point  about  which  market  quotations  should  theoretically 
tend  to  approximate.  Similarly,  the  German  par  of  ex- 
change differs  to  the  extent  of  approximately  4d.  in  the  £ 
from  the  arbitrary  rate  of  20  marks  to  the  £  given  above, 
the  Dutch  rate  M.  in  the  £,  and  the  Danish  rate  l\d.  in 
the  £.  The  British  India  rate  of  15  rupees  to  the  £  is  a 
very  common  dealing  quotation,  as  is  also  the  United 
States  rate  of  49 1^.  per  dollar. 

In  the  case,  therefore,  of  foreign  Branches  situate  in 
any  of  these  "stable  exchange"  countries,  which  keep 
their  books  in  the  local  foreign  currency,  an  arbitrary  rate 
of  exchange  can  be  assumed  for  converting  items  from 
currency  into  sterling  and  vice  versa. 

The  "Branch  Account"  in  the  Head  Office  Ledger 
should  be  ruled  with  columns  for  sterling  and  currency 
on  either  side,  and  all  assets  sent  by  the  Branch  to  the 
Head  Office,  or  vice  versa,  should  be  passed  through  this 
account  in  both  sterling  and  foreign  currency,  the  conver- 
sion being  effected  at  the  agreed  "  fixed  "  rate  of  exchange. 
In  remitting  cash  from  the  Head  Office  to  the  Branch,  or 
vice  versa,  the  rate  of  exchange  at  which  the  remittance 
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is  actually  effected  through  a  bank  will,  in  all  probability, 
differ  from  the  rate  of  exchange  assumed  for  the  purposes 
of  book-keeping  records.  In  order  to  preserve  the  con- 
tinuity of  the  assumed  rate  of  exchange  throughout  the 
books,  the  number  of  dollars,  francs,  marks,  or  whatever  the 
currency  expression  of  the  remittance  may  be,  must  be 
worked  out  in  sterling  at  the  assumed  rate,  and  the  sterling 
figure  so  arrived  at  is  the  amount  which  must  be  entered 
in  the  Branch  Account  in  the  Head  Office  books;  the 
difference  between  this  sterling  figure  and  the  sterling 
sum  actually  paid  to  or  received  from  the  bank  should 
be  regarded  as  so  much  incidental  premium  or  discount, 
and  should  be  carried  to  the  "Profit  (or  Loss)  on 
Exchange  "  Account. 

An  illustration  of  this  principle  may  perhaps  be  given 
here  with  advantage.  Assume  that  a  London  house  with 
a  Branch  in  Paris,  working  upon  a  "  fixed  "  exchange  of 
25  francs  to  the  £,  remits  to  the  latter  a  cheque  for 
fcs.  25,000  bought  in  London  from  the  Credit  Lyonnais. 

For  this  cheque  the  London  house  will  pay,  according 
to  the  rate  of  the  day,  say  25-10  {i.  e.  Ib^j^ih.  francs,  being 
the  equivalent  of  £1),  viz.  £996  Os.  U.  The  Head  Office 
will  not,  however,  debit  the  Paris  house  with  £996  Os.  4d, 
but  with  25,000  francs  at  an  exchange  of  25,  viz.  £1,000., 
and  will  credit  the  difference  between  the  actual  cost  of 
the  francs  (£996  Os.  4^.)  and  the  assumed  value  at  the 
"fixed"  rate  (£1,000),  i.e.  £3  19s.  8d,  to  the  "Profit  (or 
Loss)  on  Exchange  "  Account  kept  in  its  own  books. 

Conversely,  if  the  Paris  house  buys  a  draft  for  £1,000 
at  exchange  25*10,  paying  25,100  fcs.  therefor,  and  remits 
it  to  London,  the  London  house  must  credit  the  Paris 
Branch  with  25,100  fcs.  and  £1,004  sterling,  debiting  £4 
to  the  "  Profit  (or  Loss)  on  Exchange "  Account  and 
£1,000  to  its  bankers. 

If  preferred,  remittances  between  a  Head  Office  and 
its  Branch  instead  of  being  entered  immediately  upon 
their  occurrence  in  the  Branch  Account,  may  be  debited 
or  credited  in  sterling  to  a  separate  account,  ruled  with 
currency  and  sterling  columns,  and  entitled  "  Eemittance 
Account."  This  account  can  be  extended  into  local 
currency  at  the  fixed  rate  of  exchange  at  the  end  of  the 
trading  period,  and  can  then  be  transferred,  in  total, 
into  the  Branch  Account,  the  total  "Profit  (or  Loss)  on 
Exchange  "  {i.  e.  the  total  or  net  difference  between  the 
transactions  converted  at  the  actual  rates  and  the  same 
transactions  converted  at  the  arbitrary  rate)  being  there- 
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upon  transferred  in  one  item  to  the  "  Profit  (or  Loss)  on 
Exchange  "  Account  in  the  Head  Office  books. 

Where  a  business  is  working  on  a  *'  fixed "  rate  of 
exchange  in  this  manner,  and  remittances  between  the 
Head  Office  and  its  Branches  are  frequent,  the  "  profits 
and  losses "  on  exchange  will  frequently  equalize  one 
another  approximately.  If  the  assets  carried  in  the 
Branch  books  are  considerably  in  excess  of  the  amount 
of  the  local  creditors,  the  use  of  a  fixed  rate  of  exchange, 
which  is  in  reality  below  the  normal  rate  {i.  e.  in  which 
the  number  of  units  of  local  currency  taken  for  the  fixed 
rate  is  less  than  in  practice),  may  cause  slight  over-valuation 
of  the  excess  of  foreign  assets  over  liabiUties,  and  thus 
tend  to  slightly  overstate  the  assets  in  the  London  Balance 
Sheet  as  a  whole.  Where  this  tendency  is  apparent,  a 
reserve  for  loss  on  exchange  should  be  built  up  in  the 
London  books,  and  for  this  purpose  the  "profits"  apparent 
on  remittances  may  be  utilized. 

A  form  of  Ledger  account  containing  columns  for 
sterling  and  local  currency,  suitable  to  contain  the  record 
of  Branch  accounts  and  Remittance  accounts  is  on  p.  380, 
the  entries  in  which  are  sufficiently  clear  without  fm^ther 
detailed  explanation. 

An  example  of  the  Trial  Balances  appertaining  (1)  to 
the  London  Head  Office  and  (2)  to  the  Indian  branch  of 
a  London  firm  having  a  branch  at  Calcutta  is  also  annexed, 
showing  the  manner  in  which  the  two  are  amalgamated. 
A  fixed  rate  of  Exchange  of  15  rupees  to  the  £  has  been 
adopted  throughout  the  business. 

London  &  Bengal  Trading  Co.,  Ltd.,  London  &  Calcutta. 
LONDON  TRIAL  BALANCE,  December  31,  1908 


Share  Capital —  | 

10,000  Shares  of  £1  each I 

Reserve  Fund i 

Investments    on    account    or   Reserve  i 
Fund— 
£1.000   London  County  ^  per  cent. 

Stock  at  par I 

Sundry  Debtors i 

Calcutta  Branch  Account 

Sundry  Creditors 

Cash  at  London  and  Westminster  Bank...  j 
Profit  and  Loss  Account,  balance  January 

1,  1908  : 

Goodwill  „ ~...  I 

Loss  on  Exchange  I 


Dr. 


1,000 

762 

4,042 


5,000 
5 


£11,649 


Cr. 


10,000 
1,000 


89 
609 


£11,649       2 
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London  &  Bengal  Trading  Co.,  Ltd.,  London  &  Calcutta. 
CALCUTTA  TRIAL  BALANCE    December  31,  1908 


Cash  at  Bank  of 
Bengal 

Stock  of  Goods  on 
hand 

Sundry  Debtors 

Bills  Receivable 

Freehold  Land  and 
Buildings 

Plantand  Machinery 

Sundry  Creditors.... 

Head  Office  Account 

Profit  and  Loss  Ac- 
count (Balance, 
net  profit  for  year) 


Balances  as  rendered  by 
Calcutta  Branch, 


Rupees. 

15,060.00 

$0,030.00 
15/^,515.00 
30,900.00 

15,000.00 
1*5,075.00 


R».  290,580.00 


Rupees. 


180,915.00 
60,630.00 


1,9,035.00 


Balances  as  converted  into 

sterling  at  fixed  exchange  of 

15  rupees  to  £. 


1,004 

2,002 

10,801 

2,060 

1,000 
8,006 


Ra.  290,580.00      £19,872    0   0  |  £19,872    0  0 

I. 


s.d. 


12,061 
4,042 


3,269 


London  &  Bengal  Trading  Co.,  Ltd.,  London  &  Calcutta. 
BALANCE  SHEET,  December  31,  1908 


L1ABILITIB8. 

Share  Capital — 
10,000  Shares  of  £1  each 

Reserve  Fund 

Sundry  Creditors — 

London £39  11    4 

Calcutta  ..£12,061    0    0 

Profit  and  Loss  Account — 
Balance 

brought 

forward £609  10    9 

Net    Profit 

for    the 

year £3,263    7    8 


10,000 
1,000 


12,100 


8.872 


£    26,973 


Assets. 

Goodwill 

Plant  and  Macliinery 

Freehold  Land  &  Buildint;s 

Stock  on  hand 

Sundry  Debtors 

Bills  Receivable 

Investment  on  Account  of 
Reserve  Fund— 
£1,000    London    County 
8i  per  cent.Consolidated 

Stock  at  par  

Cash  at  Bank- 
London £839    4    7 

Calcutta £1,004     0    0 


£ 

5,000 
8,005 
1,000 
2,002 
11,068 
2,060 


1,000 


vd. 


1,843  I  4 


3,973  , 9 


It  has  been  assumed  for  the  purposes  of  the  foregoing 
explanations  that  the  Branch  assets  and  liabihties  are 
contained  in  the  currency  Ledger  kept  at  the  Branch  and 
not  in  the  sterling  Ledger  kept  at  the  Head  OflBce.  Very 
little  reflection  will  show  that  Branch  assets  such  as 
Buildings,  Plant,  etc.,  could,  as  far  as  book-keeping  record 
is  concerned,  be  kept  just  as  conveniently  in  the  Head 
Office  books  as  in  the  Branch  books.  Any  assets  bought, 
or  constructed  and  paid  for,  by  a  Branch  can  be  written 
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off  its  books  and  transferred  to  a  new  account  opened  in 
the  London  books,  by  means  of  the  "Branch  Account" 
open  between  the  houses;  if,  however,  such  assets  are 
transferred  to  the  home  books  columns  in  the  home 
Ledger  for  the  insertion  of  the  local  currency  cost  will 
be  needed.  It  would  be  a  difficult  matter  to  keep  the 
foreign  branch  debtors  and  creditors  in  the  Head  Office 
books  in  lieu  of  at  the  Branch,  the  entry  of  these  par- 
ticulars in  the  Head  Office  Ledger  does  not  therefore 
arise  for  consideration. 

Where  the  foreign  Branch  or  business  is  not  of  a 
trading  nature,  and  the  keeping  of  proper  local  books  of 
account  is  impossible  owing  to  inefficient  administration, 
expense,  or  a  variety  of  causes,  it  frequently  becomes 
necessary  to  keep  the  foreign  Branch  books  in  England. 
In  this  case  they  can  be  kept  upon  lines  similar  to  those 
which  would  be  adopted  if  they  were  being  kept  at  ths 
Branch ;  a  branch  Cash  Book,  Journal,  and  Ledger  can 
all  be  kept  in  the  local  currency  notwithstanding  the  fact 
that  they  are  being  kept  in  England,  and  the  Trial  Balance 
of,  or  the  totals  appearing  upon,  the  foreign  Ledger  can 
be  converted  into  sterling  at  the  end  of  the  year  at  the 
assumed  rate  of  exchange.  Where  the  currency  balances 
on  the  Branch  Ledger  are  thus  converted  into  sterling 
at  periodical  intervals  the  use  of  a  Ledger  similar  in 
form  to  that  illustrated  on  p.  380  is  necessary. 

Some  accountants,  when  keeping  foreign  Branch  books 
in  extenso  in  this  country,  prefer  to  convert  every  trans- 
action from  currency  into  sterling  at  an  agreed  rate  of 
exchange;  the  work  of  such  conversion  is  necessarily 
most  laborious,  and  there  is  usually  no  valid  reason  why 
it  should  be  undertaken,  a  periodical  conversion  of  the  debit 
and  credit  Ledger  totals  being  all  that  is  needed. 

If  the  Trial  Balance  only  of  the  Branch  Ledger  is  con- 
verted the  necessary  labour  can  be  still  further  reduced 

II.  Bbanches  with  Fluctuating  Bates  of 
Exchange 

The  book-keeping  of  a  concern  owning  a  Branch  situate 
in  a  country  where  the  value  of  the  local  currency  ex- 
pressed in  the  pound  sterling  is  subject  to  constant 
fluctuations  becomes  less  simple  than  is  the  case  where 
the  exchange  is  a  stable  one. 

The  general  scheme  of  the  books  is  identical  with  the 
system  first  described  above  as  suitable  for  use  in  the 
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case  of  a  Branch  where  the  exchange  is  stable,  except 
in  regard  to  remittances  as  between  the  Head  Office  and 
the  Branch,  and  vice  versa,  and  the  conversion  of  the 
Branch  Trial  Balance  and  profits  at  the  end  of  the 
year. 

In  the  present  case,  as  in  the  former,  the  Branch  books 
are  kept  in  currency  only,  the  Head  Office  being  credited 
in  currency  with  all  sums  received  from  it,  and  with  the 
balance  of  profits,  and  being  debited  in  currency  with 
all  the  sums  remitted  to  it.  The  Branch  assets  and 
Habilities  are  assumed  for  the  moment  to  be  kept  in  the 
Branch  books. 

The  Head  Office  will  keep  a  "  Branch  Account "  in 
sterling  in  its  Ledger,  having  memorandum  columns  for 
currency  annexed,  together  with  a  "Eemittance  Account" 
containing  similar  columns.  The  use  of  a  Eemittance 
Account,  into  which  remittances  can  be  entered  immedi- 
ately upon  their  occurrence,  is  practically  essential  in  the 
case  of  a  fluctuating  currency,  though  not  in  the  case  of 
a  stable  one.  This  account  will  contain  the  remittances 
for  the  year  or  other  trading  period,  and  vnll  be  closed  at 
the  end  of  the  year  by  a  transfer  to  the  Branch  Account. 

Throughout  the  whole  of  the  given  period  the  Head 
Office  and  Branch  books  are  run  separately,  though  con- 
currently, and  at  the  end  of  the  year  the  question  arises 
of  the  conversion  of  the  Branch  Trial  Balance  into 
sterling,  and  its  subsequent  amalgamation  with  the  Head 
Office  Sterling  Trial  Balance.  ^ 

The  Branch  Trial  Balance  is,  of  course,  entirely  in 
local  currency ;  the  rate  of  exchange  of  this  currency  has 
fluctuated  throughout  the  year,  and  stood  at  a  particular 
flgure  at  the  end  of  the  year. 

The  whole  of  the  Branch  Trial  Balance  requires  to  be 
converted  into  a  sterling  Trial  Balance,  which  latter  must 
"  agree." 

The  Balances  comprised  in  the  Branch  Trial  Balance 
should  be  converted  into  sterling  at  the  following  different 
rates  of  exchange,  the  conversion  being  effected  in  the 
"  sterling  columns "  annexed  to  the  Branch  Trial 
Balance;  this  will  of  itself  produce  a  Trial  Balance  in 
sterling  which  fails  to  agree ;  the  sterling  Trial  Balance 
must  then  be  made  to  agree  by  inserting  the  amount  of 
the  difference  on  the  side  upon  which  it  is  needed,  such 
difference  being  called  the  "  Profit "  or  "  Loss  "  upon 
Exchange,  and  treated  as  such. 
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The  conversion  rates  are  as  under— 

1.  Convert    the   Fixed   Assets  held  at  the   Branch 

{i.  e.  the  assets  held  for  use,  such  as  Buildings 
and  Plant)  at  the  rates  of  exchange  ruling  when 
they  were  bought. 

2.  Convert  the  Floating  Assets  {i.e.  the  assets  held 

for  conversion  into  money,  such  as  Cash,  Book 
Debts,  and  Stock)  at  the  rate  of  exchange 
current  on  the  last  day  of  the  period,  and 
convert  the  amount  owing  to  the  local  creditors 
at  the  end  of  the  period  at  the  same  rate. 

3.  Convert   all   Profit    and    Loss   balances,   or  the 

balance  of  the  Branch  Profit  and  Loss  Account, 
if  that  alone  be  shown,  at  the  average  rate 
ruling  throughout  the  financial  period. 

4.  Convert  all  remittances  for  the  period  {i.  e.  balance 

of  the  Eemittance  Account)  at  the  actual  rate 
of  exchange. 

5.  Convert  the  balance  of  the  Head  Office  Account 

at  the  commencement  of  the  financial  period 
at  the  rate  at  which  it  was  included  in  the 
Trial  Balance  prepared  at  the  end  of  the 
previous  period. 

The  instruction  (No.  1)  to  convert  the  Fixed  Assets 
into  sterling  at  the  rates  ruling  at  the  time  of  their 
purchase  means  in  practice  that — 

(a)  The  Fixed  Assets  bought  prior  to  the  commence- 
ment of  the  trading  period  under  review  are 
converted  at  the  same  rates  as  were  used  in 
the  Balance  Sheet  made  up  at  the  end  of  the 
previous  trading  period. 

{h)  The  Fixed  Assets  bought,  during  the  trading 
period  under  review,  must  be  converted  at  the 
average  rate  for  the  period  or  the  rate  at  which 
any  special  remittance  for  the  purpose  of  buying 
such  assets  was  made. 

The  reason  why  the  Fixed  Assets  are  converted  at  the 
rates  of  exchange  ruling  at  the  time  of  their  purchase  is 
because  they  remain  in  the  foreign  country,  and  because 
their  value  for  use,  not  for  conversion  into  money,  is  all 
that  concerns  the  Head  Office. 

Floating  Assets  and  Liabilities  are  converted  at  the 
rate  ruling  on  the  last  day  of  the  financial  period,  because, 
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in  either  case,  conversion  into  money  or  satisfaction  in 
money  is  contemplated,  and  by  converting  at  these  rates 
the  same  position  is  shown  as  would  arise  if  Uquidation 
took  place  on  the  last  day  of  the  period. 

All  Profit  and  Loss  Account  balances  are  converted  at 
the  average  rate  ruling  during  the  financial  period,  because 
they  may  reasonably  be  taken  to  have  accrued  more  or 
less  continuously  throughout  the  period. 

As  has  already  been  mentioned,  upon  conversion  of 
the  Trial  Balance  taking  place,  the  amount  necessary  to 
make  its  two  sides  agree  is  inserted  as  Profit  or  Loss  on 
exchange.  The  Trial  Balance  then  becomes  an  "  agreed  " 
one,  and  the  transfer  of  the  profit  to  the  Head  Ofi&ce  Profit 
and  Loss  Account  can  take  place  in  the  ordinary  way  by 
means  of  a  debit  to  the  "  Branch  Account "  in  the  Head 
Office  books ;  the  balance  of  the  Eemittance  Account 
must  also  be  transferred  into  the  Head  Office  Account. 
Amalgamation  of  the  Branch  Trial  Balance  (in  sterling) 
with  the  Head  Office  Trial  Balance  can  then  be  effected 
in  the  ordinary  way. 

These  principles  are  illustrated  in  the  subjoined 
example. 


A.  Brown  &  Co.,  London  and  Rio  de  Janeiro. 
RIO   DE  JANEIRO  TRIAL  BALANCE,  Dec  31,  1908 

Dr.  Cr. 


Breehold  Land  and  Buildings  (at  Dec.  SI,  1907) 

Freehold  Land  and  Buildings  (additions  dur- 
ing year) 

Stock  of  Goods  on  hand  (Dec.  31,  1908) 

Sundry  Debtors 

Sundry  Creditors 

Bills  Receivable 

Investment :  Milreis  50,000,  State  of  Araazonas 
Internal  5  per  cent.  Bonds,  bought  at  90.... 

Cash  at  London  &  Brazilian  Bank 

Profit  and  Loss  Account  (balance,  Dec  31,1908) 

Head  Office  Account  (balance,  Dec.  31,  1907)... 

Remittance  Account  (£10,000  remitted  to 
London) 


Milreis. 
250,000.000 

11,000.000 
82,032.000 
160,640.000 

48,496.000 

45,000.000 
49,632.000 


160,000.000 


Ms.  756,800.000      Ms.  756,800.000 


Milreis. 


96,656.000 


60,672.000 
599,472.000 


Note. — Freehold  Land  and  Buildings  are  to  be  converted  at  the  rate  ruling  when 
the  assets  were  purchased  {\b\d.  per  milreis),  and  the  additions  at  the  average  rate 
ruling  for  1908  (15i<i.).  The  rate  ruling  at  the  close  of  the  year  was  \bd.  ;  the 
Investment  was  bought  as  a  permanent  investment  and  is  to  be  treated  as  having 
been  bought  at  a  time  when  the  rate  ruling  was  16d.  The  equivalent  of  the 
Head  Office  Account  balance  (Ms.  599,472.000)  as  shown  by  the  London  books  is 
£37,469  128.  Id. 

From  the  above  information  prepare  the  Trial  Balance  for  incorporation  with 
that  prepared  from  the  London  Books. 
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A.  Brown  &  Co. 

RIO  DE  JANEIRO  TRIAL  BALANCE,   Dec.  31,  1908,  as 
converted  into  sterling  for  incorporation  in  the  London  Books 


Balance. 


Freehold  Land  and  Buildings.. 
Ditto  (additions) 

Stock  on  hand 

Sundry  Debtors  

Sundry  Creditors 

Bills  Receivable 

Investment :  Ainazonas  5  per 
cent.  Bonds  Ms.  50,000,  cost 
Ms.  45,000 

Cash  at  Bank 

Profit  and  Loss  Account 
balance  

Head  Office  Account  (balance, 
Dec.  31, 1907) 

Head  Office  Account  (remit- 
tances, 1908) 

*Profit  on  Exchange 


Rate  at 

which 

converted. 


Ibhd. 
\bd. 
15d. 
\bd. 
\bd. 


Ibd. 

l^d. 

as  per  last 

accounts 

\bd.  (actual 

rate) 


Dr. 


15,885 

710 

2,002 

10,040 

3,031 


3,000 
3,102 


10,000 


«.      d. 

4 
4 

0       0 
0       0 


£47,770     16       8    £47,770     16       8 


Cr. 


,041 


3,918 
37,469 

341 


*  This  item  will  be  credited  to  "  Profit  on  Exchange "  and  debited  to  the 
Branch  Account  in  the  Head  Office  books  at  December  31,  1908.  The  balance  of 
profit  shewn  by  the  above  Trial  Balance  will  be  debited  to  the  Branch  Account 
in  the  Head  Office  books,  and  credited  to  the  Head  Office  Profit  and  Loss  Account 
in  tiie  ordinary  way. 

In  the  case  of  British  companies  whose  entire  income 
is  earned  abroad — a  company  owning  and  working  a 
tobacco  plantation,  for  example — practically  the  whole  of 
the  local  expenditure  is  in  Cash,  and,  on  the  other  hand, 
the  proceeds  of  the  crop,  which  is  sold  in  Europe,  pass 
through  the  Head  Office  books  only. 

In  such  cases,  even  where  the  local  currency  fluctuates 
considerably,  it  is  customary  for  a  fixed  rate  of  exchange 
to  be  adopted.  The  monthly  expenditure  upon  the 
plantation  is  returned  in  the  form  of  a  monthly  columnar 
"  Cash  Return,"  in  which  analysis  columns  are  provided 
for  the  various  headings  of  expenditure  in  which  the 
"  Crop  Cost  Account "  ultimately  appears.  These  sheets 
are  entered,  in  the  local  currency,  in  a  "  Foreign  Journal '' 
kept  in  columnar  form  at  the  Head  Office,  and  the  addi- 
tions of  each  column  are  carried  forward  from  month  to 
month  until  ultimately  the  totals  for  the  trading  period 
are  completed.  These  totals,  at  the  close  of  the  year  or 
other  period,  are  converted  at  the  fixed  rate  of  exchange 
and  transferred  to  the  "Crop  Cost  Account." 

All  remittances  to  the  plantation  are  posted  at  the 
fixed  rate   of   exchange  to  the  "  Remittances  Account " 
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in  the  Head  Ofi&ce  Ledger,  and  the  differences  between 
such  sums  and  the  amounts  actually  realized  abroad  by 
the  remittances,  as  shown  by  the  Monthly  Cash  Eeturns, 
are  treated  as  Profit  or  Loss  upon  exchange,  and  are  duly 
transferred  to  that  account  in  the  Head  Office  books. 
The  net  profit  or  loss  on  exchange  for  the  period  is,  at  the 
close  of  the  year,  apportioned  pro  rata  over  each  item 
appearing  in  the  Crop  Cost  Account.  In  this  way  each 
item  of  expetiditure  bears  its  due  proportion  of  the  loss 
upon  exchange,  or  benefits  by  the  profit,  as  the  case  may  be. 

This  method  greatly  simplifies  the  Head  Office  book- 
keeping, and  results  in  a  satisfactory  adjustment  of  any 
currency  fluctuations  which  may  have  occurred. 

If  the  need  arises  the  fixed  rate  of  exchange  can  be 
adjusted  from  time  to  time  should  the  local  currency 
conditions  seem  to  demand  its  amendment. 

EXERCISES. 
19a. 

From  the  following  Trial  Balances,  extracted  respectively  from 
the  books  kept  at  the  London  office  and  the  Liverpool  Branch  of 
Brampton  Bros.  &  Co.,  Ltd.,  prepare  the  combined  Balance  Sheet 
of  the  undertaking  as  at  December  31,  1908. 

The  London  office  remitted  £1,000  cash  to  the  Liverpool  Branch 
on  the  afternoon  of  December  31,  1908,  through  the  London  and 
United  Provinces  Bank  ;  this  remittance  was  not  credited  to  the 
firm's  Liverpool  Branch  until  January  1,  1909. 

The  Trading  and  Profit  and  Loss  Accounts  have  been  closed 
prior  to  the  preparation  of  the  following  Trial  Balances,  the  latter 
consequently  only  show  the  net  oalance  of  the  Profit  and  Loss 
Account  in  either  case. 

Brampton  Bros.  &  Co.,  Ltd. 

London  Office  Trial  Balance,  December  31,  1908. 


Share  Capital  issued,  10,000  shares 

of  £1  each  . 
Debentures,  4  per  cent.  First  Mort 

gage    . 
Freehold  Premises . 
Plant  and  Machinery 
Sundry  Debtors 
Sundry  Creditors    . 
Cash  at  Bank 
Bills  Receivable 
Stock  on  hand 
London  Office  Profit  and  Loss  Ac 

count  (Balance)  . 
Liverpool  Branch  Account 


Dr. 

Cr. 

£  s.     d. 

£ 

s. 

d. 

10,000 

0 

0 

10,000 

0 

0 

3,492  16  6 

1,029  4  10 

10,432  16  1 

2,924 

12 

3 

4,219  16  8 

2,550  0  0 

4,216  19  3 

4,947      2    6 


1,930    1    5 


£27,871  14    9    £27,871     14    9 

If  ate. — The  Authorized  Capital  of  the  Company  is  £20,000,  divided 
into  20,000  shares  of  £1  each. 
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Brampton  Bros.  &  Co.,  Ltd. 

Liverpool  Branch  Trial  Balance,  December  31,  1908. 

Dr.  Cr. 


£      s.   d. 

£.        8,     d. 

Cash  at  Bank 

921     4    3 

Stock  in  hand 

1,294  16    3 

Sundry  Debtors       .... 

2,362  14    9 

Furniture  and  Fittings   . 

104    3    6 

Bills  Receivable       .... 

150    0    0 

Plant  and  Machinery 

462  12  10 

London  (Head  Office)  Account 

930    1    5 

Profit  and  Loss  Account  (profit  for 

year  1908) 

803  15    5 

Sundry  Creditors  .... 

3,561  14    9 

£5,295  11     7 

£5,295  11    "7 

19b. 

From  the  following  Trial  Balance  prepare  the  Profit  and  Loss 
Account  and  Balance  Sheet  of  L,  Smith,  a  manufacturer  whose 
business  is  divided  into  two  departments,  viz.  "A"  and*'  B,"  for 
the  year  1908.  These  accounts  are  to  be  shown  so  as  to  reveal  the 
result  of  the  operations  of  each  department  separately  as  well  as  the 
combined  result.  The  expenses  appearing  in  the  Profit  and  Loss 
Account  are  to  be  apportioned  as  between  the  two  departments 
according  to  the  net  volume  of  sales  for  the  year  in  each  department. 

Dr.  Cr. 


£       s. 

d. 

£     s. 

d. 

Freehold  Land  and  Buildings  . 

20,500    0 

0 

Plant  and  Machinery 

14,396    0 

0 

Sundry  Debtors       .... 

2,914    0 

0 

Sundry  Creditors    .... 
Manufacturing  Wages,  Dept.  A 

23,246    9 

5 

3,294    9 

1 

„       Dept.  B      . 

5,291     4 

9 

Manufacturing  Charges,  Dept.  A    . 

2,046  14 

2 

.,         Dept.B    . 

3,096    4 

8 

Stock  on  hand,  Jan.  1, 1908,  Dept.  A 

2,049  16 

2 

• 

Dept.B 

5,629  14 

3 

Salaries  of  Counting  house  Statf 

2,249  10 

0 

Rates,  Taxes  and  Insurance     . 

635    9 

9 

General  Expenses  and  Commissions 

1,524  18 

5 

Capital  Account,  L.  Smith 

30,000    0 

0 

Cash  at  Bank  and  in  hand 

10,454    7 

1 

Sales,  Dept.  A         .        .        .        . 

11,324    9 

5 

„      Dept.  B          .         .         .         . 

16,986  14 

1 

Purchases,  Dept.  A          .         .         . 

4,396    2 

1 

Dept.  B          .         .        . 

3,294    1 

9 

Returns  Outwards,  Dept.  B    . 

214  19 

3 

^8U72_12 

"~2 

£81,772  12 

~2 

Note. — The  value  of  the  Stock  on  hand  as  on  December  31, 1908, 
■was  as  follows — 

£     s.     d. 

Dept.  A 3,092  17    6 

Dept.  B 4,924  10    9 


390       BOOK-'KEEPING  AND  ACCOUNTS 

19c. 

From  the  subjoined  Trial  Balances,  extracted  from  books  kept 
respectively  at  the  London  and  Paris  offices  of  Reville  &  Co.,  Ltd., 
prepare  the  combined  Balance  Sheet  of  the  undertaking  as  on 
December  31,  1908.  A  fixed  rate  of  exchange  of  25.20  francs  to 
the  £  is  employed  in  the  business. 

Reville  &  Co.,  Ltd. 

Lwidon  {Head  Office)  Trial  Balaiwe,  Deceviber  31,  1908. 


Dr. 

Cr. 

£     s.     d. 

£     s.     d. 

Share  Capital 

10,000    0    0 

Stock  of  Goods  on  hand  (Dec.  31, 

1908)    

3,295  12    6 

Sundry  Debtors       .... 

1,926  14    3 

Sundry  Creditors     .... 

4,991     6    2 

Freehold  Premises  .... 

8,050  12    6 

Furniture,  Fittings  and  Fixtures    . 

132    9    5 

Bills  Receivable      .... 

450    0    0 

Cash  at  Bank 

456  15  11 

Cash  in  hand 

10    9    6 

Paris'  Branch  Account  (fcs.  42,800 

at  25.20) 

1,698    8    3 

Profit  and  Loss  Account  (London), 

net  profit  for  year  1908 

1,029  16    2 

£16,021     2    4 

£16,021    2    4 

Reville  &  Co.,  Ltd. 

Paris  Branch  Trial  Balaiwey  December  31,  ] 

L908. 

Dr. 

Or. 

Fcs. 

Fcs. 

Sundry  Debtors       .... 

40,800.05 

Sundry  Creditors     .... 

28,000.00 

Stock  of  Goods  on  hand  (Dec.  31, 

1908)     .- 

12,500.00 

Furniture,  Fittings  and  Fixtures     . 

2,000.00 

Bills  Receivable        .... 

4,500.00 

Cash  at  Bank  ..... 

13,097.50 

Insurance  paid  in  advance  (propor- 

tion unexpired)     .... 

98.00 

Cash  in  hand 

1,926.00 

London  Office  Account  (remittances 

received)       

42,800.00 

Profit  and   Loss  Account,  balance, 

being  net  profit  for  the  year  1908  . 

4,121.55 

Fcs.  74,921.55 

Fcs.  74,921.55 

19d. 


1.  Explain  how  the  Trading  and  Profit  and  Loss  Accounts  of  an 
undertaking  should  be  framed  in  a  case  where  it  is  desired  to  obtain 
a  separate  figure  of  net  profit  (or  loss)  for  the  trading  conducted  by 
each  separate  department.     How  should  the  office  salaries  and  other 
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counting  house  expenditure  be  dealt  with  when  preparing  depart- 
mental accounts  ? 

2.  Explain  the  relations  of  the  Head  Office  of  a  trading  under- 
taking with  its  Branch,  and  vice  versa,  as  regards  their  book-keeping, 
in  a  case  -^fhere  the  Branch  is  supplied  with  both  capital  and  stock 
from  the  Head  Office,  but  otherwise  trades  in  an  independent 
manner. 

3.  How  should  the  Head  Office  of  a  trading  concern  record  the 
transactions  between  itself  and  a  Branch  Office  established  in  France  ? 
Show  how,  and  from  what  materials,  the  Balance  Sheet  of  the 
combined  undertaking  is  to  be  prepared  for  publication. 

4.  A  London  firm  of  fancy  goods  manufacturers  establishes  a 
Branch  at  Rio  de  Janeiro  (where  the  locat  currency  takes  the  form 
of  "  milreis,"  and  is  liable  to  constant  fluctuations  in  value).  Write 
a  detailed  explanation  for  the  use  of  the  book-keeper  in  London, 
showing  how  the  accounts  as  between  London  and  Rio  de  Janeiro 
are  to  be  kept  and  adjusted. 

Answers. — 

19a.  Balance  of  Profit  and  Loss  Account,  £5,750  17s.  \\d. 

Balance  Sheet  Totals,  £32,237  4s.  lid. 
19b.  Net  Profit :  Dept.  A,  £866  6s.  M;  Dept.  B,  £2,168  19s.  9d. 

Balance  Sheet  Totals,  £56,281  1 5s.  U. 
19c.  Profit  and  Loss  Account,  Credit  Balance,  £1,193  7s.  3<i. 

Balance  Sheet  Totals,  £17,295  15s.  M, 


CHAPTER  XX 

JOINT   ACCOUNTS — JOINT   ADVENTURE    ACCOUNTS 

It  frequently  happens  that  two  or  more  traders  agree 
to  embark  together  in  Hmited  co-partnership  in  some 
particular  trading  adventure  or  speculation,  sharing  the 
resulting  profits  between  them  according  to  their  agreed 
interests,  and  mutually  contributing  to  the  expenses 
incurred  in  carrying  out  the  undertaking.  Such  a  trans- 
action is  called  a  "Joint  Adventure."  There  is,  in  such 
a  case,  no  need  of  a  partnership  name  as  representing 
the  partners  in  the  adventure,  nor  does  the  relationship 
of  the  parties  necessarily  extend  beyond  the  particular 
transaction  contemplated.  Apart  from  these  character- 
istics the  operation  may  be  regarded  as  tantamount 
to  a  more  or  less  restricted  partnership  for  the  special 
transaction  which  has  been  entered  into  for  the  mutual 
benefit  of  the  parties. 

The  "  adventure  "  frequently  takes  the  form  of  a  joint 
consignment  of  goods,  but  it  may,  of  course,  assume  the 
shape  of  a  joint  speculation  in  stocks  or  shares,  the 
chartering  of  a  ship,  a  joint  underwriting  operation,  or 
any  other  form  wherein  the  combination  of  the  interests 
concerned  may  be  profitably  employed. 

Sometimes,  but  rarely,  the  matter  is  treated  as  if  it 
were  an  actual  partnership  entered  into  for  the  special 
operation,  a  separate  banking  account  being  opened  in 
the  joint  adventurers'  names,  and  a  separate  set  of  books 
being  kept  to  record  the  transactions^  In  such  a  case 
the  matter  resolves  itself,  for  book-keeping  purposes, 
into  an  ordinary  partnership,  continuing  until  conclusion 
of  the  venture  and  then  liquidated.  The  explanations 
previously  given  as  regards  partnership  accounts  will 
apply,  in  such  cases,  and  will  regulate  the  book-keeping 
for  a  "  joint  adventure  "  of  this  type. 

In  the  majority  of  cases,  however,  owing  to  the 
temporary  nature  of  the  partnership,  it  is  not  worth 
while  for  the  sharers  in  the  enterprise  to  go  to  the 
expense  or  trouble  of  keeping  a  separate  set  of  books  for 
the  joint  adventure.     Each  adventurer  opens  an  account 
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in  his  Ledger  for  the  undertaking,  and  treats  the  "  Joint 
Adventure  "  as  if  it  were  personified ;  the  adventure  there- 
fore becomes  an  ordinary  debtor  to  him  for  everything 
disbursed  upon  its  account ;  similarly,  everything  received 
by  each  adventurer  in  respect  of  the  joint  adventure  is 
credited  by  him  to  the  "  Joint  Adventure  "  Account. 

Upon  conclusion  of  the  operation,  the  "  Joint  Adven- 
ture "  accounts  appearing  in  each  party's  Ledger  are 
combined  into  one  statement,  showing  the  details  of  th^ 
whole  transaction  from  start  to  finish.  In  this  statement, 
the  profit  shown  on  the  operation  is  divided  between 
the  partners,  and  each  party  must  then  debit  his  share 
of  the  profit  to  the  Joint  Adventure  Account  in  his  Ledger. 
The  result  of  thus  debiting  the  profits  (or  crediting  the 
losses,  if  losses  there  be)  in  each  party's  books  will  be  to 
show  a  certain  debit  balance  upon  the  Joint  Adventure 
Account  in  one  party's  books  and  a  credit  balance  for  the 
same  amount  in  the  Joint  Adventure  Account  in  the 
other  party's  books.  When  the  adventurer  whose  "  Joint 
Adventure  Account "  shows  a  credit  balance  pays  the 
amount  of  such  balance  to  the  other  adventurer  the 
Joint  Adventure  Account  on  both  party's  books  will  close 
automatically. 

These  principles  are  illustrated  in  the  subjoined 
example,  in  which  the  Joint  Adventure  Account,  as  it 
would  appear  upon  the  books  of  both  parties,  is  shown, 
together  with  the  combined  statement  prepared  from,  but 
outside,  the  Ledger  of  either  party. 

Herbert  Wilson  of  London  and  Robert  Fitch  of  Cape  Town  com- 
bined in  a  joint  shipment  of  certain  specified  fancy  goods,  made  by 
the  former  to  the  latter  ;  profits  being  shared  equally  between  them. 

Pursuant  to  the  arrangement  H.  Wilson  bought  on  January  2, 
1909,  10  cases  of  fancy  goods  at  £24  \Qs.  per  case,  paying  cash  for 
the  same,  and  paying  in  addition —  £     ^    ^^ 

Railway  charges  to  London,  £1  per  case  .         .       10    0    0 

Freight  to  Cape  Town,  £2  10s.  per  case  .         .       25    0    0 

Insurance,  stamps,  and  sundries        .         .         .         8    4    6 

On  the  same  day  H.  Wilson  drew  a  sight  draft  upon  R.  Fitch  for 

£100  on   account  of  the   consignment,   and   sold  this  bill  to  the 

Standard  Bank  of  South  Africa  for  £99   10s.,  the  discount  upon 

which  is  to  be  borne  by  the  adventurers  jointly. 

R.  Fitch  received  delivery  of  the  goods  from  the  Shipping  Com- 
pany on  January  28,  1909,  and  honoured  H.  Wilson's  draft  on  the 
same  day.  R.  Fitch  made  the  following  payments  on  account  of 
the  joint  venture —  £    ^    ^^ 

February  3.     Landing  and  warehouse  charges   .       8    5  10 
January  29.     Government  duty  .         .         .     15  10  10 

February  4.     Stamps,  postages,  and  sundries    .       14    6 
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R.  Fitch  sold  the  whole  of  the  10  cases  of  goods  on  February  2 
for  cash  at  £38  per  case.  On  February  4  he  prepared,  from  the 
entries  in  his  own  books  and  from  the  details  furnished  to  him 
of  H.  Wilson's  disbursements,  a  statement  of  the  combined  result  of 
the  joint  venture,  remitting  to  H.  Wilson  the  amount  due  to  the 
latter  in  respect  of  the  transaction  together  with  his  share  of  the 
profit. 

This  remittance  was  made  by  means  of  a  Bank  Draft  obtained  free 
of  charge,  and  the  draft  was  cashed  by  H.  Wilson  on  February  26. 

iV^o^e.— Questions  of  interest,  aa  between  the  partners  in  the 
venture,  are  to  be  disregarded. 

H.  Wilson's  Ledger. 
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R.  Fitch's  Ledger. 
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Messrs.  H.  Wilson  &  R.  Fitch. 

JOINT  VENTURE  IN   FANCY   GOODS 
(Combined  Statement) 
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Cost  Accounts 

Cost  accounting  came  into  increased  prominence  during 
the  great  war,  and  many  manufacturers  who  formerly- 
regarded  cost  accounts  as  a  necessary  nuisance,  now 
recognise  them  to  be  one  of  the  essentials  of  successful 
management. 

Costing  may  be  defined  as  a  method  of  accounting 
designed  to  ascertain  the  actual  cost  of  articles  manu- 
factured, or  of  contracts  executed,  by  means  of  analytical 
records  of  the  wages  paid  and  the  raw,  or  partially 
manufactured,  material  used  in  respect  thereof.  By 
means  of  accurately  prepared  cost  accounts  a  business 
man  is  enabled  to  know  the  exact  cost,  direct  and  indirect, 
of  each  article,  ton,  or  other  unit  which  he  manufactures, 
or  of  each  job,  or  contract,  he  undertakes.  He  can  thus 
regulate  his  selling  prices ;  base  estimates  or  tenders  on 
his  past  experience  ;  compare  trading  periods  and  different 
methods  of  manufacture;  locate  weak  points  in  his 
p 
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factory ;  eliminate  waste  and  unprofitable  work ;  prevent 
theft,  and  inefficiency  whether  of  management  or  work-, 
manship.  .        ! 

The  student  must  clearly  understand  that  cost  accounts 
are  quite  distinct  from  the  financial  accounts,  although 
the  necessary  data  are  obtained  from  the  same  sources. 
Special  records  and  books  are  necessary  for  the  costing- 
records,  and  no  posting  from  one  set  of  books  to  the  other 
is  permissible,  except  where  certain  books  contain 
"memoranda"  columns  for  convenience,  as  explained 
later.  The  costing  results  should,  however,  as  nearly  as 
possible,  be  capable  of  reconciliation  with  the  financial 
records,  and  should  be  designed  to  allow  periodical 
comparisons  to  be  made. 

No  one  system  of  cost  accounting  can  be  applied  in. 
every  detail  to  all  businesses  alike.  It  is  clear,  therefore, 
that  in  a  general  text-book  such  as  this  principles  only 
can  be  dealt  with.  Many  text-books  are  available  which 
deal  with  particular  trades  ar^d  aspects  of  costing,  and  to« 
those  the  student  who  desires  to  specialise  in  the  subject 
is  referred. 

It  is  useless  to  attempt  costing  unless  an  accurate 
system  of  Stock  and  Store  Accounts  has  first  been  installed. 
The  word  **  Stores "  in  this  connection  covers  all  raw 
materials,  partially  manufactured  goods,  or  other  articles, 
used  in  manufacturing,  or  in  carrying  on  the  business. 
It  is  essential  to  keep  proper  records  of  all  items  passing 
in  and  out  of  store,  as  much  of  the  information  necessary^ 
for  costing  records  is  derived  from  this  source. 

The  raw  material  used  is  so  diverse  that  no  stereotyped 
forms  can  be  laid  down  as  being  applicable  to  all  cases. 
The  following  principles,  however,  adjusted  to  suit 
particular  requirements,  are  generally  observed : — 

A  capable  store-keeper  is  placed  in  charge  of  the  stores 
and  no  other  person  is  allowed  to  take  in,  or  issue,  stores. 
Bins,  lockers,  racks  or  other  suitable  receptacles  are 
provided  for  the  stores.  A  card,  or  label,  is  attached  to 
each  bin,  similar  in  form  to  that  shown  on  p.  400c.  Par- 
ticulars of  all  goods  received  into,  or  withdrawn  from,  stock 
are  entered  on  these  cards.  At  stated  periods,  the  cards 
are  balanced  and  agreed  with  the  Stores  Ledger,  described 
hereafter.  When  the  cards  show  that  stocks  are  running 
low,  the  store-keeper  sends  a  requisition  to  the  buying 
department  for  fresh  supplies.  Full  particulars  of  these 
requisitions  are  entered  by  the  store-keeper  in  a  Stores 
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Purchases  Book,  ruled  with  columns  for  entering  the 
quantity,  weight,  or  measure,  price,  date  of  receipt,  and 
other  particulars  of  all  goods  purchased  for  store.  In  all 
cases,  goods  must  only  be  issued  from  store  in  exchange 
for  a  properly  filled  up  Requisition  Form,  similar  to  that 
shown  on  p.  400c,  signed  by  the  foreman  requiring  the 
goods.  If  any  stores  requisitioned  remain  over  after  the 
job  is  completed,  they  must  be  entered  on  a  credit  slipy 
similar  in  form  to  the  requisition  slip,  and  returned  to  the 
store-keeper,  who  will  treat  them  in  his  records  as  an 
entirely  fresh  receipt  of  stores.  All  goods  so  issued  must 
be  recorded  in  a  Stores  Issued  Sook,  a  ruling  of  which  is 
shown  on  p.  400^^ ;  and  details  of  stores  received  and  issued 
are  finally  collected  in  the  Stores  Ledger,  see  p.  400e.  The 
Stores  Ledger  should  be  posted  by  the  counting-house 
staff  and  not  by  the  store-keeper.  The  necessary  infor- 
mation is  obtained  from  the  store-keeper's  books,  the 
requisition  and  credit  slips,  invoices,  etc.,  the  object  of  the 
book  being  to  show  the  quantity  of  any  given  article  in 
store.  The  balances  in  this  ledger  should  agree  with  the 
bin-cards  described  above.  A  ledger  account  is  opened 
for  each  article  of  importance,  **  omnibus "  accounts 
serving  for  the  smaller  items.  The  opening  item  in 
each  account  is  the  stock  of  the  particular  article  at 
the  close  of  the  last  trading  period.  In  addition  to 
providing  a  useful  check  on  the  store-keeper,  the  Stores 
Ledger  saves  much  time  and  trouble  at  stock-taking 
periods,  and  simplifies  the  work  of  the  ordering 
department. 

The  Card  Index  system  is  growing  in  popularity  as  a 
rival  to  the  older  form  of  Stores  Ledger. 

It  is  obvious  that  in  addition  to  book-keeping  skill, 
-working  knowledge  of  the  technical  details  of  a  manu- 
facturing business  is  essential  in  order  to  devise  an 
efficient  costing  system.  Details,  of  course,  vary  greatly, 
but  the  main  Elements  of  Cost  are  the  same  in  all 
businesses,  and  divide  themselves  into : — 

(a)  Items  directly  related  to  the  articles  manu- 
factured, such  as  m^-terials  and  labour.  These 
direct  expenses  are  called  Prime  Cost. 
(6)  Expenses  which  cannot  be  directly  allocated  to 
any  particular  article  of  manufacture,  or  job, 
such  as  Power,, Rent,  Rates,  Office  Salaries,  Bad 
Debts  and  the  like.  These  indirect  expenses  are 
called   Oncost,    Overhead,  '  or  Fixed   Expenses, 
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The  combined  totals  of  {a)  and  {h)  represent 
Gross  Cost,  or  Cost  of  Production. 

Every  costing  system,  then,  must  deal  with  (1)  Labour, 
(2)  Materials,  (3)  Oncost  expenses.  Labour  and  Materials 
will  vary  with  the  turnover,  but  oncost  expenses  will 
usually  remain  more  or  less  stable. 

Labour. — Wages  may  be  paid  (a)  on  a  daily  or  hourly 
basis,  i.  e.  at  a  fixed  rate  per  day  or  hour,  (b)  at  a  "  piece- 
work "  rate,  i.  e.  a  definite  price  is  fixed  per  job  or  process, 
or  (c)  on  the  "  premium "  or  "  bonus  "  system,  under 
which  a  percentage  increase  is  paid  above  the  standard 
rate  in  respect  of  output  exceeding  the  standard  quantity. 
The  men  are  booked  into  the  works  by  a  time-keeper,  or 
** clock"  themselves  in  by  a  time-recording  machine. 
Each  workman  is  supplied  with  a  daily  or  weekly  time 
sheet  similar  in  form  to  that  shown  on  p.  4006.  These 
sheets  are  filled  in  by  the  men  themselves,  and  are  sub- 
sequently checked  either  with  the  time-keeper's  records 
or  those  provided  by  the  time-recording  machine.  As  it 
would  be  inconvenient  to  post  each  time  sheet  individually,' 
the  particulars  they  contain  are  grouped  and  analysed  in 
an  Abstract  of  Wages,  whence  they  are  posted  either 
{a)  to  the  particular  job  or  contract  to  which  they  relate, 
or  (b)  to  Oncost  Charges,  Capital  Expenditure,  or  similar 
accounts,  if  they  cannot  be  charged  direct  to  any  job.  A 
ruling  of  an  Abstract  of  Wages  dealing  with  Capital 
Expenditure  is  given  on  p.  4003.  The  abstract  of  wages 
for  items  chargeable  direct  to  particular  jobs  is  similar  in 
form  but  contains  more  columns,  the  number  of  the 
particular  job  or  process  being  entered  in  the  left-hand 
column.  All  wages  are  posted  from  the  Abstract  of 
Wages,  or  from  Wages  Analysis  Sheets,  to  (a)  the  cost 
account  in  the  Cost  Ledger  of  the  particular  job  •  or 
process  concerned,  or  (6)  to  the  Plant  and  Machinery 
Eegister,  either  as  a  whole,  or  to  individual  machines,  or 
(c)  to  the  "Loose  Tools  Account"  as  representing  the 
cost  of  making  or  repairing  loose  tools. 

Materials. — The  student  will  realise  that  the  second 
item  of  prime  cost  cannot  be  charged  out  with  the  same 
facility  as  direct  labour.  It  has  already  been  explained 
that  the  first  essential  in  this  connection  is  the  installation 
of  an  accurate  system  of  recording  the  receipt  and  issue 
of  materials  from  store.  All  goods  required  in  the  work- 
shops must  be  withdrawn  from  store  by  means  of  the 
authorised  requisition  forms  as  shown  on  p.  dOOc.     The 
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price  at  which  they  are  withdrawn  should  be  that  shown 
in  the  Stores  Ledger,  and  will  consist  of  cost  price  plus 
carriage  inwards  calculated  at  the  nearest  workable 
fraction  per  unit.*  These  requisition  forms  should  be 
summarised  weekly  in  the  Materials  Abstract,  a  specimen 
of  which  is  given  on  p.  400/.  The  weekly  totals  shown 
in  the  Abstract  must  be  posted  in  the  Cost  Ledger  to 
the  job  or  item  of  expenditure  to  which  they  relate.  All 
materials  returned  to  store  should  be  entered  in  the 
Abstract  in  red  ink,  and  deducted  from  the  item  to  which 
they  relate.  In  many  cases  it  is  desirable  to  post  to  the 
Cost  Ledger  in  as  much  detail  as  is  reasonably  possible, 
this  book  being  useful  for  future  reference.  Goods 
purchased  specially  for  any  particular  job  or  contract  can 
be  charged  direct  from  the  Purchase  Journal,  in  which  a 
column  for  "  Direct  Purchases  "  (No.  of  job ;  amount ; 
Cost  Ledger  folio,  etc.)  should  be  provided.  In  similar 
manner  direct  expenses  may  be  posted  from  the  Cash 
Book  as  "  memoranda." 

The  Cost  Ledger  is  the  place  of  assembly  for  the 
various  components  of  the  cost  of  every  job,  series  of 
articles,  or  other  unit,  and  separate  accounts  must  be 
opened  for  every  operation,  the  cost  of  which  it  is  desired 
to  ascertain.  A  form  of  Cost  Ledger  is  given  on  p.  400/^ 
The  information  necessary  for  posting  this  ledger  is 
derived  from  the  Abstract  of  Wages,  Materials  Abstract, 
Purchases  Journal,  and  Cash  Book.  When  all  accounts 
in  the  Cost  Ledger  have  been  written  up  to  date,  so  far 
as  materials  and  labour  are  concerned,  there  still  remains 
the  final  element  required  to  arrive  at  the  gross  cost  or 
cost  of  production,  namely,  oncost  expenses. 

Oncost  Expenses. — This  term  embraces  all  expenditure 
essential  to  the  proper  upkeep  of  the  factory,  and  includes 
such  indirect  expenses  as  establishment,  administration, 
distribution,  and  similar  charges,  which  form  an  integral 
part  of  the  cost  of  production,  but  which,  because  they 
are  common  to  all,  cannot  be  earmarked  to  any  particular 
article  or  contract.  Cleaily,  oncost  expenses  must  be 
based  on  past  experience  ;  that  is  to  say,  the  oncost  figure 
for  any  given  year  must  be  based  on  the  total  oncost 
expenses  of  the  previous  year,  or  on  the  average  for  a 

"J 

*  Many  manufacturers  deal  with  Invoice  price  only  in  the  Stores 
Ledger.  This  practice  certainly  avoids  the  delay  in  calculating  and 
apportioning  carriage. 
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selected  period.  The  figures  necessary  for  the  compilation 
of  the  oncost  total  will  be  found  in  the  Trading  and  Profit 
'  and  Loss  Accounts. 

Having  arrived  at  the  necessary  figure,  it  is  clear  that 
it  can  only  be  charged  out  by  means  of  apportionment 
over  the  output  upon  some  equitable  basis.  It  is  not 
always  easy  to  determine  this  basis.  The  peculiar 
characteristics  of  the  undertaking  must  be  taken  into 
account.  If  the  standard  unit  of  production  is  per  ton, 
per  barrel,  per  hundred  or  per  thousand,  the  question  of 
apportionment  presents  little  difiiculty,  but  where  articles 
of  diverse  nature  are  manufactured,  the  question  of 
apportionment  is  more  complex. 

Oncost  is  usually  divided  into  (a)  shop,  and  (h)  ofiBce 
or  administration  expenses.  The  former  includes  the 
wages  of  all  men,  e.  g.  foremen,  furnace  and  boilermen, 
storekeepers,  etc.,  whose  wages  cannot  be  charged 
directly  to  any  particular  job.  It  also  includes  the  cost 
of  power,  lighting,  heating,  repairs,  depreciation,  rent 
and  rates  of  factory,  and  similar  charges.  The  latter 
class  (6)  covers  office  and  administration  expenses,  such 
as  office,  showroom  and  warehouse  rent,  rates  and  taxes ; 
insurance ;  lighting ;  travellers'  salaries  and  commission ; 
office  salaries  and  expenses ;  carriage  outwards ;  packing, 
advertising,  and  the  like. 

Shop  Oncost  is  usually  apportioned  as  a  fixed  percent- 
age on  (a)  Cost  of  Materials,  or  {h)  Cost  of  Labour  (time 
or  cost) ;  or  (c),  (a)  and  {h)  combined ;  or  {d)  a  fixed  rate 
per  hour  worked ;  or  {e)  a  fixed  rate  per  machine  hour 
worked ;  or  (/)  a  fixed  sum  per  unit  of  production.  In  the 
majority  of  cases,  the  most  equitable  basis  is  a  fixed 
percentage  upon  the  cost  of  the  direct  labou;r  included  in 
the  prime  cost,  since,  in  normal  times,  this  is  a  more 
constant  factor  than  the  cost  of  materials.  The  percent- 
age charged  will  represent  the  ratio  between  the  total 
oncost  expenses  and  the  total  productive  wages  paid  ;  the 
"  hourly  rate  "  {d)  is  arrived  at  by  ascertaining  the  ratio 
between  the  total  oncost  expenses  and  the  total  number 
of  hours  worked  apportioned  over  the  various  jobs, 
according  to  the  time  occupied  on  them.  The  "  machine 
rate  "  (e)  is  found  by  taking  the  first  cost  of  the  machine, 
less  any  residual  value,  adding  the  estimated  cost  of 
maintenance  and  the  rental  value  of  the  space  occupied, 
and  dividing  this  total  by  the  estimated  number  of  work- 
ing hours  embraced  in  the  life  of  the  machine.    This 
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calculation  gives  the  hourly  rate  chargeable  to  each  article 
according  to  the  time  the  machine  was  used  in  its 
production.  As  already  stated,  the  fixed  percentage — e.  g. 
50  per  cent. — on  direct  wages  added  to  prime  cost  is,  in 
most  cases,  the  most  equitable,  though  possibly  not  the 
most  scientific,  basis  to  adopt. 

Office  Oncost. — In  some  cases,  the  somewhat  rough  and 
ready  method  is  adopted  of  charging  out  administration 
oncost  as  a  fixed  percentage  upon  works  oncost.  In 
other  cases,  the  various  items  composing  the  total  oncost 
are  dealt  with  separately  on  their  merits,  as  is  explained 
below.  The  total  office  oncost  to  be  charged  out  is 
ascertained  from  the  Trading  and  Profit  and  Loss 
Accounts.  Frequently,  these  accounts  are  specially 
drafted  under  the  headings  required  for  costing  purposes, 
such  as  "  Direct  Wages,"  "  Direct  Purchases,''  "  Indirect 
Wages,"  ''Office  Charges,"  "Administration  Charges," 
and  so  on.  This  practice  facilitates  costing  operations 
considerably.  When  the  total  office  oncost  has  been 
ascertained,  it  is  usually  divided  amongst  the  various 
departments  upon  the  basis  of  turnover;  or  floor,  or 
icubic  space  occupied;  or  average  power  consumed,  or 
some  other  equitable  basis.  Each  department  then 
allocates  its  proportion  of  the  whole,  over  the  articles 
manufactured,  upon  the  basis  of  the  time  occupied,  or 
whatever  other  method  of  apportionment  has  been  adopted. 

As  indicated  above,  certain  items  are  sometimes  treated 
on  special  lines.  For  example,  rent,  lighting,  heating, 
cleaning,  superintendence,  insurance,  depreciation  and 
the  like,  may  be  apportioned  on  the  basis  of  horse-power 
•hours,  electric  current  used  (if  separate  meters  are  in- 
stalled), cost  of  labour  and  material,  or  some  similar 
basis  applicable  to  the  circumstances.  Kent  and  Kates 
may  be  apportioned  according  to  the  estimated  value  of 
the  space  occupied  by  the  various  shops  or  departments ; 
salaries  upon  the  previous  year's  output;  cost  of  power 
upon  the  horse-power  consumed ;  lighting  upon  the 
number  of  points  in  use ;  depreciation  upon  the  approxi- 
mate amount  of  capital  involved,  and  so  forth.  Other 
similar  illustrations  could  be  given,  but  enough  has  been 
said  to  indicate  the  variety  of  the  methods  employed. 

Having  briefly  dealt  above  with  the  main  principles 
upon  which  costing  is  based,  we  arrive  at  the  following 
table  of  cost  of  any  given  job  or  series  of  articles : — 
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Direct  Wages 

Materials 

£ 

5. 

d. 

Prime  or  Flat  Cost     . 

-Works  oncost  (say  50%  on  wages) 

z 

z 

- 

WorksCost         .... 

Office  oncost  (say  15%  on  works  cost)    . 

— 



—  ' 
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Profit '    . 

— 

— 

— 

Selling  Price 

1 

i  — 
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SPECIMEN  COST  SHEETS 
Foundry  Cost  Account  for  Month  ending 


To  Materials  used : 
Pig  iron      . 
Scrap  iron . 
Furnace  coke     . 
Coal   . 

Sundry  stores,  i.«. 
sand,  coal  dust, 
core  from  chap- 
lets,  pipe  nails, 
etc.,  etc    . 

Wages : 
Moulders  . 
Coremakers 
Fettlers 
Fumacemen 
Labourers . 
Foreman 

Proportion 
fixed     overhead 
charges 

Profit  . 


Of 


T.  e.  q.  £  t.  d.£  s.  d. 


By  Castings  made  . 
,,   Scrap,    wasters, 

runners,  risers, 

etc,  . 

„  Loss  in  melting 


T.  c.  q. 


t.  d.  &  s.  d. 


Brewery 


COST  SHEET 
Brewing  No Quality , 


Date 


Quantity. 


Materials  used. 


Stores 
Book 
Folio. 


Malt 

British    . 

Foreign  . 
Sugar 

Details  . 
Hops 

Details  . 
Presei'vatives 

Details  . 
Other  Materials 

Ditails  . 
Duty    . 


Less  Grains  sold . 
Spent  Hops  sold 
Sundries  sold 


Price. 


Notes. 


&    s.    d. 


&    8.    d. 


Barrels 
Brewed     . 
Racked     . 


Productions 

Barrels   at   a  cost 
of  per  batrel. 


[Note.— After  arriying  at  the  cost  of  jjroduction,  as  shown  in  this  section  of  fchejaccount, 
wages,  water,  fuel,  and  overhead  cliargea  would  be  added  to  complete  tlie  costiug'j 
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Colliery 

Week  ending 


COST  SHEET 
Tons  raised Days  occupied 


Cost  per 
ton. 

I.  Underground  Wages: 

Getting  and  loading  coal 

Transport        

Deputies 

Checking  and  Ripping 

Roads  and  Wayleaves 

New  roads 

Faults 

Sundries 

£     s.     d. 

£     s.     d. 

Cost  per  ton    .        .                       .       .        . 

£ 

II.  Surface  Wages: 

Labourers 

Joiners 

Fitters,  Smiths       . 

Pumping  Station    .        .       ^        .        .        .        . 

Winding  and  Ventilation 

W«igh-house 

Sundries •        . 

Cost  per  ton     . 

£ 

III.  WorUng  Expenses: 

Timber  (prop  wood) 

Steble  expenses 

Stores,  underground 

Stores,  surface 

Pit  rails 

Repairs  and  renewals 

Ropes  and  chains    .        , 

Bricks,  lime,  etc 

Coal  used 

Rent  and  Rates  (surface) 

Depreciation 

Surface  damage 

Royalties,  Wayleaves,  etc 

Sundries 

1 
1 

Cost  per  ton 

£ 

IV.  Management  and  Administrative  Charges: 

Salaries  and  Commission 

Office  and  Travelling  Expenses     .... 

Bad  debts  and  Discounts 

Sundries 

Cost  per  ton 

£ 

Total  cost  per  ton 

1 

Average  price  realized  per  ton,  £  . 

£\ 

[Note.— Columns  are  sometimes  provided  for  the  insertion  under  eaoh  heading 
of  the  total  figures  to  date  for  such  portion  of  tlie  financial  year  as  may  have 
elapsed  prior  to  the  current  Cost  Sheet.  Columns  for  the  purpose  of  comjiarison 
with  corresponding  periods  ar*  also  sometimes  useful.] 
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EXERCISES. 

[N.B.— -The  present  edition  of  the  Key  does  not  contain  solutions 
to  these  exercises.] 

1.  Outline  briefly,  with  sketches  of  books,  any  system  of  entering 
and  checking  the  stores  used  in  a  manufacturing  business  with 
which  you  are  familiar,  and  of  which  you  approve. — Chartered 
Accountants. 

2.  Clients  of  yours  suspect  a  leakage  in  their  stock,  and  request 
you  to  advise  them  as  to  the  best  method  of  recording  the  charge 
to,  and  issue  from,  stores  of  goods  purchased.  Select  one  of  the 
undermentioned  businesses,  and  submit  a  short  report  on  the  system 
you  advocate,  together  with  specimen  forms  :  (a)  Retail  Store 
(Three  departments)  ;  (6)  Engineer ;  (c)  Hardware  Merchant ; 
{d)  Tobacco  Manufacturer. — Chartered  Accountants. 

3.  Explain  briefly,  with  examples,  the  system  of  stock  and  cost 
accounts  which  you  would  introduce  for  use  in  the  ofiice  of  a  firm, 
whose  chief  articles  of  manufacture  consist  of  small  machine  parts. 
What  is  the  first  step  you  would  take  in  introducing  the  system 
you  recommend? — R.S.A. 

4.  Briefly  describe  an  efficient  system  of  recording  the  receipt 
and  issue  of  goods  from  store  to  departments  in  any  manufacturing 
business  with  which  you  are  familiar.  Illustrate  your  answer  with 
a  sketch  of  a  Stores  Ledger  you  would  recommend,  and  make  three 
specimen  entries  therein. — Chartered  Accountants. 

5.  Select  an  article  in  common  use,  describe  the  materials,  .abour, 
and  expenses  which  enter  into  the  cost  of  producing  it,  and  frame 
a  Cost  Sheet  in  a  form  calculated  to  present  details  of  the  cost  of 
production  in  the  most  useful  form  to  the  manufacturer. — R.S.A. 

6.  Select  a  type  of  business,  and  describe  an  efficient  system  of 
recording  the  receipt  and  issue  of  goods  from  store,  and  illustrate 
your  answer  with  a  sketch  of  a  "Stores  Received  and  Issued 
Book.''— i2.>S'.^. 

EoYALTY  Accounts 

The  term  "Royalty,"  as  employed  in  commerce,  ex- 
presses a  payment,  somewhat  in  the  nature  of  a  rent, 
made  for  the  right  of  user  in  connection  with  certain 
property,  such,  for  example,  as  patent  or  mineral  rights. 
The  "royalties"  payable  by  the  publishers  of  a  book  to 
an  author  retaining  the  copyright  furnish  a  further 
instance,  as  also  do  those  royalties  payable  by  the 
vocalists  who  sing  to  the  owners  of  the  copyright  of  the 
songs. 

The  foregoing  examples,  and  other  royalties  of  a  like 
nature,  do  not  call  for  any  special  treatment  as  regards 
their  book-keeping  record ;  they  are  usually  either  busi- 
ness expenses  (in  the  books  of  the  payer  of  them)  or 
profits  (in  the  books  of  the  recipient) ;  there  is,  however, 
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one  class  of  royalties,  viz.  those  paid  for  mineral  rights^ 
which  requires  special  explanation. 

Mineral  Royalties. — Many  forms  of  royalty  are  calcu- 
lated on  the  basis  of  the  payment  of  a  certain  sum  of  money 
in  respect  of  each  occasion  upon  which  the  property 
involved  is  used,  e.g.  each  instance  in  which  patent  rights 
are  made  use  of,  or  each  copy  of  a  book  or  piece  of  music 
sold.  Mineral  royalties  are  almost  invariably  based  upon 
the  number  of  units  of  mineral  extracted,  a  certain  sum 
of  money  being  payable  in  respect  of  each  unit,  e.g.  a 
"  royalty  "  of  6d  per  ton  on  every  ton  of  coal  won  from 
a  given  specified  area,  although  in  the  case  of  mineral 
royalties  certain  additional  stipulations  are  usually  in- 
serted in  every  agreement  in  order  that  an  equitable 
arrangement  between  the  parties  may  be  arrived  at. 

The  owner  of  an  area  of  land  which  is  traversed  by 
seams  of  coal  usually  exacts,  when  leasing  the  right  to 
win  coal  to  a  colliery  lessee,  a  royalty  of  so  many  pence 
per  ton  upon  the  coal  "won,"  e.g.  6^.  per  ton. 

Eoyalties  are  generally  based  upon  one  or  other  of  the 
undermentioned  rates — 

(a)  A  fixed  rate  per  ton  of  coal  "gotten  "  or  "  won." 

The  coal  being  taken  "through,"  i.e.  "small" 

and  "  large  "  coal  together. 
(&)  A  fixed  rate  per  ton  won  with  a  different  scale  for 

"  large  "  compared  with  "  small  "  coal,  or  with 

different  rates  for  different  seams, 
(c)  A  rate  per  ton  won  based  upon  a  sliding  scale, 

which  varies  with  the  "  pit  mouth  "  price  of 

coal. 
{d)  A  fixed  price  per  foot  thickness  of  the  seam  of 

coal  worked  ("  Footage  "). 
{e)  A  fixed  price  per  acre  worked. 

Frequently  a  small  percentage  upon  the  total  output  is 
allowed  free  of  royalty  to  cover  the  coal  consumed  in 
running  the  plant  and  machinery  employed  in  the 
colliery. 

In  other  cases,  where  the  coal  deposits  are  very  deep> 
one  or  two  years  are  sometimes  allowed  to  the  lessees 
for  development  purposes  before  the  Eoyalty  and  Mining 
Eent  Clauses  come  into  operation. 

If  the  agreement  between  the  landlord  and  the  lessee 
were  to  go  no  further  than  the  fixing  of  a  royalty  to  be 
paid  upon  each  ton  of  coal  extracted,  the  landlord  would 
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be  entirely  in  the  lessee's  hands  as  regards  the  amount 
of  the  royalties  payable ;  the  latter  could  work  on  a 
restricted  output  or  refrain  from  working  any  coal  at  all 
unless  it  suited  his  convenience,  in  which  case  the  land- 
lord would  receive  little  or  nothing  in  the  way  of 
royalties. 

A  landlord  naturally  desires  to  be  able,  in  granting  a 
colliery  lease,  to  count  at  least  upon  a  moderate  and 
certain  regular  income,  and  in  order  to  meet  his  require- 
ments in  this  respect  the  custom  exists  of  naming  a  round 
sum  of  money  in  the  lease  as  a  "minimum  rent," *  i.e.  a 
specified  rent,  which  is  payable  whether  the  workings  of 
the  colliery,  calculated  on  a  basis  of  so  much  per  ton,  equal 
the  "  minimum  "  mentioned  or  not.  Even  if  the  coal 
area  remains  un worked  the  minimum  rent  is  nevertheless 
payable. 

In  years  of  restricted  output  the  amount  by  which 
the  "  minimum  rent "  actually  paid  under  the  lease 
exceeds  the  agreed  royalty  on  the  output  (which  latter 
would  be  payable  if  no  minimum  rent  were  stated  in  the 
lease)  is  commonly  known  as  '*  short  workings "  (Or 
"  shorts  ").  This  name  is  applied  to  the  deficiency  of  ton- 
nage, as  well  as  to  the  monetary  expression  of  the 
deficiency  in  terms  of  the  royalty  payable. 

It  frequently  happens  that,  during  the  early  years  of 
the  "  life  "  of  a  colliery,  while  the  mine  is  being  opened 
up,  the  output  is  more  or  less  scanty,  and  the  minimum 
rent  has  consistently  to  be  paid  owing  to  the  low  output. 
As  soon,  however,  as  the  development  work  has  been 
successfully  accomplished  the  colliery  starts  working 
upon  a  normal  basis,  and  the  output  gradually  rises 
above  the  point  at  which  the  minimum  rent  merges  into 
a  royalty  on  the  output.  In  order  to  alleviate  the  hard- 
ship which  might  otherwise  arise  as  regards  the  lessee, 
through  the  effect  of  the  "  short  workings  "  in  early  years, 
the  lease  usually  contains  a  clause  to  provide  for  what  is 
known  as  the  "recoupment  of  short  workings."  Such  a 
provision  usually  stipulates  that  any  "  short  workings  " 
occurring  in  earlier  years  may  be  offset  against  the  larger 
outputs  of  later  years,  subject  to  the  proviso  that  a  sum 
at  least  equal  to  the  minimum  rent  must  be  paid  in 
every  year  of  the  lease's  term.     The  right  to  **  recoup  " 

*  Other  local  terms  to  express  the  same  meaning  are  :  Dead  Rent, 
Annual  Rent,  Head  Rent,  Sleeping  Rent,  Fixed  Rent,  Certain 
Rent,  etc. 
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"  short  workings "  continues  in  many  leases  over  the 
first  few  years  only  (three  to  five)  of  a  colliery's  existence, 
"short  workings"  occurring  in  later  years  being  irre- 
coverable. In  other  mining  districts  the  privilege  extends 
over  the  whole  period  of  the  lease. 

The  practical  working  of  the  various  provisions  set  forth 
above  may  be  made  more  clear  by  the  use  of  a  concrete 
example.  A  colliery  might  be  granted  a  lease  of  a  coal 
area  at  a  royalty  of  6d.  per  ton  with  a  minimum  rent  of 
£200  per  annum,  and  power  to  recoup  "  short  workings." 
The  effect  of  this  would  be  that  if  less  than  8,000  tons 
were  "  won  "  in  a  given  year  the  minimum  rent  of  £200 
a  year  would  be  payable,  but  that  if  8,000  tons  or  more 
were  worked  in  a  given  year  the  royalty  at  the  rate  of 
Qd.  per  ton  upon  the  output  would  be  payable. 

The  actual  outputs  for  the  three  years  following  the 
granting  of  the  lease  mentioned  above  may  be  taken  as 
under — 

First  year 3,000  tons 

Second  year 10,000     „ 

Third  year     .         .         .         .         .     20,000     „ 

The  royalties  payable  will  then  be  as  set  forth  below. 

First  year. — The  minimum  rent  of  £200  is  the  equiva- 
lent (at  a  royalty  of  6^.  per  ton)  of  an  output  of  8,000 
tons.  In  this  year  only  3,000  tons  have  been  worked, 
the  £200  minimum  rent  is  therefore  payable,  and  the 
lessee  may  (as  a  memorandum)  carry  forward  5,000  tons 
of  '*  short  workings"  for  subsequent  recoupment,  if  possible, 
out  of  the  results  of  later  years. 

Second  year. — If  there  had  been  no  provision  in  the 
lease  granting  the  recoupment  of  "  short  workings " 
royalty  would  have  become  payable  at  the  rate  of  6d.  per 
ton  on  the  whole  output  of  10,000  tons;  as,  however, 
there  are  in  existence  some  "  short  workings  "  which  the 
lessee  is  permitted  to  "recoup,"  they  can  be  made  use  of 
subject  to  the  proviso  that  not  less  than  the  minimum 
rent  of  £200  per  annum  shall  be  paid.  By  claiming  the 
benefit  of  2,000  tons'  "short  workings"  out  of  the  5,000 
tons  short  worked  in  the  first  year,  the  royalty  due  can  be 
reduced  to  the  royalty  on  10,000  tons  less  2,000  tons, 
i.e.  on  8,000  tons,  which,  at  the  rate  of  6d.  per  ton,  is 
£200.  This  £200  is,  therefore,  paid  to  the  landlord,  and 
the  balance  of  "  sbort  workings,"  available  for  use  in 
future  years,  is  reduced  to  3,000  tons. 
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Third  year. — Similarly,  if  there  had  been  no  provision 
in  the  lease  as  regards  "  short  workings,"  royalty  would 
have  become  payable  on  the  whole  output  of  20,000  tons ; 
there  are,  however,  3,000  tons  of  "  short  workings  "  (see 
above)  remaining  available  for  recoupment.  By  applying 
these  in  reduction  of  the  20,000  tons  of  output  for  royalty 
purposes  the  royalty  actually  payable  is  reduced  to  that 
due  upon  17,000  tons,  viz.  £425. 

The  principles  upon  which  royalties  and  "  short  work- 
ings "  are  to  be  recorded  in  the  books  of  a  colliery  lessee 
are  as  follows — 

A.  Since  the  Working  and  Profit  and  Loss  Account 

records  only  the  product  of  the  sale  of  the 
output  for  the  period,  the  debit  appearing 
in  this  account  in  respect  of  "  royalties " 
must  represent  the  royalty  on  actual  output 
for  the  period,  whether  this  is  above  or  below 
the  minimum  rent. 

B.  If,  in  any  given  year,  the  royalty  based  on  the 

output  is  less  than  the  "  minimum  rent " 
actually  paid,  the  deficiency  (t.e.  the  "short 
workings ")  should  be  debited  to  an  asset 
account  entitled  "  Short  Workings,"  which 
account  should  be  carried  forward  to  future 
years  as  an  asset  account  as  long  as  there  is 
a  reasonable  chance  of  the  output  of  later 
years  being  sufficiently  high  to  recoup  the 
balance  remaining  upon  the  account.  In  cases 
where  the  year's  royalty  on  the  output  is  less 
than  the  minimum  rent,  it  is  the  royalty  on 
output  which  is,  as  set  forth  in  paragraph  A, 
to  be  debited  to  the  Profit  and  Loss  Account, 
the"  short  workings  "  being  ranked  as  an  asset 
for  the  time  being. 

C.  If,  in  any  given  year,  the  royalty  due  upon  the 

output  exceeds  the  minimum  rent,  it  is  still 
the  royalty  on  the  output  which  is  to  be 
debited  in  the  Profit  and  Loss  Account,  not- 
withstanding that  by  the  application  of  pre- 
vious years'  "  short  workings "  the  actual 
payment  to  the  landlord  may  be  reduced 
below  this  sum. 

D.  When  the  accumulated  "  short  workings  "  amount 

to  such  a  sum  that,  by  reason  of  the  near  ap- 
proach of  the  time  limit  for  recoupment  as  well 
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as  in  view  of  the  low  colliery  output,  there  is  no 
reasonable  hope  of  their  efer  being  recouped ; 
any  balance  on  this  account  must  be  written 
off  to  the  Profit  and  Loss  Account,  and  no 
further  "  short  workings "  should  be  treated 
as  an  asset  unless  there  is  a  reasonable  pros- 
pect of  their  subsequent  recoupment. 

The  holding  up  of  irrecoverable  "short  workings"  as 
an  asset  presents,  of  course,  one  method  by  which  the 
Balance  Sheet  and  Profit  and  Loss  Account  of  a  colliery 
may  be  made  to  misrepresent  the  actual  condition  of 
affairs,  and,  to  t:void  misrepresentation,  the  matter  must 
always  be  dealt  with  upon  as  conservative  a  basis  as 
possible. 

The  entries  necessary  to  record  royalties  and  "  short 
workings"  are  as  under — 

Case  I. — If  the  royalty  payable  on  the  outyut  equals  or 
exceeds  in  any  given  year  the  minimum  rent  stated  in  the 
lease. 

(1)  Debit  the  Eoyalties  Account  (an  expense 
account  subsequently  transferable  to  the  debit 
of  the  Profit  and  Loss  or  "Working  "  Account) 
with  the  royalties  payable,  and  (2)  Credit  the 
Personal  Account  of  the  landlord  with  the  like 
sum. 

The  landlord's  account  is  closed  by  debiting  it  with  (a) 
the  cash  paid  to  him,  and  (b)  the  previous  year's  "  short 
workings  "  (if  any)  reclaimed  from  him  (see  below). 

Case  II. — If  the  minimum  rent  stated  in  the  lease,  and 
subsequently  paid,  exceeds  the  royalty  at  the  agreed  rate 
tvorked  otit  on  the  acttcal  output  for  the  year  {i.e.  where  the 
minimum  rent  clause  comes  into  operation  to  prevent  the 
landlord  suffering  from  a  bad  year's  output). 

(1)  Debit  the   Eoyalties   Account  with   the  royalty 

due   at   the   agreed  rate  worked  out   on   the 
•  actual  output. 

(2)  Debit  the  "  Short  Workings  "  Account  Y^th  any 

short  workings. 

(3)  Credit    the    landlord's    Personal   Account  with 

the  sum  of  the  foregoing  debits,  i.e.  with  the 
minimum  rent,  and  debit  his  account  with  any 
cash  payment  made  to  him. 
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The  "  Short  Workings  "  Account  must  be  regarded  as 
an  asset  account  until  the  close  of  the  period  prescribed 
by  the  lease  during  which  the  recoupment  of  "short 
workings  "  is  permissible,  provided,  as  has  already  been 
stated,  that  there  is  a  reasonable  probability  of  the  output 
being  sufficiently  large  to  permit  of  such  recoupment. 

Any  "  short  workings,"  the  eventual  recoupment  of 
which  cannot  be  reasonably  expected,  and  any  *'  short 
workings  "  occurring  after  the  prescribed  period  for  re- 
coupment has  expired,  must  at  once  be  debited  to  the 
Profit  and  Loss  Account. 

An  example  illustrating  the  payment  of  Eoyalties  and 
the  recoupment  of  "  short  workings  "  is  appended. 

The  PontyfFraith  Colliery  Company,  Ltd.,  took  from  the  Earl 
of  Landore  a  lease  of  a  coal-bearing  area  for  a  period  of  twenty 
years,  from  January  1,  1904,  upon  the  terms  of  a  royalty  of 
Qd.  per  ton  upon  the  output  with  a  minimum  rent  of  £f^00  per 
annum,  and  with  power  to  recoup  * '  short  workings  "  over  the  first 
four  years  of  the  lease. 

The  annual  outputs  for  the  five  years  following  the  granting  of 
the  lease  were  as  follows— 


1904 

5,000  tons. 

1905        . 

8,000     „ 

1906 

10,000     „ 

1907 

.         10,000     „ 

1908 

12,000     „ 

Show  the  Royalties,  "  Short  Workings,"  and  Landlord's  Ledger 
accounts  as  they  would  appear  in  the  books  of  the  Colliery 
Company.     Ignore  all  questions  of  Income  Tax. 


Dr. 
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Cr. 


1904  I 

Dec.  31  To  the  Earl  of 
Landore.royalty  i 
upon  the  output 
I   for    19C4   (5,000 


tons) 


J.17 


125  |0 


1004. 
Dec.  31 


£ 

s. 

d. 

By    Transfer    to 
the   Profit   and 
Loss  Account... 

J.18 

125 

0 

" 

£ 

125 

0 

0^ 

1905. 
Dec.  31 


To  the  Earl  of 
Landore,  royalty 
upon  the  output 
for  1905  (8,000 
tons)  


& 

8. 

d. 

1905. 
Dec.  31 

J.86 

200 

0 

0 

£ 

200 

0 

0 

By  Transfer  to 
the  Profit  and 
Loss  Account ... 


J.30 


200 


£   200   0   0 
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1006. 
Dec.  31 


.To  the  Earl  of 
Landore.royalty 
upon  the  output 
for  1906  (10,000 
tons) 


£ 

a. 

d. 

1906. 
Dec.  31 

J.42 

250 

0 

0 

£ 

250 

0 

0 

By  Transfer  to 
the  Profit  and 
Loss  Account... 


£ 

8. 

d. 

J.44 

250 

0 

0 

£ 

250 

0 

r 

1907. 
Dec.  31 


To  the  Earl  of 
Landore,  royalty 
upon  the  outjiut 
for  1907  (10,000 
tons) 


J.65 

I 
£ 


1907. 
Dec.  81 


By  Transfer  to 
the  Profit  and- 
Loss  Account... 


250 


250 


8.d. 


Dec.  31 


To  the  Earl  of 
Landore,royalty 
upon  the  output 
for  1908  (12,000 
tons) 


£ 

». 

d. 

1908. 
Dec.  81 

J.90 

300 

0 

0 

£ 

300 

0 

0 

By  Transfer  to 
the  Profit  and 
Loss  Account... 


£  300 


Dr.  EARL  OF  LANDORE  (Landlord's  Account)  Cr. 


1904. 
Dec.  81 


To  cash 


1* 

t. 

d. 

1904. 

49 

'200 

0 

0 

Dec.  31 
„   81 

£ 

200 

0 

0 

By  Royalty 

„  "Short Work- 
ings"  


U 

«. 

d. 

J.17 

125 

0 

0 

J.17 

|75 

0 

0 

£ 

^200 

0 

0 

1905. 
Dec.  81 


To  Cash 


£ 

«. 

d. 

1905. 

104 

200 

0 

0 

Dec.  31 

£ 

200 

0 

0 

By  Royalty 


J.36 
£ 


».\d. 
ol^ 

0  0 


1906. 
Dec.  81 

«     31 


To  "  Short  Work- 
ings" recouped 
„  Cash 


£ 

8. 

d. 

1906. 
Dec.  31 

J.42 

50 

0 

0 

157 

200 

0 

0 

^ 

250 

0 

0 

By  Royalty. 


£ 

«. 

J.42 

250 

0 

^ 

250 

0 

1907. 
Dec.  31 


To  "  Short  Wort 
ings  "  recouped  J.65 
„   Cash I  192 


£ 

«. 

d. 

1907. 
Dec.  31 

25 

0 

0 

225 

0 

0 

250 

0 

0 

£ 

<. 

J.65 

250 

0 

^ 

250 

0 
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Earl  of  Landore  (Landlord's  Account)  continued. 


1908. 
Dec.  31 


To  Cash 


& 

8. 

d. 

1908. 

314 

300 

0 

0 

Dec.  31 

& 

300 

0 

0 

By  Royalty. 


Dr. 


"SHORT  WORKINGS' 


Cr. 


1904. 

Dec.  31  To  the  Earl  of 
Landore("  Short 
Workings "  for 
1904) 


£ 

«. 

d. 

1904. 
Dec.  31 

J.17 

75 

0 

0 

A 

75 

0 

0 

By  Balance  car- 
ried down 


76 


1905. 
Jan.  1 


To     Balance 

brought  down... 


75 


75 


1906. 
Dec.  31 


31 


By  Transfer  to 
the  Earl  of  Lan- 
dore  ("Short 
Workings "     re- 

couped)  

„  Balance  car- 
ried down 


J.42 
£ 


1907. 
Jan.  1 


£ 

8. 

d. 

1907. 

To     Balance 
brought  down... 

v/ 

25 

0 

0 

Dec.  31 

£ 

25 

0 

0 

By  the  Earl  of 
I.andore("  Short 
Workings "  re- 
couped)  


J.  65 
£ 


The  "  Double  Account  System  " 

It  has  already  been  stated  in  this  treatise  that  the 
method  of  presenting  accounts  which  is  known  as  the 
"  Double  Account  System  "  is  not  a  system  of  accounting 
in  the  same  sense  that  book-keeping  by  Double  Entry  is. 
It  is  merely  a  special  method  of  preparing  a  Balance  Sheet 
in  accordance  with  the  lines  laid  down  for  certain  kinds 
of  Companies  under  the  regulations  of  various  Acts  of 
Parliament.  The  student  has  already  been  warned  (page 
211)  that  he  must  not  confound  "  Book-keeping  by  Single 
Entry  "  with  that  system  of  preparing  a  Balance  Sheet 
which  is  known  as  the  "  Single  Account "  method,  and 
experience  shows  that  it  is  also  necessary  to  warn  Mm 
against  a  similar  confusion  of  terms  in  those  cases  where 
the  words  "  Double  Entry  "  or  "  Account "  are  employed  in 
expressing  the  method  of  book-keeping,  or  the  principles 
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upon  which  a  Balance  Sheet  has  been  prepared.  Beyond 
the  fact  that  Balance  Sheets  prepared  either  in  the  form 
of  a  "  single  account  "  or  in  that  of  a  "  double  account '' 
necessitate  an  efficient  method  of  recording  the  trans- 
actions which  they  finally  embody,  there  is  no  relation 
whatever  between  Double  or  Single  Entry  book-keep- 
ing, and  the  "  Double  "  or  "  Single  Account "  systems  of 
preparing  Balance  Sheets.  Book-keeping  by  Double 
Entry  is,  of  course,  the  only  method  of  book-keeping 
under  which  a  rehable  Balance  Sheet  of  either  type  can 
be  constructed. 

A  Balance  Sheet  prepared  upon  the  principles  of  the 
"  Double  Account  System  "  proceeds  upon  the  lines  of  de- 
marcation drawn  between  what  are  known  as  the  "  Fixed  " 
Assets  and  the  **  Floating "  Assets  of  an  undertaking, 
together  with  a  similar  distinction  between  its  various 
liabilities.  It  is  therefore  necessary  to  reiterate  briefly 
the  significance  of  these  terms  before  proceeding  to 
describe  the  system  itself. 

Of  the  Assets  owned  by  an  undertaking  at  any  given 
point  of  time,  some  will  be  found  to  have  been  acquired 
for  the  purpose  of  being  used  in  the  conduct  of  the 
business;  the  remainder,  on  the  other  hand,  will  be 
found  to  consist  either  of  money  itself  or  of  assets  held 
for  the  purpose  of  being  converted  into  money  at  a  sub- 
sequent date.  The  former  class  is  known  by  the  generic 
name  of  "Fixed"  Assets,  while  the  term  "Floating" 
Assets  is  applied  to  the  latter. 

For  example,  the  permanent  way,  embankments, 
bridges,  stations,  and  rolling  stock  belonging  to  a  Kail- 
way  Company  are  typical  Fixed  Assets ;  such  property 
has  been  acquired  by  the  Company  owning  it  solely 
for  permanent  use  and  not  for  subsequent  conversion 
into  money.  On  the  other  hand,  the  outstanding  book 
debts  due  to  a  Eailway  Company,  any  temporary  invest- 
ments it  may  hold,  and  any  stock  of  stores  remaining  on 
hand  for  future  consumption,  are  all  Floating  Assets, 
inasmuch  as  conversion  into  money,  either  directly  or 
indirectly,  at  an  early  date  is  the  object  for  which  such 
assets  are  held. 

It  will  be  obvious  that,  since  it  is  the  purpose  for 
which  the  assets  are  held  that  determines  to  which  of 
the  above  two  classes  they  belong,  and  not  the  nature 
of  the  property  itself,  a  particular  asset  may  be  a  Fixed 
Asset  in  one  business  and  a  Floating  Asset  in  another, 
:e»g.  a  gas-engine,  bought  for  use  in  a  boot  factory,  is  a 
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Fixed  Asset  from  the  point  of  view  of  the  owner  of  the 
factory.  The  same  engine  would,  however,  have  been  a 
Floating  Asset  as  long  as  it  remained  part  of  the  unsold 
stock  of  a  manufacturing  engineer  whose  business  it  was 
to  make  and  supply  gas-engines. 

In  some  instances  an  asset  held  by  a  given  under- 
taking may  appear,  at  first  sight,  to  partake  of  the 
characteristics  both  of  Fixed  and  Floating  Assets,  e.  g.  a 
piece  of  property  acquired  for  subsequent  sale  if  oppor- 
tunity offers,  but  which  is  employed  in  the  business  in 
the  mean  time.  In  such  cases,  however,  it  will  usually 
be  possible  to  discern  a  greater  degree  of  intention  in  one 
direction  or  the  other,  as  between  these  two  purposes ; 
and,  according  to  the  direction  in  which  the  excess  of 
intention  inclines,  the  class  to  which  the  asset  is  to  be 
relegated  is  determined. 

The  Fixed  Assets  of  an  ordinary  type  of  undertaking, 
being  the  equipment  with  which  it  fulfils  its  appropriate 
functions,  will  ordinarily  constitute  the  greater  part  of 
the  property  owned;  e.g.  the  cost  of  the  lines  and 
rolling  stock  employed  by  a  Eailway  Company  will 
usually  far  exceed  any  funds  the  company  may  hold  in 
the  shape  of  Floating  Assets ;  moreover,  the  acquisition 
or  construction  of  the  properties  held  by  an  undertaking 
as  Fixed  Assets,  will  ordinarily  represent  the  principal 
purpose  for  which  its  issues  of  stock,  shares,  permanent 
debentures  or  other  forms  of  capital  indebtedness  have 
been  made.  It  is,  of  course,  necessary  that,  in  the 
formation  of  a  company,  some  allowance  for  a  margin 
of  "  working  capital "  (i.  e.  capital  held  in  a  liquid  or 
floating  form)  shall  be  made  in  estimating  the  amount  of 
capital  which  must  be  sought  for  from  the  public,  but  the 
amount  so  held  is  ordinarily  of  small  proportions  as  com- 
pared with  the  larger  sums  needed  to  construct  and 
equip  the  concern  from  an  operating  point  of  view. 

It  was  doubtless  for  the  purpose  of  showing  clearly 
what  portion  of  the  capital  raised  (including  in  the  term 
"  capital "  any  funds  obtained  by  the  issue  of  debentures 
or  other  forms  of  indebtedness  of  a  permanent  character) 
has  been  expended  in  the  construction  or  acquisition  of 
Fixed  Assets,  and  what  portion  of  such  capital  remains 
unexpended  at  any  particular  date,  that  the  twofold 
nature  of  a  Balance  Sheet  prepared  according  to  the 
"  Double  Account  System  "  was  originally  conceived,  and 
rendered  compulsory  in  the  case  of  certain  companies 
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appealing  for  powers  to  construct  and  equip  various 
classes  of  public  undertakings. 

The  dominating  idea  in  framing  the  prescribed  form  of 
these  accounts  doubtless  was,  that  in  cases  where 
parliamentary  sanction  had  been  granted  for  raising  and 
expending  capital  for  certain  specified  purposes  it  was  of 
paramount  importance  that  the  accounts  should  be  so 
framed  that  the  extent  and  direction  of  all  capital  expend- 
iture should  be  clearly  shown,  and  its  exclusive  use  for 
the  particular  purpose  for  which  its  issue  was  sanctioned 
conveniently  traceable. 

In  the  case  of  an  undertaking  preparing  its  Balance 
Sheet  according  to  "  Double  Account  methods,"  two 
sections  of  the  Balance  Sheet  are  shown,  instead  of  one, 
as  is  the  case  under  the  ordinary  "  Single  Account 
System."  In  the  first  of  these  two  sections  the  balances 
appertaining  to  the  capital  issued,  and  to  the  part  of  it 
sunk  in  Fixed  Assets,  are  shown,  together  with  the 
balance  of  the  capital  which  has  not  yet  been  expended 
in  these  directions — the  latter  amount  being  the  differ- 
ence between  the  two  former  items  ;  in  the  second,  on 
the  one  side,  the  balance  of  capital  brought  from  the 
first  section,  together  with  the  current  and  all  other 
Liabilities,  including  Depreciation  and  other  Eeserve 
Funds,  and,  on  the  other  side,  all  the  Floating  Assets 
held  by  the  concern.  The  first  statement  thus  shows 
the  Capital  and  the  Fixed  Assets  of  the  concern,  while 
the  second  statement  contains  the  Floating  Assets  and 
Liabilities,  the  balance  of  the  capital,  as  set  forth  in  the 
first  statement,  being  brought  forward  into  the  second 
section  of  the  account.  This  "  balance  of  capital "  repre- 
sents the  amount  of  capital  retained  in  liquid  form,  i.  e. 
not  locked  up  in  fixed  assets. 

Occasionally  it  may  happen  that  a  Company  has  locked 
up,  in  the  form  of  Fixed  Assets,  slightly  more  than  the 
amount  of  the  capital  it  has  raised.  It  can,  of  course, 
only  do  this,  as  a  matter  of  finance,  either  by  utilizing 
any  reserve  funds  it  may  possess,  or  by  running  into  debt. 

In  such  a  case  the  first  section  of  the  Balance  Sheet 
will  show,  on  the  debit  side,  the  sum  sunk  in  acquiring 
the  Fixed  Assets,  and,  upon  the  credit  side,  the  amount 
of  capital  raised,  together  with  the  balance  necessary  to 
make  the  two  sides  agree.  This  balance  represents  the 
amount  of  capital  overspent,  which  therefore  appears  as 
a  Liability  in  the  first  section  of  the  Balance  Sheet,  and 


THE  DOUBLE  ACCOUNT  SYSTEM      413 

as  an  Asset  in  the  second  section,  and  can  only  be 
eliminated  by  means  of  a  further  issue  of  capital  by  the 
concern. 

Forms  of  Balance  Sheets  prepared  according  to  the 
*' Double  Account  System"  will  be  found  in  Chapter 
XXV,  pages  524-529,  and  will  serve  to  illustrate  the 
principles  set  forth  below. 

The  "  Double  Account  System"  isof  comparatively  recent 
origin,  and  is  of  purely  statutory  derivation. ■**■  The  system 
is  compulsorily  applied  to  many  semi-public  undertakings, 
the  works  constructed  by  which  are  deemed  to  be  of  a 
permanent  nature,  e.  g.,  railways,  gas-works,  water,  and 
electric  lighting  companies.  The  accounts  of  such  cor- 
porations show,  perhaps  with  unnecessary  elaboration, 
the  various  amounts  of  capital  expended  in  past  years  in 
acquiring  Fixed  Assets  and  in  other  directions.  It  may 
however  be  doubted  whether  the  division  of  the  Balance 
Sheet  into  two  sections  serves  any  useful  purpose  which 
would  not  have  been  attained  under  the  methods  more 
generally  employed  in  commercial  circles. 

The  Balance  Sheets  of  railways  and  other  undertakings 
which,  in  this  country,  employ  the  "  Double  Account 
System "  are  efficiently  prepared  upon  the  ordinary 
"  Single  Account  System "  in  the  United  States  of 
America,  and  in  almost  all  other  countries,  and,  in  the 
opinion  of  many  accountants,  there  is  no  self-evident 
necessity  for  the  adoption  of  the  "  Double  Account 
System  "  by  undertakings  of  this  nature. 

The  concerns  in  which  the  "Double  Account  System" 
is  applied  were,  when  the  system  was  originally  prescribed, 
deemed  to  be  permanent  undertakings;  it  was  therefore 
considered  that,  provided  they  always  maintained  an 
equivalent  equipment  to  that  with  which  they  started, 
provision  for  depreciation  was  unnecessary.  The  obliga- 
tion to  maintain  this  "  Equivalent  Equipment  "  took  the 
form  of  throwing  upon  the  undertaking  the  responsibility 
of  executing,  out  of  current  profits,  all  the  repairs  necessary 
to  maintain  the  equipment  in  efficient  working  order,  and 
also  of  replacing,  out  of  current  profits,  any  equipment 
which,  owing  to  age  or  obsolescence,  was  no  longer  of 
service.  Provided  this  course  was  pursued  no  provision 
for  depreciation  was  held  to  be  necessary,  and  the  capital 
originally  expended  in  acquiring  the  Fixed  Assets  of  the 

*  The  system  was  first  prescribed  under  the  Regulation  of 
Railways  Act,  1868. 
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undertaking  was  to  be  allowed  to  remain  permanently 
unchanged  in  its  accounts. 

Any  enlargement  of  the  equipment,  increase  in  the 
number  of  engines  or  rolling  stock  (in  the  case  of  a  Eail- 
way  Company),  extension  of  works  or  other  additional 
capital  outlay  from  time  to  time,  are  added  to  the 
original  capital  expenditure;  and,  subject  to  the  above- 
mentioned  obligation  upon  the  Company  to  "  maintain  " 
its  equipment  out  of  current  revenue,  such  expenditure 
stands  in  the  Company's  books  at  its  original  cost. 

In  the  opinion  of  some  accountants  this  system  of 
accounting  presents  many  defects,  the  chief  of  which  may 
be  briefly  stated  as  follows — 

1.  During    the    earlier  years    of    the   undertaking, 

when  the  equipment  is  new  and  the  expendi- 
ture upon  repairs  is  correspondingly  small,  and 
that  upon  replacements  is  non-existent,  the 
current  profits  are  reheved  of  charges  for  de- 
preciation which,  strictly  speaking,  they  should 
bear;  the  divisible  profits  are  therefore  over- 
stated, and  their  subsequent  division  "up  to  the 
hilt "  not  only  constitutes  an  excessive  payment 
of  dividends,  but  impoverishes  the  undertaking, 
and  inflates  the  market  price  of  the  shares 
above  their  true  value. 

2.  In    later   years   repairs    and    replacements    fall 

heavily  upon  the  undertaking  which  has  no 
reserved  profits  to  fall  back  upon  ;  current 
dividends  are  therefore  trenched  upon  and  the 
price  of  the  shares  falls  correspondingly.  Thus 
no  equilibrium  is  maintained  between  the  early 
years  and  later  years. 

3.  Capital   sunk   in   constructing  lines,  stations    or 

other  objects  embraced  in  the  original  project 
but  subsequently  abandoned  remains  in  the 
Company's  Balance  Sheet  at  its  original  amount ; 
whereas,  under  the  **  Single  Account  System," 
the  cost  of  these  moribund  assets  would  prob- 
ably be  written  off. 

4.  Legal  and  other  charges  expended  in  obtaining 

the  passing  of  special  Acts  of  Parliament  on 
the  Company's  behalf  are,  under  the  "Double 
Account  System,"  capable  of  being  capitalized 
and  treated  for  ever  as  an  asset,  whereas  in 
an  ordinary  Company  they  would  be  treated  as 
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"  Preliminary  Expenses  "  and  written  off  over 
a  period  of  years. 
5.  It  is  unsound  to  maintain  that,  because  all  re- 
placements are  borne  by  revenue,  no  further 
provision  for  wasting  assets  is  necessary.  For 
example,  a  Kailway  Company  opens  its  system 
with  500  locomotives  and,  in  due  course,  re- 
places 20  of  them,  out  of  revenue,  with  engines 
of  a  better  and  more  costly  type.  So  far  as 
these  20  new  engines  are  concerned  well  and 
good,  but  there  are  still  the  480  old  engines  in 
connection  with  which  wastage  in  value  has 
undoubtedly  taken  place,  but  is  ignored  under 
"the  "  Double  Account  System." 

It  will  be  obvious  to  the  student  that  there  is  much  to 
be  said  for  some  of  these  criticisms  of  the  "  Double 
Account  System,"  though  space  forbids  their  discussion 
at  length  in  this  place. 

It  is  well,  however,  to  remember  that,  in  many  cases, 
Companies  working  under  the  **  Double  Account  System  " 
recognize  the  existence  of  wastage  over  and  above  that 
which  is  adequately  met  by  replacements  out  of  Kevenue, 
and,  in  such  cases,  special  Depreciation  Funds  are  created. 

Gas  and  Electric  Lighting  undertakings  frequently 
raise  depreciation  funds  in  order  to  provide  for  the 
renewal  of  costly  assets  such  as  leasehold  works, 
machinery  and  plant,  etc. 

Many  other  Companies,  notably  British  Railway 
Companies,  do  not  interpret  the  **  Double  Account 
System  "  too  literally,  and  often  charge  replacements  very 
generously  to  Revenue  when  old  or  obsolete  assets  are 
being  replaced ;  and,  in  many  ways,  reserves  and  pro- 
visions are  created  out  of  Revenue.  These  reserves, 
under  the  Railway  Companies  (Accounts  and  Returns) 
Act,  1911,  are  now  set  out  in  the  General  Balance  Sheet. 

It  has  already  been  explained  that  the  Balance  Sheets 
of  Railway  Companies  are  compulsorily  prepared  in  the 
United  Kingdom  upon  the  "Double  Account  System," 
whereas  in  the  majority  of  other  countries  the  "  Single 
Account  System"  is  adopted.  An  example,  in  condensed 
form,  of  a  "  Single  Account "  Balance  Sheet  issued  by  an 
American  railroad  is  appended.  The  form  of  this  state- 
ment may  be  usefully  compared  with  the  more  cumber- 
some English  form  illustrated  on  pages  524r-629. 
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Chicago,  Indiana  and  Southern  Railway  Company  (U.S.A.) 
CONDENSED  GENERAL   BALANCE  SHEET,  December  31,  1908 


Assets. 


Cost  of  Road  and  Equipment 

Fuel  and  Supplies 

Current  Assets- 
Cash  in  hands  of  Treasurer,  re- 
mittances in  transit  and  sundry 
debtors 


41,003,039 
432,074.65 


1,556,852. 


42,991,967.00 


Liabilities. 

Capital  Stock- 
Common 15,000,000.00 

Preferred 5,000,000.00 


Funded  Debt- 
First         Mortgage 

Bonds 4,650,000.00 

Fifty-year     4     per 
cent.  Gold  Bonds  15,150,000.00 


Current  Liabilities — 

Bills  Payable,  accounts  out- 
standing and  sundry  creditors 
Profit  and  Loss  Account — 

Balance 


20,000,000.00 


20,000,000.00 

2,951,431.89 
40,535.11 


42,991,967.00 


Note. — It  will  be  seen  that  the  Liabilities  and  Assets  in  this  Balance  Sheet  appear  on  the  opposite 
sides  to  those  upon  which  they  would  appear  according  to  British  practice. 

Goodwill 

Some  reference  has  already  been  made  to  the  subject 
of  Goodwill  in  its  relation  to  Partnership  and  Joint  Stock 
Company  accounts  upon  pages  234  and  257  respectively ; 
there  are,  however,  certain  points  connected  with  this- 
important  subject  which  have  not  been  considered  pre- 
viously in  this  treatise,  to  which,  therefore,  some  brief 
reference  is  needful. 

Goodwill  has,  as  was  previously  mentioned,  been 
defined  as  "  the  benefit  arising  from  connection  and 
reputation,"  and  although  it  is  neither  a  tangible  asset 
nor  one  which  is  capable,  under  ordinary  circumstances, 
of  ready  realization,  it  is  none  the  less  a  real  and,  in  many 
cases,  a  most  valuable  type  of  property. 

Goodwill  is  fully  recognized  as  a  transferable  asset  by 
the  law,  and  agreements  for  its  sale  or  conveyance  are 
subject  to  ad  valorem  stamp  duty. 

The  value  of  the  Goodwill  attached  to  a  given  business 
is  obviously  dependent  upon  the  nature  of  the  undertak- 
ing, and  upon  the  circumstances  connected  with  it.  For 
the  purposes  of  sale  the  Goodwill  of  a  business  is  usually 
estimated  as  being  worth  a  given  number  of  years'  pur- 
chase of  the  annual  profits  which  may  be  expected  to 
be  derived  from  its  possession;  such  future  profits  are 
usually  estimated  upon  the  basis  of  the  average  profits 
which  have  accrued  during  the  last  few  years'  trading 
immediately  prior  to  the  date  upon  which  the  sale  takea 
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place.  The  average  of  profits  to  be  employed  for  the 
purposes  of  valuing  a  "  Goodwill  "  should  be  based  upon 
the  results  of  a  sufficient  number  of  years  to  give  a  fair 
estimate  of  future  results,  and  in  arriving  at  such  average 
any  special  profits  or  losses  due  to  extraneous  circum- 
stances should  be  disregarded.  The  average  of  the  pre- 
vious three  to  five  years'  results  is  usually  employed  in 
arriving  at  the  value  of  Goodwill  in  ordinary  commercial 
undertakings. 

The  number  of  years'  purchase  of  these  ascertained 
"  average  "  profits  to  be  taken  in  any  given  instance  is 
naturally  a  matter  which  is  subject  to  great  variation 
according  to  circumstances.  The  Goodwill  of  a  profes- 
sional business,  in  the  successful  conduct  of  which  the 
personality  of  the  previous  owner  is  of  paramount  im- 
portance, and  which  can  only  be  transferred  to  a  new 
owner  with  the  probability  of  considerable  loss  of  clienUhy 
may,  in  a  given  instance,  only  be  worth  from  one  to 
three  years'  purchase  of  the  average  profits  previously 
derived  from  its  possession ;  on  the  other  hand,  the 
Goodwill  of  a  trading  business  showing  average  profits  of 
a  similar  amount  may  be  worth  a  much  larger  propor- 
tionate sum.  This  difference  in  value  would  be  due  to 
the  less  exclusively  "  personal "  nature  of  the  latter 
business  as  compared  with  the  former.  In  fact,  in  many 
commercial  undertakings  the  personal  factor  is  practically 
non-existent  in  connection  with  the  Goodwill,  which  may 
be  largely  a  question  of  locality  or  of  reputation  for  the 
quality  of  merchandise  sold.  In  an  ordinary  case  the 
Goodwill  of  a  professional  business  may  be  taken  to  be 
worth  from  one  to  three  years'  purchase  of  the  average 
past  profits,  and  the  value  of  the  Goodwill  of  a  trading 
business  will  ordinarily  be  worth  from  two  to  five  years' 
purchase  of  similar  average  past  profits.  If  a  share  only 
of  the  Goodwill  is  being  disposed  of,  in  cases  where  the 
previous  partners,  or  some  of  them,  continue  to  be  asso- 
ciated with  the  undertaking,  a  greater  number  of  years' 
purchase  of  the  average  profits  will  in  many  cases  be 
obtainable  by  the  vendors. 

Again,  where  the  average  of  the  results  of  past  years  is 
based  upon  a  series  of  descending  profits,  i.  e.  where  the 
profits  have  in  the  past  been  steadily  on  the  down  grade, 
the  Goodwill  will  obviously  be  worth  less  than  where 
exactly  the  same  average  is  shown  by  a  series  of  ascend- 
ing profits,  i.  e.  where  the  business  shows  a  sequence  of 
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profits  which  are  on  the  up-grade,  each  year  showing  a 
better  result  than  its  predecessor. 

The  personaUty  of  the  intending  purchaser  of  a  Good- 
will is  an  important  factor  in  relation  to  the  price  to  be 
paid  for  its  possession ;  the  approximate  number  of  years' 
purchase  stated  above,  viz.  one  to  three  years  in  the  case 
of  a  professional  business  and  two  to  five  years  in  the  case 
of  a  trading  business,  will  usually  apply  when  the  intend- 
ing purchaser  is  a  private  trader  on  his  own  account.  If, 
on  the  other  hand,  the  Goodwill  of  a  trading  business  is 
to  be  sold  to  a  Limited  Company  formed  for  the  special 
purpose  of  acquiring  it,  the  purchase  price  will  frequently 
be  considerably  more  than  if  it  were  being  disposed  of  to 
a  sole  trader.  This  enhanced  price  arises  out  of  the 
interposition  of  vendors'  or  promoters'  profits  in  the  case 
of  a  Company,  and  is  rendered  possible  by  the  fact  that 
the  shareholder  with  limited  liability  in  a  Joint  Stock 
Company  will  usually  be  content  with  a  smaller  rate  of 
interest  per  cent,  per  annum  upon  his  money  than  would 
be  required  by  a  purchaser  trading  upon  his  own  account 
with  unlimited  liability.  A  Joint  Stock  Company  can 
usually  be  more  heavily  capitalized  in  a  similar  business 
than  a  private  partnership,  and  yet  be  in  a  position  to  satisfy 
its  shareholders  in  point  of  income.  If  at  a  subsequent 
date  a  company  of  this  nature  fails  to  succeed  the  loss  of 
capital  to  the  ordinary  shareholders  is,  of  course,  corre- 
spondingly large.  The  ordinary  shares  of  many  large  com- 
panies are  practically  represented  entirely  by  the  purchase 
price  of  the  "  Goodwill,"  and  in  view  of  the  excessive 
prices  which  the  constitution  of  a  Joint  Stock  Company 
allows  to  be  placed  upon  this  asset,  and  of  its  worthless- 
ness  should  the  undertaking  fail  to  succeed,  the  capitalist 
who  cannot  afford  to  lose  the  principal,  represented  by 
his  investment,  should  studiously  eschew  the  ordi?iary  or 
deferred  shares  of  those  industrial  companies  where  the 
amount  paid  for  the  Goodwill  of  the  business  forms  the 
principal  part  of  the  purchase  price. 

Upon  the  failure  of  a  trading  concern,  its  "  Goodwill  " 
obviously  becomes  a  valueless  asset ;  and  in  like  manner 
when  the  profits  of  an  undertaking  decrease  during  its 
course  of  trading,  so  the  value  placed  upon  its  Goodwill 
should  in  theory  diminish  also.  The  question  as  to 
whether  the  purchase  price  paid  by  an  undertaking  for 
its  Goodwill  should  be  depreciated  has  been  the  subject 
•of  much  controversy  among  accountants,  but  in  actual 
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practice  the  original  cost  of  the  asset  is  rarely  written 
down.  In  periods  of  depression,  when  the  Goodwill  has 
fallen  in  value,  Directors  of  Companies  usually  object  to 
throwing  any  additional  burden  upon  the  Profit  and  Loss 
Account  in  order  to  meet  such  depreciation,  and  it  is  only 
in  prosperous  years,  when  profits  are  abundant  and  the 
Goodwill  presumably  of  corresponding  value,  that  any 
depreciation  of  the  asset  is  met  with ;  in  such  years  lump 
sums  are  sometimes  written  off  Goodwill  Account,  from  a 
laudable  desire  to  eliminate  an  intangible  asset  from  the 
Balance  Sheet,  or  to  reduce  the  profits  available  for  dis- 
tribution in  order  to  conserve  the  financial  resources  of 
the  Company  in  view  of  possible  times  of  stringency  in 
future  years. 

Goodwill  is  a  fixed  asset,  and  no  attempt  to  record 
fluctuations  in  its  value  can  be  made ;  neither,  it  would 
appear,  even  where  known  depreciation  exists,  is  there 
any  legal  obligation  to  reduce  its  book  value  prior  to  the 
payment  of  dividends  (Wibner  v.  M'Namara).  The  asset 
should  be  stated  in  the  Balance  Sheet  at  cost,  and  such 
statement  .is  not  intended  to  convey  any  guarantee  that 
its  present  worth  is  fairly  represented  by  the  amount  at 
which  it  appears. 

As  pointed  out  above,  however,  the  Directors  of  a 
Company  may  wisely  decide  to  enhance  the  financial 
strength  of  the  undertaking  by  reducing  the  book  value 
of  the  Goodwill.  In  such  circumstances  some  accountants 
are  of  opinion  that  the  same  end  can  be  more  advantage- 
ously attained  by  creating  a  Eeserve  Fund. 

In  any  case,  where  a  reduction  of  the  book  value  of 
Goodwill  has  been  decided  upon  the  amounts  written  off 
are  not  in  any  sense  charges  against  revenue,  but  should 
take  the  form  of  appropriations  of  profits,  and  should 
therefore  appear  in  the  appropriation  section  of  the 
Profit  and  Loss  Account. 

Bankruptcy  and  "Deeds  of  Arrangement" 

When  the  affairs  of  a  trader  or  a  partnership  become 
financially  involved,  and  further  trading  is  impossible,  it 
becomes  necessary  for  his  or  their  property  to  be  realized 
and  distributed  pro  rata  among  the  creditors.  A  trader 
who  is  unquestionably  insolvent  (taking  that  word  in  the 
sense  that  he  is  unable  to  pay  his  debts  as  they  fall  due) 
cannot  continue  business  in  this  condition  for  any 
extended  period  of  time,  although  by  an  adroit  system 
of    "  financing "  his   liabilities   an   unscrupulous  trader 
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may  postpone  a  crisis  for  months  or  even  years  after 
the  period  at  which  he  first  becomes  insolvent.  By  the 
postponement  of  the  accounts  of  such  creditors  who  do 
not  urgently  press  for  payment ;  by  incurring  a  series  of 
fresh  obligations  to  trade  creditors  with  whom  he  has  not 
previously  dealt,  and  who,  to  secure  a  new  customer,  will 
often  give  extended  terms  of  credit ;  by  means  of  "  Accom- 
modation Bills  ";  by  mortgaging  and  re-mortgaging  all  his. 
available  property ;  by  overdrawing  his  bank  account,  if 
that  be  possible,  and  by  a  multiplicity  of  other  question- 
able devices,  the  insolvent  owner  of  an  unprofitable 
business  frequently  trades  in  a  steadily  increasing  con- 
dition of  insolvency  for  a  considerable  period.  The 
process  is  one,  however,  which  cannot  continue  for  an 
indefinite  time.  The  patience  of  creditors  at  length 
becomes  exhausted,  and  either  of  his  own  motion  or 
by  compulsion  the  trader  is  compelled  finally  to  proceed 
into  "  bankruptcy  "  or  to  make  a  "  private  arrangement " 
with  hife  creditors. 

"Bankruptcy"  infers  the  winding  up  of  a  debtor's 
estate  according  to  the  manner  prescribed  by  Jaw,*  the 
distribution  of  the  proceeds  of  such  estate  ^o  rata  among 
the  creditors,  and,  ultimately,  the  freeing  of  the  debtor,, 
by  operation  of  law,  from  any  further  claim  in  respect 
to  the  unsatisfied  portion  of  his  indebtedness  to  his. 
creditors. 

A  "  Bankruptcy  Petition  "  can  be  presented  to  a  Bank- 
ruptcy Court  either  by  a  creditor  (for  £50  or  over)  or 
by  the  debtor  himself.  The  petition  is  heard  by  £u 
**  Eegistrar "  of  the  High  Court  of  Justice  or  of  the 
County  Court,  if  such  be  resorted  to,  and  a  ''Receiving 
Order"  can  be  made  upon  it.  A  "  Eeceiving  Order" 
does  not  deprive  the  debtor  of  his  property  but  protects- 
it,  placing  it  in  the  hands  of  an  ofl&cer  of  the  Court  termed 
an  "  Official  Receiver."  Upon  a  Eeceiving  Order  being 
made  the  Official  Eeceiver  to  whom  the  case  is  assigned 
calls  a  First  meeting  of  creditors ;  this  meeting  may  resolve 
that  the  Court  shall  be  applied  to,  to  adjudge  the  debtor 
a  bankrupt,  or,  on  the  other  hand,  the  meeting  may  enter- 
tain a  Scheme  of  Composition  for  the  gradual  liquidation 
of  the  debtor's  indebtedness.  Upon  "  Adjudication  "  of 
bankruptcy  the  debtor  becomes  a  Bankrupt,  and  the  owner- 
ship of  all  his  property  passes  automatically  from  him  to 
a  "  Trustee,"  who  is,  in  the  first  instance,  the  Official. 
Eeceiver,  and  subsequently  some  person  appointed  by  the 
♦  Bankruptcy  Act,  1914. 
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creditors.  Soon  after  adjudication  the  bankrupt  must 
attend  a  Public  Examination,  i.  e.  an  examination  before 
the  Court  as  to  his  affairs,  and  he  may  thereafter  apply 
for  his  "  Discharge."  An  order  of  "  discharge "  is,  as 
far  as  the  bankrupt  is  concerned,  the  conclusion  of  his 
financial  debdcle ;  it  frees  him  from  any  further  claims 
with  reference  to  his  debts,  and  permits  him  to  start 
in  business  afresh  with  a  clean  sheet. 

The  Trustee  as  soon  as  possible  after  his  appointment 
realizes  the  debtor's  estate,  or  so  much  of  it  as  is  capable 
of  realization.  Out  of  the  first  funds  available  the 
Preferential  creditors,  i.e.  certain  creditors  having 
priority  for  rates  and  taxes,  wages  and  salaries,  are 
paid  in  full,  and  the  rest  of  the  funds  are  then  distri- 
buted equally  among  the  creditors  in  proportion  to 
their  claims. 

The  creditors  may,  at  their  "first  meeting,"  appoint 
some  person  approved  by  them  (usually  a  professional 
accountant)  to  be  the  Trustee,  or  they  may  leave  the 
matter  in  the  hands  of  the  Official  Eeceiver,  who  will 
then  act  as  Trustee ;  the  creditors  may  at  the  same  time 
appoint  some  of  their  number  to  act  as  a  Committee  of 
Inspection,  which  holds  periodical  meetings  and  supervises 
the  liquidation  of  the  debtor's  affairs. 

A  debtor,  upon .  the  making  of .  a  Eeceiving  Order 
against  him,  must  submit  to  the  Official  Eeceiver  in 
charge  of  the  case,  in  the  prescribed  form,  a  Sum- 
mary of  his  position  called  a  "  Statement  of  Affairs  " ; 
and,  if  necessary,  he  may  obtain  professional  assistance 
in  compiling  the  Statement.  "  Statements  of  Affairs  " 
are  prepared  not  only  in  bankruptcy  cases,  but  also  . 
in  cases  of  the  compulsory  winding  up  of  Joint  Stock 
Companies  by  order  oi  the  Court  (where,  again,  an  official 
form  is  prescribed),  and  in  almost  all  cases  of  financial 
embarrassment.  The  statement  sets  forth  on  the  one 
side  the  debtor's  property,  ranged  according  to  its  nature, 
and  valued  not,  as  in  a  Balance  Sheet,  upon  a  basis  of 
book  figures  or  as  the  property  of  a  going  concern,  but 
at  realization  or  *'  break-up  "  figures ;  on  the  other  side 
of  the  statement  the  debtor's  liabilities  are  set  out. 
As  has  been  previously  indicated,  a  Statement  of  Affairs 
obviously  differs  greatly  from  a  Balance  Sheet  prepared 
for  a  going  concern ;  and  in  its  preparation  all  fictitious 
or  wholly  unrealizable  assets  must  be  excluded. 

The  Official  Statement  of  Affairs  in  bankruptcy  consists 
of  the  following  forms — 
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1.  A  statement  in  summary  form  showing  the  pro- 

perty owned  by  the  debtor  (valued  as  above  set 
forth),  the  creditors'  claims,  and  the  amount  of 
the  "  deficiency,"  i.  e.  the  amount  by  which  the 
debtor  is  insolvent. 

2.  Schedules  explaining  the  various  classes  of  assets 

and  liabilities  brought  (in  totals)  into  the 
statement  mentioned  above. 

3.  A    Deficiency    Account,    which    is    in    effect    a 

transcript,  with  the  sides  reversed,  of  the 
bankrupt's  Capital  Account  in  his  own  Ledger, 
showing  the  capital  he  possessed  (or  the  amount 
by  which  he  was  insolvent)  at  a  given  date 
prior  to  the  bankruptcy,  his  gains  since  that 
time  and  the  losses  which  have  reduced  him 
to  insolvency. 

Statements  of  Affairs  prepared  at  the  commencement 
of  the  compulsory  liquidation  of  Joint  Stock  Companies 
resemble  those  prescribed  in  bankruptcy,  subject,  of 
course,  to  the  various  modifications  necessary  owing  to 
the  constitution  of  the  Company. 

An  example  illustrating  the  preparation  of  a  Statement 
of  Affairs  in  bankruptcy  (the  "  Summary  portion  "  con- 
tained on  the  "  front  sheet ")  and  the  relative  "  Deficiency 
Account "  is  appended.  In  the  illustration  the  "  schedules" 
have  not  been  included,  as  they  are  merely  lists  explana- 
tory of  the  items  included  in  the  "  summary,"  and  would 
occupy  too  much  space  to  set  out  in  detail. 

Example. — From  the  following  information  prepare  the  Statement 
of  Affairs  and  Deficiency  Account  of  "A.  Debtor,"  against  whom  a 
•Receiving  Order  was  made  on  January  1,  1909. 

The  total  creditors  amounted  to  £17,650,  of  which  £500  is  "fully 
secured  "  by  a  deposit  of  securities  expected  to  realize  £550;  £1,000 
is  *'  partly  secured  "  by  a  deposit  of  Stocks  expected  to  realize  £500 ; 
£1,000  represents  a  liability  as  indorser  upon  an  Accommodation 
Bill  expected  to  rank  for  the  full  amount,  and  £100  is  rent  for 
which  the  landlord  can  distrain,  the  remainder  of  the  creditors  are 
unsecured. 

His  assets  are — Furniture,  £10 ;  Cash  in  hand,  £1 ;  Cash  at  Bank, 
5s.  6d.  ;  Investment,  50,000  fully  paid  £1  shares  in  the  Ephemeral 
Gold  Reduction  Company,  Ltd.,  valued  at  £1,000.  Book  debts — 
Good,  £50  ;  Bad,  £4,000  ;  Doubtful,  £5,000  (the  latter  are  expected 
to  realize  £1,000). 

A.  Debtor's  capital  on  January  1,  1906,  was  £10,065,  and  his 
income  since  that  date  has  been  £1,350  10s.  9c?. 

He  has,  since  January  1,  1906,  spent  £8,056  10s.  on  household 
expenses,  £3,897  15s.  Sd.  in  losses  on  Stock  Exchange  speculations, 
£6,000  on  losses  through  betting,  and  has  sustained  further  losses 
owing  to  bad  debts  to  the  extent  of  £8,000.      (See  pp.  424-426). 
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The  accounts  of  a  Trustee  in  bankruptcy  must  be  kept 
according  to  a  prescribed  form ;  they  must  be  audited  by 
the  Committee  of  Inspection  periodically  (monthly  in  the 
case  of  the  Trading  Account,  and  quarterly  as  regards 
the  other  accounts),  and  they  must  be  submitted,  at  half- 
yearly  intervals,  for  audit  by  the  Board  of  Trade.  An 
audited  transcript  of  the  trustee's  "  Estate  Cash  Book  "  is 
transmitted  by  the  Board  of  Trade  to  the  Court  where 
the  Eeceiving  Order  was  made. 

Upon  the  conclusion  of  the  distribution  of  the  whole 
estate,  or  upon  the  realization  and  distribution  of  all  the 
realizable  assets,  the  Trustee  may  apply  to  the  Board  of 
Trade  for  his  "  Release,''  giving  notice  to  all  creditors  who 
have  proved  their  debts  and  to  the  Debtor  of  his  intention 
to  do  so.  A  Realization  Account  in  the  prescribed  form, 
giving  a  summary  of  all  the  Trustee's  receipts  and  pay- 
ments, is  sent  out  with  the  above  notification.  The  granting 
of  a  "Eelease"  to  a  Trustee  discharges  him  from  all 
liabilities  incurred  by  him  in  the  discharge  of  his  duty  to 
the  bankrupt's  estate  and  to  the  creditors. 

Deeds  of  Arrangement 

A  "  Deed  of  Arrangement "  is  a  deed  embodying  an 
arrangement  arrived  at  between  an  insolvent  person  and 
his  creditors  generally ,  or  with  certain  creditors  professing 
to  act  on  behalf  of  themselves  and  all  the  "other  creditors 
privately y  {i.  e.  without  the  intervention  of  the  Bankruptcy 
Courts)  in  regard  to  his  affairs. 

A  man  may  make  such  private  arrangements  with  indi- 
vidual creditors  as  he  chooses,  but  if,  being  financially 
embarrassed,  he  executes  a  deed  in  favour  of  his  creditors 
generally,  transferring  all  his  property  to  one  or  more 
"  trustees  "  for  the  creditors,  to  be  held  by  such  trustees 
either  for  realization  and  distribution  among  the  creditors 
or  for  the  continuance  of  trading  operations  on  their 
behalf,  this  deed  is  termed  a  "  Deed  of  Arrangement," 
and  must  be  registered  at  a  Government  office."*^  Such  a 
proceeding  does  not,  as  formerly,  constitute  an  Act  of 
Bankruptcy  t  (entitling  a  creditor  to  present  a  bankruptcy 
petition)  if  notice  of  the  filing  of  the  deed  and  its  due 
"  assent "  is  served  upon  creditors. 

*  Under  the  Deeds  of  Arrangement  Act,  1914,  such  deeds  are 
void  unless  assented  to  by  a  majority  in  number  and  value  of  the 
creditors  within  21  days  of  registration. 

t  The  "Acts  of  Bankruptcy"  are  as  follows.  If  the  Debtor 
has— (a)    made  an   assignment  of  his  property  in  trust  for  his 
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The  most  common  form  of  Deed  of  Arrangement  is  one 
Tt^hereby  the  debtor  transfers  all  his  property  to  a  trustee 
for  the  benefit  of  the  creditors  generally,  in  consideration 
of  their  releasing  him  from  the  debts  he  owes  to  them ; 
the  trustee  under  the  deed  being  directed  to  realize  the 
estate  and  to  distribute  the  product  among  the  creditors 
'pro  rata  according  to  their  claims.  The  deed  is  usually 
made  between  the  debtor,  one  or  more  creditors,  and  a 
trustee  for  the  latter,  the  trustee  appointed  being  usually 
a  professional  accountant.  As  stated  above,  the  execution 
of  a  deed  of  arrangement  formerly  constituted  an  "  act  of 
bankruptcy"  ;  and  the  contingency  that  a  petition,  which 
would  nullify  the  proceedings  under  the  deed,  might  be 
presented  by  a  non-assenting  creditor  at  any  time  within 
three  months  of  its  execution,  almost  invariably  delayed 
the  distribution  of  the  assets.  The  filing  of  a  statutory 
certificate  that  due  assent  to  the  deed  has  been  obtained 
under  the  Act  of  1914;  removes  this  cause  for  delay 
and  will  greatly  facilitate  proceedings  under  such  deeds. 
When  filing  the  statutory  declaration  with  the  Eegistrar 
of  Bills  of  Sale  that  the  requisite  majority  of  creditors 
has  assented  to  the  deed,  "  secured "  creditors  are 
reckoned  for  value  for  the  balance  of  their  debts  after 
deducting  the  estimated  value  of  the  securities  held  by 
them.  Creditors  for  less  than  £10  are  reckoned  in  the 
"  majority  in  number,"  but  not  in  the  "  majority  in 
value."  Failure  to  obtain  the  statutory  "  assent "  renders 
the  deed  void. 

A  Deed  of  Arrangement  is  frequently  put  forward  as  a 
proposal  by  an  insolvent  debtor  at  a  meeting  of  his 
creditors  convened  by  him  for  the  purpose  of  laying  his 
position  before  them.  From  the  point  of  view  of  the 
debtor  a  Deed  of  Arrangement  is  preferable  to  bankruptcy 
proceedings,  as  it  avoids  the  publicity  consequent  upon 
the  latter ;  from  the  creditors'  point  of  view  a  "  private 
arrangement"  usually  produces  larger  dividends  within* 

creditors  generally  ;  (6)  made  a  fraudulent  assignment  of  his  pro- 
perty or  any  part  thereof ;  (c)  made  a  conveyance  amounting  to  a 
**  fraudulent  preference  "  ;  {d)  having,  with  intent  to  defeat  or  delay 
his  creditors,  departed  out  of  England,  or  being  out  remained  out, 
or  absented  himself,  or  begun  to  keep  house  ;  (e)  suffered  execution 
on  his  goods,  after  they  have  been  either  sold  or  held  by  the  sheriff 
for  twenty-one  days  ;  (/ )  filed  a  declaration  of  his  inability  to  pay 
his  debts  or  presented  a  Bankruptcy  Petition  against  himself  ; 
{g)  neglected  to  pay  or  secure  a  judgment  debt  after  service  of  a 
*  •  Bankruptcy  notice  "  ;  {h)  given  notice  to  any  creditor  of  suspension 
of  payment. 

Q2 
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a  shorter  time  than  under  the  more  cumbersome   and 
costly  official  proceedings  in  bankruptcy. 

Creditors  must  assent  to  the  deed  by  actual  execution, 
or  by  sending  a  duly  witnessed  "  letter  of  assent  "  to  the 
Trustee.  Prior  to  the  new  Act  the  supply  of  goods  to 
the  Trustee,  or  a  similar  act,  was  held  to  be  an  "  assent." 
"Apart  from  a  deed  which  contemplates  immediate 
realization  and  distribution  other  varieties  of  Deeds  of 
Arrangement  are  met  with — e.g.  (1)  an  arrangement 
whereby  the  debtor's  business  is  to  be  continued  by  a 
committee  of  his  creditors  on  behalf  of  the  creditors 
generally ;  (2)  an  arrangement  whereunder  the  debtor 
is  to  continue  carrying  on  his  business  subject  to  the 
supervision  of  a  committee  of  creditors. 

No  official  form  of  Statement  of  Affairs  for  submission 
to  creditors  is  prescribed  in  the  case  of  a  Deed  of  Arrange- 
ment, although  if  a  meeting  of  creditors  is  being  held  to 
consider  the  terms  of  a  suggested  Deed  of  Arrangement, 
a  Statement  of  Affairs  is  almost  invariably  laid  before  the 
creditors  who  attend.  The  forms  adopted  usually  follow 
the  lines  employed  in  bankruptcy  proceedings,  minus  the 
official  verbiage  of  the  latter.  Under  the  1914  Act  trustees 
under  Deeds  of  Arrangement  must  give  security  in  the 
manner  prescribed  unless  excused  by  a  majority  in  number 
and  value  of  the  creditors,  and  must  open  a  separate  bank- 
ing account  for  the  estate  of  the  debtor,  and  must  submit 
accounts  to  audit  by  the  Board  of  Trade  if  a  majority,  in 
number  and  value,  of  the  creditors  so  desire.  Every  six 
months  a  Statement  of  Accounts,  in  the  prescribed  form, 
must  be  sent  to  the  creditors,  and  filed  with  the  Board  of 
Trade. 

Eeceipts  and  Payments  Accounts 

Many  institutions  and  societies  whose  monetary  trans- 
actions are  of  a  benevolent  or  non-trading  nature  compile 
and  publish  their  periodical  financial  statements  in  the 
form  of  a  Eeceipts  and  Payments  Account. 

A  Receipts  and  Payments  AccoTmt  is  a  statement  deal- 
ing with  cash  transactions  only.  The  account  may  be* 
briefly  described  as  being  a  condensed  summary  of  the 
Cash  Book,  containing,  on  the  Debit  (Eeceipts)  side,  the 
actual  money  received  during  the  period  under  review, 
and  on  the  Credit  (Payments)  side,  the  cash  actually 
disbursed  during  the  same  period,  analyzed  under  appro- 
priate headings.     As  a  matter  of  course,  a  statement  o£ 
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this  character  must  commence  and  close  with  the  initial 
and  final  balance  of  cash  in  hand,  at  the  beginning  and 
close  respectively  of  the  period  to  which  the  statement 
relates. 

Financial  statements  of  this  type  are  most  frequently 
met  with  in  connection  with  clubs,  literary  or  benevolent 
institutions,  and  similar  undertakings.  In  these  cases 
the  funds  are  usually  entrusted  to  an  "  honorary  treasurer," 
and,  when  such  is  the  fact,  the  account  is  most  appro- 
priately headed  as  follows — 

Alfred  Barrow,  Esq., 

Treasurer, 

in  account  with 
The  Blackheath  Common  Literary  Society 

for  the  year  ended  December  31,  1909. 

As  a  matter  of  actual  experience  it  is  unfortunately  the 
fact  that  the  terms  "  Eeceipts  and  Payments  Account  " 
and  "Income  and  Expenditure  Account"  are  frequently 
regarded  as  being  synonymous,  whereas  they  are  essen- 
tially different  in  character  and  result,  inasmuch  as  an 
Income  and  Expenditure  Account,  as  will  be  explained 
hereafter,  deals  with  the  total  income  and  expenditure 
for  the  period  covered  by  the  account  irrespective  of 
whether  such  income  and  expenditure  has  been  received  and 
paid  or  not. 

It  is  not  an  uncommon  experience,  moreover,  to  find 
the  term  Receipts  and  Payments  Account  applied  to 
statements  wherein  "Capital"  and  "  Revenue  "  receipts 
and  payments  are  combined  in  one  and  the  same  account. 

It  will  be  unnecessary  to  point  out  to  the  student  that,  in 
such  cases,  the  account  should  be  strictly  confined  to  the 
revenue  items  (in  the  form  of  an  Income  and  Expenditure 
Account),  a  proper  Balance  Sheet  being  also  presented  in 
order  to  record  the  capital  transactions. 

It  will  sometimes  be  the  fact  that  a  Receipts  and 
Payments  Account  does  actually  represent  the  income 
and  expenditure  for  the  period  dealt  with,  but  this  co- 
incidence must  not  mislead  the  student  into  wrongly 
designating  such  a  statement  as  an  "  Income  and 
Expenditure  Account."  An  account  of  this  character  is 
merely  a  summary  of  the  Cash  Book,  and  the  items 
therein  appear  upon  the  same  sides  as  those  upon  which 
they  would  be  recorded  in  the  Cash  Book, 
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In  cases  where  a  Eeceipts  and  Payments  Account 
efficiently  meets  the  book-keeping  requirements,  it  is 
generally  economical  and  advantageous  to  employ  a 
Columnar  Cash  Book,  in  the  analysis  columns  of  which 
the  final  Receipts  and  Payments  Account  is  being  gradually 
compiled. 

An  example  of  a  simple  Eeceipts  and  Payments  Account 
is  given  on  page  430. 

Income  and  Expenditure  Accounts 
(Bevenue  Accouiits) 

It  is  always  preferable,  when  possible,  to  publish  the 
accounts  of  institutions  of  the  nature  described  in  the 
preceding  pages  in  a  form  which  shows  the  whole  of  the 
income  accruing  to  the  society  for  the  period  covered  by 
the  account,  irrespective  of  whether  such  income  has  been 
received  or  not,  together  with  the  whole  of  the  expendi- 
ture properly  chargeable  to  the  same  period,  irrespective 
of  whether  such  expenditure  has  actually  been  paid,  or  is 
still  outstanding.  An  account  which  fulfils  these  require- 
ments is  termed  an  Income  and  Expenditure  Account, 
and  differs  essentially  from  a  Receipts  and  Payments 
Account  as  previously  described. 

All  items  of  income  are  shown  on  the  credit  side  of  the 
Income  and  Expenditure  Account,  whilst  the  expenditure 
appears  on  the  debit  side,  just  as  is  the  case  in  connection 
with  the  items  composing  a  Profit  and  Loss  Account, 
the  two  accounts  being  of  precisely  similar  nature,  although 
prepared  ^o  meet  the  needs  of  undertakings  of  a  different 
character. 

The  Income  and  Expenditure  Account  should  be 
accompanied  by  a  Balance  Sheet  wherein  the  Assets  and 
Liabilities  of  the  undertaking  are  set  out  in  the  ordinary 
way. 

The  balance  of  the  Income  and  Expenditure  Account 
must  be  shown  in  the  Balance  Sheet,  and  represents  the 
surplus  or  deficiency,  as  the  case  may  be,  as  at  the  date 
upon  which  the  Balance  Sheet  has  been  prepared. 

The  student  will  have  gathered  from  the  foregoing 
remarks  that  the  undermentioned  are  the  essential 
distinctions  which  exist  as  between  the  two  accounts — 

{a)  A  Receipts  and  Payments  Account  deals  with 
cash  actually  received  and  disbursed,  vjd  is  a 
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condensed  summary  of  the  Cash  Book  and 
nothing  more. 
{b)  An  Income  and  Expenditure  Account  deals  with 
the  whole  of  the  income  and  expenditure  for 
the  period,  irrespective  of  ivhether  such  income 
and  expenditure  has  actvully  been  received,  and 
paid  or  not,  and  in  character  approximates  to 
the  Profit  and  Loss  Account  employed  in  a 
trading  concern. 

An  example  of  an  Income  and  Expenditure  Account  is 
appended.  This  account  forms  one  of  a  set  of  six  similar 
statements,  dealing  with  various  branches  of  the  work, 
and  is  accompanied  by  a  Balance  Sheet  showing  the 
financial  position  of  the  institution  as  on  the  closing 
date. 

EXERCISES. 

20a. 
A.  Wilson  of  London  and  B.  Morris  of  Rio  de  Janeiro  embark  in 
a  joint  consignment  of  Manchester  goods.  Profits  are  to  be  shared 
equally  between  them.  A.  Wilson  is  to  purchase  in  England  and 
pay  for  the  goods  consigned,  and  is  to  draw  upon  B.  Morris  at  sight 
tor  their  invoice  price  (but  not  in  respect  of  any  disbursements). 

A.  Wilson  consequently  bought  on  January  1,  1909,  Manchester 
goods  to  the  value  of  £1,050,  paying  cash  therefor,  and  disbursed 
on  January  6,  freight  and  shipping  charges,  £105  10«.  ;  insurance, 
£4  ;  packing  £4  15s.  On  the  same  date  he  drew  upon  B.  Morris  for 
£1,050  at  sight  as  agreed,  and  sold  the  Bill  to  the  London  and 
Brazilian  Bank,  Ltd.,  for  £1,039  10s.,  the  discount  is  to  be  borne 
jointly  between  the  parties  to  the  venture. 

B.  Morris  received  the  goods  on  February  1,  1909,  and  disbursed 
on  that  date  landing  charges,  £5  3s.  2d.y  and  Government  duty, 
£121  4s.  6rf.  He  sold  the  goods  for  cash  on  February  3,  1909,  for 
£1,726  4s.  2rf.,  and  honoured  A.  Wilson's  draft  the  same  day. 

On  February  4  B.  Morris  prepared  (from  his  own  books  and  from 
the  statements  regarding  the  adventure  rendered  to  him  by  A. 
Wilson)  a  combined  statement  regarding  the  transaction,  and  re- 
mitted to  A.  Wilson  a  cheque  on  London  for  the  amount  due  to  him. 

Show  the  entries  relating  to  the  above  venture  as  they  would 
appear  in  either  party's  books,  as  well  as  a  combined  statement 
showing  the  result  of  the  whole  transaction. 

20b. 
A.  B.  is  adjudged  a  bankrupt  on  September  1,  1908.     His  position 
at  that  date,  as  shown  by  his  books,  was  as  follows — 

£ 

(1)  Unsecured  creditors 3,000 

/  "  (2)  Secured  creditors  (Bankers),  secured  by  deposit 
of  Title  Deeds  relating  to  House  Property 
(the  property  itself  being  estimated  as  worth 
its  book  value,  viz.  £1,500)     ....     1,200 
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£ 

(3)  Preferential  creditors  for  rates  and  taxes  .        .  185 

(4)  Cash  at  Bank 100 

(5)  Book  Debts 2,000 

(6)  House    Property    (pledged    with    Bankers    as 

above),  valued  at  cost 1,500 

(7)  Furniture,  valued  at  cost 100 

(8)  Investments,  1,000  £1  shares  in  the  Amalgamated 

Construction  Co.,  Ltd.,  valued  at  cost    .         .        400 
6,000  £1  Deferred  Shares  in  the  United  Aviation 

Corporation,  Ltd.,  valued  at  cost  .         .         .     1,075 
Further  inquiry  reveals  the  following  facts — 

Item  (5).  Of  the  £2,000  Book  Debts  £100  are  "good,"  and 
the  balance  must  be  treated  as  "doubtful"  and  estimated  to 
produce  £500. 

Items  (2)  and  (6).  The  House  Property  will  only  realize 
£1,000,  out  of  which  the  Banker's  claim  has  to  be  satisfied. 

Item  (8).  The  shares  in  the  Amalgamated  Construction  Co., 
Ltd.,  may  be  taken  as  being  worth  Is.  each,  and  those  in  the 
United  Aviation  Co.,  Ltd.,  as  being  worth  Id.  each.  As 
regards  his  Deficiency  Account,  A.  B.  acknowledges  that,  two 
years  prior  to  his  bankruptcy,  he  was  possessed  of  a  capital 
of  £10,000.  His  only  income  since  that  date  has  consisted 
of  sundry  director's  fees  amounting  to  £200.  He  acknow- 
ledges having  spent,  during  the  two  years,  £3,000  per  annum 
on  household  expenses,  and  £2,000  in  speculation,  and  has 
lost  £1,400  through  bad  and  doubtful  loans  (as  above),  and 
£1,410  spent  in  promoting  a  patent  bottle  company  which 
proved  a  failure.  In  addition  to  these  matters  are  the  losses 
expected  to  arise  in  connection  with  the  realization  of  his 
House  Property  and  Investments  as  set  out  above. 

From  the  above  particulars  prepare  the  Statement  of  Affairs  and 
Deficiency  Account  of  A.  B. 

20c. 
The  Maes-y-Gwyn  Colliery  Co.,  Ltd.,  took,  on  January  1,  1906, 
upon  lease  from  the  landlord  (Evan  Ap  Thomas,  Esq.,  J. P.)  a  coal- 
bearing  area  upon  the  following  terms  :  viz.  a  minimum  rent  of  £300 
merging  into  a  Royalty  of  6d.  per  ton,  with  power  to  recoup  "  short 
workings  "  over  the  first  three  years  of  the  lease. 
The  annual  output  of  the  colliery  was  as  follows — 

1905 5,000  tons 

1906 11,000    „ 

1907 14,000    „ 

1908 20,000    „ 

Show  the  Landlord's  "Royalties"  and  "Short  Workings'* 
Accounts  as  they  would  appear  in  the  Company's  books. 

20d. 

1.  Explain  what  is  meant  by  a  Joint  Adventure  and  how  the 
transactions  arising  out  of  such  an  adventure  are  recorded. 

2.  What  is  the  difference  between  a  "Bankruptcy"  and  a 
"Private  Arrangement"  made  by  an  insolvent  debtor?  Sketch 
briefly  the  main  characteristics  of  each  procedure. 
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S.  Upon  what  principle  is  a  Statement  of  AflFairs  prepared,  and 
wherein  does  it  differ  from  a  Balance  Sheet  ? 

4.  What  are  *'Cost"  accounts?  Explain  briefly  the  main 
principles  underlying  them. 

5.  Explain  the  following  terms — 

Royalties,  Minimum  Rent,  "Short  Workings,"  Receiving 
Order,  Deficiency  Account,  Official  Receiver,  Joint 
Consignment. 

6.  What  is  Goodwill,  and  how  is  its  value  to  be  arrived  at  ? 

7.  What  is  meant  by  the  Double  Account  System,  to  what  classes 
of  undertakings  is  it  usually  applied,  and  what  useful  purpose  does 
it  serve  ? 

8.  * '  The  Double  Account  System  frequently  tends  to  produce  a 
condition  of  financial  unsoundness  in  certain  respects,  and  sometimes 
affects  the  equilibrium  of  annual  profits  over  a  series,  of  years." 
Discuss  and  explain  this  statement. 

Answers. — 

20a.  Profit  on  the  joint  adventure  =  £425   1*.  6c?.,  divisible 
equally  between  the  parties. 
Cheque  remitted  by  B.  Morris  to  A.  Wilson  to  close  the 
venture  amounts  to  £337  55.  M. 
20b.  Deficiency,  £2,510. 

Totals  of  Deficiency  Account,  £12,710. 

20c.  1905.     Royalty,  £125  ;  Paid  to  Landlord,  £300. 

1906.     Royalty,  £275  ;  Paid  to  Landlord,  £300. 

*1907.     Royalty,  £350  ;  Paid  to  Landlord,  £300. 

1908.     Royalty,  £500  ;  Paid  to  Landlord,  £500. 

•  Note  £150  irrecoverable  "short  workings"  written  off  December  81, 1907. 


CHAPTEE  XXI 

THE   DIVIDEND   AND   INCOME   TAX   ACCOUNTS   OP  LIMITED 
COMPANIES 

The  entries  relating  to  the  payment  of  dividends  by  a 
Limited  Company  appear  to  present  difficulties  to  some 
students,  not  because  of  any  complexity  in  the  entries 
themselves,  but  because  they  frequently  involve  Income 
Tax  adjustments. 

Chapter  XVII  of  the  present  volume  contains  a  brief 
sketch  of  the  British  Income  Tax  System,  and  particular 
attention  is  there  called  to  the  cardinal  principle  of  the 
existing  system,  viz.  that  all  income,  whatever  its  nature, 
shall,  as  far  as  possible,  be  taxed  at  its  source.  Such  a 
rule  obviously  simplifies  the  collection  of  the  tax,  and 
renders  evasion  more  difficult.  Companies,  and  similar 
corporate  bodies,  are,  of  course,  merely  the  legal  embodi- 
ments of  the  shareholders  composing  them.  The  property 
and  profits  of  the  Company  are  the  property  and  profits 
of  the  shareholders.  In  order  to  carry  out  the  principle 
of  taxing  income  at  its  source,  the  Inland  Eevenue 
authorities,  in  the  case  of  a  Limited  Company,  make 
their  assessment  for  Income  Tax  on  the  profits  of  the 
Company  as  a  whole.  It  is  upon  this  assessment  that 
the  Company,  and  not  its  individual  shareholders,  pays 
tax. 

Having  paid  tax  on  the  whole  of  its  profits  in  the 
statutory  manner,  it  is  open  to  the  Company  to  recover 
the  tax  on  that  portion  of  its  profits  distributed  amongst 
its  shareholders  by  the  simple  process  of  deducting  the 
tax  at  the  cvirrent  rate  from  the  dividend  paid  to  them. 
If  it  adopts  this  course,  the  result  is  that  the  Company 
ultimately  bears  only  the  Income  Tax  on  that  portion  of 
its  profits  withheld  from  division  among  its  shareholders. 
A  Company  must  thus  recoup  itself  for  Income  Tax  paid 
in  the  case  of  its  preference,  guaranteed,  and  other  classes 
of  shares  entitled  to  a  preferential  dividend  at  a  fixed 
rate.  It  may  or  may  not  adopt  this  course  with  reference 
to  its  ordinary  or  deferred  shareholders,  according  to  its 
discretion,  or  the  provisions  of  its  articles  of  association. 
The  reason  for  this  distinction  is,  that,  when  a  Company 
pays    Income    Tax   on  its   profits,   as   a   whole,   it,   in 
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effect,  pays  the  tax  due  from  each  shareholder  in  respect 
of  his  share  of  the  profits.  The  tax  having  been  paid  on 
the  total  profits  no  further  Tax  is  payable  by  the  share- 
holder, unless  his  total  income  is  liable  to  super-tax.  This 
is  so  whether  the  Company  has,  or  has  not  in  a  particular 
case,  deducted  tax  from  the  dividend.  It  is  clear  that, 
if  the  tax  is  not  deducted  from  the  fixed  preferential 
dividends,  the  sums  paid  to  the  preferential  shareholders 
will  amount  to  more  than  the  fixed  rate  to  which  they 
are  entitled.  Thus  if  dividends  due  on  5  per  cent,  prefer- 
ence shares  are  paid  without  deduction  of  the  tax,  the 
actual  rate  will  not  be  5  per  cent.,  but  5  per  cent,  plus 
the  tax,  which  at,  say,  65.  0^.  in  the  £,  makes  the 
dividend  £7  2s.  9d.  per  cent.  This  would  be  unfair  to 
the  shareholders  entitled  to  the  balance  of  the  profits  and 
it  is  therefore  illegal.  Dividends  on  ordinary  or  other 
shares  entitled  to  the  balance  of  any  profits  which  may 
remain  after  the  payment  of  the  fixed  dividends  may,  of 
course,  be  paid  without  deduction  of  the  tax;  the  pay- 
ment of  a  dividend  "  free  of  tax,"  as  it  is  termed,  merely 
amounts  in  such  cases  to  the  payment  of  a  slightly  higher 
rate  of  dividend  than  is  apparent  at  first  sight.  The 
phrase  "free  of  tax,"  although  in  common  use,  is  not 
very  happy,  as  all  income  is  liable  to  tax  in  one  form  or 
another. 

When  a  Company  pays  tax  on  its  profits  it  must  debit 
the  payment  to  the  Income  Tax  Account.  If  it  pays  any 
dividends  less  tax  (as  it  is  compelled  to  do  if  the  dividends 
are  preferential),  it  must  show  the  dividend  in  its  Profit 
and  Loss  Account  as  having  been  paid  for  its  gross  amount 
without  any  deduction.  It  must  treat  the  amount  of  tax 
deducted  as  a  recovery  from  its  shareholders,  and  apply 
the  amount  in  reduction  of  the  previous  debit  to  "  Income 
Tax  Account,"  for  the  tax  paid  to  the  Eevenue  authorities. 

If  a  Company  declares  a  dividend  on  its  ordinary  or 
deferred  stock  at  a  given  rate  without  deduction  of  Income 
Tax  {i.  e.  "  free  of  tax  "),  the  shareholder  receives  the  same 
amount  of  money  as  he  would  receive  if  a  dividend  were 
declared  at  a  correspondingly  higher  rate  with  deduction 
of  Income  Tax.  Notwithstanding,  however,  that  the 
actual  payment  to  the  shareholder  is  the  same  in  both 
these  cases,  the  method  of  their  treatment  for  book- 
keeping purposes  differs.  If  a  dividend  is  declared  "  free 
of  tax"  the  total  amount  paid   to  the  shareholders  is 
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debited  to  the  Profit  and  Loss  Account;  and,  as  far  as 
that  dividend  is  concerned,  no  entries  whatever  are  made 
in  respect  of  Income  Tax.  If,  on  the  other  hand,  a 
dividend  is  declared  "  less  tax  "  entries  must  be  passed 
to  record  the  deduction  for  Income  Tax  according  to  the 
rules  previously  set  forth. 

The  necessary  entries  to  record  the  payment  of  dividends 
by  a  Company  are  as  follows — 

1.  In  the  case  of  a  dividend  paid  "less  tax."     {a) 

Debit  the  Profit  and  Loss  Account,  and  credit 
the  Dividend  Account,  with  the  gross  amount 
of  the  dividend  paid.  (6)  Debit  the  Dividend 
Account,  and  credit  Bank,  with  the  amount  of 
the  dividend  cheques  sent  to  the  shareholders, 
(c)  Debit  the  Dividend  Account,  and  credit  the 
Income  Tax  Account,  with  the  total  Income 
•    Tax  deducted  from  the  shareholders'  dividends. 

2.  In  the  case  of  a  dividend  paid  "  free  of  tax."     (a) 

Debit  the  Profit  and  Loss  Account  and  cr^it 
the  Dividend  Account  with  the  gross  amount 
of  the  dividend  paid.  (6)  Debit  the  Dividend 
Account,  and  credit  Bank  with  the  dividend 
cheques  sent  to  the  shareholders. 

It  is  usually  found  more  convenient  to  transfer  the 
amount  necessary  to  meet  the  payment  of  a  dividend 
from  the  Company's  general  banking  account  to  a 
separate  "  Dividend  Account "  opened  at  the  Bank. 
The  shareholders'  dividend  warrants  are  then  drawn  on 
the  "  Dividend  Account."  Separate  Dividend  Accounts 
are  frequently  used  for  each  successive  dividend,  and 
for  each  class  of  stock  or  shares  issued.  It  usually 
happens  that  some  of  the  dividend  warrants  sent  out 
are  not  presented  within  a  reasonable  time,  and  some  of 
them  may  never  be  presented  at  all.  After  a  reasonable 
time  has  elapsed,  the  amount  of  the  unpresented  warrants 
can  be  transferred  from  the  separate  Dividend  Accounts 
into  one  general  Banking  Account  for  unclaimed  dividends, 
the  amount  being  at  the  same  time  written  back  in  the 
Company's  books  as  a  liability.  After  the  expiration  of 
twenty  years  a  Company  could  usually  plead  the  Statute 
of  Limitations  if  <}alled  upon  to  pay  a  "  stale  "  dividend 
warrant,  but  few  Companies  would  take  advantage  of 
this  course  if  satisfied  as  to  the  bona  fides  of  the  claim. 
Dividends  which    are    not    likely    to    be    claimed    are 
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frequently  credited  to  Profit  and  Loss  Account,  or  trans- 
ferred to  Keserve  Account. 

In  large  Companies,  particularly  in  cases  where  several 
classes  of  shares  have  been  issued,  it  is  usual  to  keep  a 
Dividend  Register  or  Book  in  which  details  of  the  dividends 
paid  and  the  tax  deductions  therefrom  are  recorded.  A 
specimen  of  this  book  is  given  on  page  440. 

The  following  is  a  facsimile  of  a  dividend  warrant — 

g  "THE  STRAND  HOTEL  OMITEa 

I  'jv«.2499 

I  oividi:nd 

^        On  £7  per  cent.  Participating  Preferred  Ordinary  Shares 

g  /or  Six  Months  tn4ing  30th  September;  491(^' 


b            Aonexedl  beg  to  hand  you  Warrant  in  payment  of  Dividend  at  the  rate  of  £11  per  oeob 
g    per  annum  on  of  the  above  Shares  amounting  to    £  /        •         , 

^  .Lns  tncome  Tu  •!  4>.  «a.  to  th«  C  ..        ~        ..       «       ,.      .  €  -f  * 


■f  t  hereby  certify  thai  <hc  Income  Tix  «n  (he  •mount  wt  ftsrth  ia  ttlia  «tacem«nt,  will  be  paid  by  the  Co<npM«f 

^      to  the  proper  officer   for  the  receipt   of  Taxca      Thtfl  atatefnctit   wiU  be  accepted  by  the   tnlj 
payment  of  the  Taa  in  claiming  ekempttoA  from  or-ectura\yf  Income  Taa. 


f 


i  BvKLaMH  Siaerr. 

5t»»iio.  W.C. 

>•(   DHtrnt,,.   I9IO. 


THE   STRAND    HOTEL   LIMITED. 

S    BURLEIGH    STREET.  STRAND.    W.C. 


£7  per  cent.  Participating  Preferred  Ordinary  Share  I)ividen<y" Account. 


^^  2499  /  ^"^  December,  t9lO. 


To  PARR'S    BANK.    LIMITED, 

CHARING    CROSS   BRArrCH. 


The  cheque  forming  the  bottom  half  of  the  warrant  is 
detached  by  the  recipient,  and  paid  into  the  Bank  in  the 
ordinary  way.      The  common    practice  is    to  provide 
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space  for  the  signature 
of  the  payee  on  the 
face  of  the  cheque ; 
and  no  endorsement 
of  the  cheque  is 
then  necessary.  This 
method  is  convenient 
for  fiUng*  and  audit 
purposes.  The  upper 
portion  of  the  cheque 
is  retained  by  the  re- 
cipient for  production 
in  case  of  need  for 
Income  Tax  purposes. 
As  a  general  rule  the 
statements  of  taxed 
income  made  by  pri- 
vate individuals  are 
accepted  by  the  au- 
thorities without  any 
demand  for  the  pro- 
duction of  dividend 
or  interest  warrant 
counterparts.  When 
claims  for  exemption 
or  abatement  are 
made,  however,  such 
documentaryevidence 
is  invariably  called 
for.  In  any  case,  the 
investor  should  retain 
his  counterpart  war- 
rants for  a  reasonable 
time  in  case  he  may 
be  called  upon  to- 
produce  them. 

The  subjoined   ex- 

*  The  usual  practice  is- 
to  paste  the  paid  divi- 
dend cheques  to  their 
respective  counterfoils  in 
the  cheque  book.  A  com- 
pact record  and  complete 
voucher  of  the  payment 
of  the  dividend  are  then 
available. 
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ample  will  serve  as  an  illustration  of  the  rules  degcribed 
in  this  chapter. 

The  South  Western  Distribution  Co.,  Ltd.,  had,  as  on 
December  31,  1910,  a  balance  of  undivided  profi|iS 
amounting  to  .£10,500.  The  Company  resolved,  on 
February  4,  1911,  {a)  to  place  £1,000  to  Eeserve, 
raising  it  to  £5,000,  (b)  to  pay  a  full  dividend  for  the 
year  1910  on  its  £80,000  5  per  cent.  Preference  Stock, 
less  tax,  and  (c)  to  pay  a  dividend  of  5  per  cent.,  free  of 
tax,  on  its  £80,000  Ordinary  Stock.  The  balance  of 
profit  V7as  to  be  carried  forward  to  the  following  year. 
Show  the  entries  in  the  Company's  books  relating  to 
these  transactions,  assuming  the  rate  of  Income  Tax  to 
be  Is.  2d.  in  the  £. 
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233 


*  The  credit  entry  in  this  Account  will  reduce  the  next  debit  for  Income  Tax 
paid  to  the  Inland  Revenue  authorities. 

Some  Companies,  for  financial  reasons^  occasionally- 
pay  a  dividend  to  their  shareholders  in  the  form  of 
additional  fully  paid  shares  instead  of  in  cash.     In  such 
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cases  the  profits  earned  are  applied  in  paying  up  the 
amount  due  on  the  shares  thus  issued,  either  in  part  or 
in  full.  The  necessary  book-keeping  entries  are  made  on 
lines  identical  with  those  set  forth  above,  except  that 
the  Share  Capital  Account  (and  the  Premium  on  Shares 
Account,  if  the  shares  are  issued  at  a  premium)  is  credited 
in  place  of  the  Cash  Account.  The  following  is  an  example 
of  the  procedure  in  such  a  case. 

The  Lough  Neagh  Steam  Navigation  Co.,  Ltd.,  with 
an  authorized  capital  of  £150,000,  and  an  issued  capital 
of  £100,000  in  £1  shares  (the  current  market  price  of 
which  is  2|)  decides  on  January  9,  1911,  to  pay  a 
dividend  to  its  shareholders  in  the  form  of  one  £1  share, 
taken  at  a  price  of  £2,  for  every  50  £1  shares  held. 
The  balance  of  profit  available  prior  to  this  transaction, 
amounts  to  £8,000.  Show  these  transactions  in  the 
Company's  Ledger. 
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CHAPTER  XXII 

INVESTMENT    ACCOUNTS,    ETC, 
(See  also  the  Book-keeper's  Compendium,  pp.  674  et  sqq.) 

Investments  dealt  in  on  the  London  Stock  Exchange 
are,  as  a  general  rule,  of  two  classes,  viz. — 

Class  1.  The  Public  Loans  issued  by  various  British 
and  Foreign  Governments  and  Munici- 
paHties,  and  the  Borrowings  of  various 
important  trading  corporations  secured, 
in  most  cases,  by  mortgage. 

Class  2.  The  Stock  or  Shares,  forming  the  proprietors' 
capital,  of  various  trading  and  financial 
corporations. 

Securities  comprised  in  Class  1  usually  yield  a  fixed 
annual  rate  of  interest.  In  many  cases  they  are  redeem- 
able at  fixed  dates ;  in  other  cases  {e.  g.  Consols)  only  at 
the  option  of  the  borrower,  and  after  the  expiration  of 
a  stated  period.  Again,  sometimes,  securities  of  this 
class  are  not  redeemable  at  all — the  loans  being  in  effect 
perpetual,  and  occasiofaally  they  are  so  described. 

Securities  comprised  in  Class  2  are  usually  entitled 
to  either  (a)  a  fixed  rate  of  dividend  preferentially  to 
other  securities  issued  by  the  Company,  in  which  case 
they  are  usually  called  Preference  Stocks  or  Shares,  or 
(b)  the  whole  of  the  profits  of  the  Company,  after  the 
fixed  preferential  dividends  and  charges  have  been  met. 
In  the  latter  case  they  are  generally  styled  Ordinary  or 
Deferred  Shares.  In  the  case  of  all  securities  in  Class  2, 
whether  preferential  as  regards  dividend  or  not,  the 
holder's  income  from  them  is  contingent  upon  the  profit 
earned  by  the  Company.  But  the  securities  mentioned 
in  Class  1  are  loans,  and  the  annual  interest  on  them 
is  payable  by  the  borrower  in  any  event. 

The  market  prices  of  both  classes  of  securities  fluctuate 
constantly  according  to  the  demands  of  trade  for  ready 
money,   the   disturbance   of   the  political   situation,  the 
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reputed  solvency  or  prosperity  of  the  nation,  or  of  the 
body  issuing  the  securities,  and  other  similar  factors. 

The  following  description  of  an  Investment  Account  is 
more  particularly  applicable  to  an  investment  bearing 
a  fixed  rate  of  interest.  The  ordinary  or  deferred  shares 
of  trading  companies  and  other  investments  yielding  a 
fluctuating  dividend  are,  however,  treated  upon  exactly 
similar  lines,  except  for  the  fact  that  calculations  as  to 
accrued  dividends  can  only  be  made  after  the  income  has 
actually  been  declared  payable.  It  is  obvious  that  as 
the  rate  of  the  dividend  is  uncertain,  the  precise  amount 
of  the  income  outstanding  at  any  given  date  cannot  be 
calculated  in  advance. 

When  an  investor  purchases  a  Stock  Exchange  security 
he  usually  acquires,  in  exchange  for  his  money,  a  certain 
share  or  fraction  of  thenominal  capital  of  some  particular 
issue  of  loan  or  stock.  The  amount  of  the  nominal  capital 
acquired  will  usually  differ  from  the  amount  of  money  the 
investor  has  had  to  pay  for  it ;  the  two  amounts  can  only 
coincide  in  the  case  of  securities  purchased  at  their  exact 
nominal  value.  For  example,  an  investor  may  purchase  2  J 
per  cent.  Consols  at  78J,  i.  e.  for  every  £78  10s.  (ignoring 
brokerage)  he  will  acquire  £100  nominal  "  Consolidated 
2J  per  cent.  Stock."  It  is  therefore  necessary  to  include 
in  an  Investment  Account  a  set  of  money  columns,  on 
each  side,  to  contain  the  nominal  amount  of  each  purchase 
and  sale. 

In  the  case  of  almost  all  securities  dealt  in  on  the 
London  Stock  Exchange  the  mar*ket  price,  except  when 
it  is  quoted  ex  dividend  {i.  e.  excluding  the  current 
dividend),  includes  any  interest  or  dividend  which  may 
have  accrued  on  the  stock  since  the  last  date  at  which 
either  was  paid;  that  is  to  say  the  securities  are  dealt 
in  cum  dividend  (together  with  the  current  dividend). 
This  accrued  interest  is,  of  course,  added  to,  and  swells 
the  price  of  the  stock,  which  is  therefore  quoted  at  a 
higher  rate  than  it  would  be  if  no  question  of  accnied 
interest  or  dividend  were  involved.  .  It  is  also  the  common 
experience  that  whenever  a  payment  of  interest  or 
dividend  takes  place  on  any  particular  stock  the  market 
price  falls  by  an  amount  equal  to  the  amount  of  the 
dividend  paid  on  it.  For  example,  if  the  investor  pur- 
chases £100  Consols  at  78J  on  November  2,  1910,  he 
receives  in  exchange  for  his  money  not  only  £100  nominal 
stock,  but  also  the  right  to  the  two  months'  interest  on 
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£100  at  2  J  per  cent,  already  accrued  on  the  stock  since 
it  was  last  marked  "ex  dividend."  The  interest  for 
these  two  months  will  not,  of  course,  come  to  him  as  a 
separate  payment,  but  will  form  part  of  the  full  three 
months  interest  to  be  marked  off  the  stock  on  December 
2,  1910,  and  paid  on  January  5,  1911.*  The  purchaser 
in  this  case  would  make  his  calculation  in  the  following 
form — 

£    &    d 
Price  paid  for  £100  Consols  at  78J, 

plus   2s.    Qd.   brokerage    and   6<5. 

stamp £78  13    0 

Divisible  as  follows — 

£    s.    d. 
Accrued  dividend,  2  months  on  £100 

at  2 J  per  cent,  less  tax .         ,         .      0    7  10 
True  cost  of  £100  Consols        .        .    78    5    2 


Total  disbursement  as  above    .         .  £78  13    0 


Similarly,  in  dealing  with  the  cash  realized  by  an 
investment  sold  cum  div.,  the  seller  should  deal  with  that 
portion  of  the  purchase  price  which  represents  accrued 
interest  as  income  for  the  period. 

In  addition  to  the  usual  sets  of  money  columns  for 
recording  the  cost  of  the  investment,  and  the  nominal 
amount  of  each  purchase  or  sale,  it  is  customary  to 
provide  a  third  set  of  money  columns  on  each  side  of 
an  Investment  Account  for  the  purpose  of  dealing  with 
the  interest  receivable  on  the  investment,  and  for  any 
adjustments  which  may  be  necessary.  The  actual  ruling 
of  the  account  is  shown  in  the  subjoined  example. 

The  rules  for  working  such  an  account  are  as  follows — 

1.  On  the  purchase  of  any  security  ascertain  how  much 
of  the  purchase  price  represents  (a)  accrued  interest,  and 
how  much  of  it  represents  (b)  the  true  cost  of  the  invest- 
ment. Enter  the  former  in  the  "  Interest  "  column,  and  the 
latter  in  the  "  Principal "  column,  both  entries  being  of 
course  t)n  the  debit  side.  Enter  the  nominal  amount 
of  the  stock  purchased  in  the  stock  column  on  the  debit 
side. 

*  The  Bank  of  England  strikes  the  balance  of  stocks  inscribed 
with  it  on  or  about  one  month  before  the  date  on  which  the 
dividend  is  payable.  Thereafter  these  stocka  are  transferable 
"ex  dividend." 
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2.  When  dividends  are  received,  credit  them  in  the 
interest  column  on  the  credit  side. 

3.  At  the  end  of  any  stated  period  (e.  g.  at  the  end  of 
each  year)  transfer  tea  "Dividends  Account,"  or  direct 
to  the  Eevenue  Account,  the  balance  of  the  interest 
columns  (Dr.  and  Cr.)  in  the  Investment  Account.  This 
balance  should  be  the  exact  amount  of  the  income  for 
the  year,  if  the  investment  has  been  held  for  a  whole 
year,  or  for  the  broken  portion  of  a  year  if  it  has  been 
held  for  a  shorter  period.  Any  interest  which  has 
accrued  but  is  not  yet  payable  at  the  date  of  any  given 
balancing  may  be  brought  down  as  a  reserve  in  the 
interest  columns  on  the  debit  side  of  the  account  in  order 
that  the  transfer  to  Eevenue  Account  may  represent  the 
full  interest  on  the  investment  for  the  period. 

4.  On  the  sale  of  a  security,  ascertain  what  portion  of 
the  proceeds  represents  accrued  interest,  and  what  portion 
the  principal,  and  credit  these  two  amounts  in  the  credit 
Interest  and  Principal  columns  respectively.  Any  balance 
remaining  in  the  "  principal  "  columns  represents  Capital 
profit  or  loss  on  the  transaction,  according  as  it  is  a 
credit  or  debit  balance. 

The  following  example  will  illustrate  the  above  rules 
more  clearly. 

Example. — I  bought  on  September  30,  1908,  £1,000  Japanese 
Government  4  per  cent.  Sterling  Bonds  at  85,  plus  2s.  6oJ.  per  cent, 
brokerage,  and  9s.  stamps,  making  the  total  cost  £851  14.s.  I  held 
these  bonds  until  March  31,  1910,  when  I  sold  them  for  £910  3s.  6d. 
net.  Show  my  Investment  Account  for  this  period.  Interest  is. 
paid  on  these  bonds  on  June  30,  and  December  31  in  each  year. 
Assume  that  Income  Tax  was  payable  at  the  rate  of  Is.  in  the  £- 
throughout  the  period  to  which  the  account  refers  (see  page  449). 

The  valuation,  for  Balance  Sheet  purposes,  of  the  invest- 
ments held  by  a  trader  or  a  company  opens  up  questions 
of  great  interest  to  accountants,  but  from  the  student's 
point  of  view  the  essential  thing  to  consider  is  the  purpose 
for  which  the  investments  are  held.  If  they  represent 
the  Eeserve  Fund,  or  are  held  in  order  to  strengthen  the 
general  financial  position  of  the  undertaking,  they  should 
be  valued  at  cost  price.  Temporary  market  fluctuations 
in  the  values  of  investments  held  for  these  purposes 
cannot  be  recognized,  and  need  not  be  dealt  with.  But  if 
any  permanent  depreciation  has  taken  place  it  should  be 
provided  for.  In  cases  where  the  purchase  and  sale  of 
investments  form  the  principal  business,  or  a  considerable 
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part  of  the  business,  investments  may  be  regarded  as 
stock-in-trade  of  the  concern,  and  are  frequently  valued 
at  the  mean  market  price  of  the  day.  That  is  to  say, 
at  the  average  between  the  highest  and  lowest  quotations 
given  in  the  current  official  list  of  quotations.  Where 
investments  are  held  to  a  considerable  amount  it  is  usual 
at  balancing  dates  for  the  company,  or  firm,  to  prepare 
a  schedule  showing,  in  two  columns,  the  book  value 
(Ledger  Account  Balance)  of  the  securities  and  their 
value  at  the  mean  market  price  of  the  day.  The  present 
market  value  can  then  be  readily  compared  with  the 
value  at  which  they  stand  in  the  books.  Eeserve  Accounts 
to  meet  depreciation  are  created  when  necessary,  and  in 
the  fibsence  of  such  a  reserve  it  is  probable  that  the 
auditors  would  require  the  market  price  to  be  stated  in 
a  note  on  the  Balance  Sheet. 

Unquoted  investments,  and  investments  for  which 
there  is  no  ready  market,  often  present  considerable 
difficulties  to  accountants  and  auditors  with  reference 
to  their  valuation.  In  unscrupulous  hands  they  lend 
themselves  to  manipulation  for  the  purpose  of  creating 
fictitious  "paper"  profits.  The  only  rule  that  can  be 
laid  down  with  regard  to  such  investments  is  that  their 
valuation  must  be  upon  as  conservative  a  basis  as 
possible,  and  should  lean  to  undervaluation  rather  than 
otherwise. 

Limited  Partnerships 

Bovill's  Act,  1865,  afterwards  incorporated  in  the 
Partnership  Act,  1889,  first  made  it  possible  to  lend 
money  to  traders  in  return  for  a  share  of  the  profits 
without  incurring  partnership  risks.  Loans  of  this 
nature,  however,  could  only  be  made  to  individuals, 
and  not  to  firms,  and,  in  order  to  escape  the  risk  of 
liability  to  the  creditors  of  the  business,  it  was  necessary 
to  avoid  any  act  which  might  be  construed  as  legal 
"  interference "  with  the  management  of  the  business. 
In  the  event  of  insolvency  the  repayment  of  such  loans 
was  postponed  until  all  other  creditors  had  been  satisfied. 

Under  the  Limited  Partnership  Act,  1907,  loans  carry- 
ing a  share  in  the  profits  of  a  business  may  now  be 
advanced  to  firms,  provided  the  transaction  is  duly 
registered  with  the  Kegistrar  of  Joint  Stock  Companies.* 

*  A  Registration  fee  of  £2  is  payable,  together  with  a  duty  of 
6s.  per  cent,  on  the  amount  of  the  loan.  Any  person  may  inspect 
the  register  on  payment  of  the  usual  search  fee  of  Is. 
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Beyond  the  advantage  thus  afforded  it  is  difficult  to 
understand  that  there  is  any  urgent  need  for  the  Act. 
The  facilities  offered  by  the  registration  of  Private 
Companies  are  so  attractive  that  the  Limited  Partner- 
ship Act  has  been  very  largely  neglected.  Indeed,  such 
little  use  has  been  made  of  the  Act  that  the  student  will 
be  imprudent  if  he  spends  much  time  in  committing  its 
detail  to  memory.  It  is  unlikely  that  he  will  need  such 
knowledge,  either  in  the  examination  room  or  in  actual 
practice.  Brief  attention  may,  however,  be  given  to  the 
following  salient  points. 

A  Limited  Partnership  is  one  which  consists  of  one  or 
more  General  Partners,  who  are  liable  without  limitation 
for  the  debts  and  obligations  of  the  firm,  and  one  or  more 
Limited  Partners,  who  contribute  agreed  sums  as  capital, 
and  whose  liability  is  limited  to  the  amounts  they  con- 
tribute. No  Limited  Partnership  may  consist  of  more 
than  twenty  members,  or,  in  the  case  of  a  Bank,  of  more 
than  ten  members. 

A  Limited  Partner  may  increase  his  holding  in  the  firm, 
but  no  partnership  rights  attach  to  the  investment  beyond 
the  privilege,  granted  by  section  6,  to  "  inspect  the  books 
of  the  firm,  examine  into  the  state  and  prospects  of  the 
business,"  and  advise  the  partners  thereon.  Limited 
Partners  cannot  withdraw  the  sums  advanced  by  them 
during  the  continuance  of  the  business ;  but  they  may 
assign  their  share  in  the  partnership  with  the  consent 
of  the  General  Partners.  "  Interference  "  in  the  conduct 
of  the  business  renders  a  Limited  Partner  liable,  during 
the  term  of  such  interference,  to  the  same  risks  and 
obligations  that  are  attached  to  the  General  Partners. 
The  conduct  of  the  business  is  consequently  in  the 
hands  of  the  General  Partners.  The  Act  contains  other 
modifications  of  the  Partnership  Acts,  but  the  above 
outline  will  be  ample  for  the  general  student. 

Unlimited  Liabilit-s  of  Directors 

The  Companies  Act,  1867  (§§  4-8),  subsequently  re- 
enacted  in  the  Companies  (Consolidation)  Act,  1908 
(§§  60  and  61),  contains  provisions  in  some  respects 
similar  to  those  of  the  Limited  Partnership  Act  of  1907. 
Under  the  Acts  quoted  above  the  Directors  and  Managers 
of  a  Limited  Liability  Company  have  power  personally  to 
assume  unlimited  liability  for  the  debts  of  the  Company, 
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while  the  Hability  of  the  shareholders  remains  limited  in 
the  ordinary  way. 

These  provisions  are  still  on  the  Statute  Book,  but,  so 
far  as  the  author  has  had  experience  of  them,  they  remain 
practically  unused. 


Table  A. — The  Memorandum  and  Articles  op 

AsSOCLiTION   OF   LIMITED    COMPANIES 

Several  inquiries  from  students  have  reached  the  author 
as  to  whether  candidates  for  book-keeping  examinations 
are  expected  to  be  familiar  with  the  usual  details  of  the 
Memorandum  and  Articles  of  Association  of  Limited 
Companies,  or  to  memorize  the  114  clauses  of  Table  Al 
It  should  hardly  be  necessary  to  state  that  any  such 
effort  would  be  an  egregious  waste  of  time  !  The  framing 
of  the  Memorandum  and  Articles  of  Association  of  a 
Limited  Company  is  strictly  legal  work,  and  questions 
arising  out  of  such  work  would  be  entirely  out  of  place 
except  in  professional  examinations  where  Company  Law 
is  specified  as  a  subject  in  the  syllabus. 

The  Memorandum  of  Association  forms  the  charter  of 
the  Company,  and  ample  detail  regarding  its  composition 
from  the  book-keeper's  point  of  view  is  given  on  page  679 
of  this  book. 

The  Articles  of  Association  are  subsidiary  to  the 
Memorandum  and  define  the  rights,  duties,  and  powers 
of  the  Board  of  Directors  and  the  shareholders  as  between 
themselves  (see  p.  661). 

Table  A  was  first  attached  as  a  schedule  to  the 
Companies  Act,  1862,  and  subsequently,  in  an  amended 
form,  reappeared  as  Schedule  I  to  the  Companies  (Con- 
soHdation)  x\ct,  1908.  The  table  consists  of  a  set  of  114 
articles  applying  to  such  Companies  as  are  registered 
without  Articles  of  Association,  or  in  cases  where  they 
are  applicable  and  where  Articles  of  the  Company  do  not 
exclude  Table  A.  Even  as  modified  and  amended  the 
articles  contained  in  Table  A  are  unsuitable  to  most 
Companies,  and  it  is  therefore  very  unusual  for  a  Com- 
pany to  be  registered  without  special  articles  framed  to 
meet  its  particular  requirements. 
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3ANK   ACCOUNTS 

Some  of  the  salient  features  of  Bank  Accounts  are  dealt 
with  in  this  chapter,  which  has  been  included  in  response 
to  many  requests. 

It  is  intended  solely  as  an  introduction  to  a  somewhat 
specialized  system  of  Book-keeping,  and  where  compre- 
hensive and  detailed  knowledge  of  Bank  Book-keeping  is 
required  the  student  is  referred  to  those  text-books  deal- 
ing exclusively  with  the  subject. 

It  would  be  difficult  to  over-estimate  the  services 
rendered  to  commerce  by  the  present  Banking  system. 
Besides  being  a  safe  depository  for  cash  and  other  valu- 
ables, the  modern  Bank  (a)  collects  cheques  and  cash 
articles,  (b)  affords  a  ready  medium  for  remitting  money 
by  means  of  drafts  and  cheques,  (c)  furnishes  a  con- 
venient method  of  obtaining  money  abroad  by  issuing  cir- 
cular notes  and  letters  of  credit,  (d)  supplies  traders  with 
reliable  information  regarding  the  financial  standing  of 
other  traders,  (e)  buys  and  sells  stocks  and  shares  for 
customers,  (/)  loans  money  on  reasonable  terms  upon 
adequate  security,  and,  generally,  performs  many  other 
services  of  g-reat  usefulness  to  the  commercial  community. 

The  financial  position  of  the  leading  Banks  in  the 
United  Kingdom  is  practically  beyond  criticism,  for,  in 
addition  to  a  large  paid  up  Capital,  the  majority  hold  in 
reserve  a  still  larger  sum  of  uncalled  Capital  (in  many 
cases  this  can  only  be  called  up  in  the  event  of  liquida- 
tion) and  possess  a  well-invested  Eeserve  Fund  which  in 
some  cases  amounts  to  50  per  cent.,  or  more,  of  the 
called  up  Capital. 

The  Bank  of  England  is  the  premier  Bank  in  the 
United  Kingdom.  It  was  instituted  by  letters  patent  in 
1694,  and  is  controlled  by  a  Governor,  Deputy- Governor, 
and  twenty-four  Directors.  The  Governor  and  Deputy- 
Governor  are  changed  every  two  years.  The  issue  of 
Bank  notes,  in  England,  is  now  practically  confined  to 
the  Bank  of  England,  whose  powers  of  note  issue  are 
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defined  by  the  Bank  Charter  Act  of  1844.  The  Issue 
Department  is  distinct  and  separate  from  the  Banking 
Department.  Under  the  above  Act  the  Bank  was  given 
power  to  issue  notes  to  the  extent  of  £14,000,000,  called 
the  fiduciary  issue.  This  issue  was  covered  by  the 
Government  debt  of  £11,015,100  and  interest  bearing 
securities  to  the  value  of  £2,984,900.  Power  was  also 
given  to  the  Bank  to  issue  further  notes  against  securities 
to  the  extent  of  two- thirds  of  any  issue  lapsed  or  forfeited 
by  a  Country  Bank.  Through  amalgamation  with  London 
Banks  and  other  causes,  many  Country  Banks  have  lost 
their  right  of  issue,*  and  the  fiduciary  issue  of  the  Bank 
now  amounts  to  £18,450,000.  The  payment  of  all  notes 
issued  by  the  Bank  in  excess  of  this  amount  must  be 
guaranteed  by  actual  coin  or  bullion  deposited  in  the 
issue  department,  subject  to  the  proviso  that  the  silver  in 
the  issue  department  must  not  exceed  one-fourth  of  the 
gold  coin  and  bullion.  As  a  matter  of  fact  no  silver  is 
held  by  the  Bank  against  its  note  issue,  the  privilege 
having  been  unexercised  for  many  years.  A  Bank  Return 
under  the  terms  of  the  Act,  is  published  every  Thursday, 
and  appears  in  Friday  morning's  newspapers.  This 
return  constitutes  the  Bank's  published  Balance  Sheet. 
Many  great  Continental  National  Banks,  notably  the 
Banks  of  France,  Holland  and  Belgium,  publish  volu- 
minous periodical  reports  and  accounts,  but  the  Bank  of 
England  confines  itself  to  the  weekly  official  return. 

The  student  should  study  the  form  of  the  Bank 
Eeturn  given  on  page  663  with  the  explanation  on 
pp.  663-664.  Examination  questions  are  sometimes  set 
on  the  Bank  Eeturn,  e.g. — 

Question. — Make  out  the  "  Eeturn  "  of  the  Bank  of 
England  on  February  15, 1911,  in  both  Issue  and  Banking 
Departments  respectively,  from  the  following  items — 

Notes  issued,  £54,954,750;  Government  Debt,  £11,015,100; 
Government  Securities,  £14,830,493 ;  other  Securities  (Issue), 
£7,434,900  ;  other  Securities  (Banking),  £29,305,667  ;  Public  De- 
posits, £13,751,475;  other  Deposits,  £41,262,833;  Notes  in  Reserve, 
£28,029,205  ;  Coin  and  Bullion  (both  Departments),  £37,496,973  ; 
Coin  and  Bullion  (Issue),  £36,504,750;  the  Rest,  £3,560,599;  Pro- 
prietors' Capital,  £14,553,000  ;  Seven  day  and  other  bills,  £29,681  ; 

*  The  right  to  issue  notes  is  forfeited  owing  to  the  fact-that  such 
amalgamations  increase  the  number  of  partners  to  more  than  six 
(Bank  Charter  Ad  of  18  If  If).  The  Country  Bank  notes  now  in  circu- 
lation are  probably  less  than  £1,000,000. 
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and  give  the  amount  of  the  notes  in  "  active  circulation.'* 
— Boyal  Society  of  Arts,  1911. 
Answer — 

Issue  Department. 
£ 
Notes  issued  .         .     54,954,750         Government  Debt 


Other  Securities 
Gold  Coin  and  Bui 

lion   . 
Silver  Bullion 


£54,954,750 


£ 

11,015.100 

7,434,900 


36,504,750 


£54,954,750 


Banking  Department. 


Proprietors'  Capital  * 
Restt      . 

Public  Deposits  Z    • 
Other  Deposits  § 
Seven  day  and  other 
Bills  II  . 


£ 

14,553,000 

3,560  599 

13,751,475 

41,262,833 

29,681 
£73,157,588 


Government  Securi- 
ties 
Other  Securities        , 
Notes 
Gold  and  Silver  coin 


14,830,493 

29,305,667 

28,029,205 

992,223 

£73,157,588 


The  amount  of  notes  in  active  circulation  is — 

£ 
Notes  issued     .......      54,954,750 

Less  Notes  in  Banking  Department      .         ,      28,020,205 
Notes  in  active  circulation        ....  £26,925,545 


On  reference  to  the  statement  of  the  Banking  Depart- 
ment above  the  student  will  note  that  the  last  two  items 
on  the  asset  side  are  :  Notes,  £28,029,205 ;  gold  and  silver 
coin,  £992,223;  a  total  of  £29,021,428.  This  total  is 
known  as  the  Bank  of  England  Cash  Reserve,  and  is  the 
base  of  our  national  financial  system.  On  the  date  given 
the  liabilities  of  the  Bank,  excluding  proprietors'  capital, 
were  £55,043,989,  so  that  the  Cash  Eeserve  amounted  to 
52'72  per  cent,  of  the  liabilities,  a  far  higher  percentage 
than  is  shown  by  any  other  Bank. 

*  The  largest  paid  up  Capital  of  any  Bank  in  the  world. 
t  Reserve  Account  and  undivided  profits.      The  amount  of  the 
Rest  is  never  reduced  below  £3,000,000. 

I  National  Exchequer  Balances,  Savings'  Banks'  Deposits,  Deposits 
by  the  Commissioners  of  the  National  Debt,  sums  held  for  the  Jyay- 
ment  of  dividends  on  Government  and  other  Stocks  administered 
by  the  Bank. 

§  Balances  of  Customers'  Accounts,  including  the  balances  kept 
by  the  various  Banks  of  the  country. 

II  Chiefly  "Bank  Post  Bills." 
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The  powers  and  functions  of  the  Bank  of  England  may 
be  summarized  as  follows:  (1)  Acts  as  Banker  to  the 
Government.  (2)  Manages  the  issue  and  transfer  of 
Consols,  the  National  Debt,  many  Indian  Government 
Stocks,  Municipal  Stocks,  Indian  Eailway  Stocks  and 
some  Foreign  Loans.  (3)  Its  notes  are  the  only  notes 
which  are  "  legal  tender "  in  England  and  Wales. 
(4)  Must  buy  gold  buUion  from  the  public  at  £3  17s.  ^d. 
per  oz.  of  standard  gold.*  The  Bank  may,  of  course, 
sell  gold  at  any  price  it  can  get,  and  sometimes  \d. 
or  Id.  an  ounce  above  the  "  Mint "  price  is  obtained 
for  buUion  or  foreign  coins.  (5)  Holds  the  cash  reserves 
of  the  other  Banks.  (6)  Fixes  the  "Bank  Eate,"  which  is 
practically  the  official  ruling  rate  of  the  value  of  money 
in  this  country.  (7)  Transacts  ordinary  banking  business 
for  the  public. 

The  Banking  Department  of  the  Bank  is  conducted 
upon  lines  similar  to  other  Banks,  except  that  the  most 
important  among  its  customers  are  the  Government  and 
the  other  Bankers  of  the  kingdom,  and  that  no  interest  is 
allowed  on  deposits.  The  "  other  Bankers  "  regard  the 
Bank  of  England  as  standing  in  the  same  relation  towards 
them  as  they  themselves  stand  towards  their  own  cus- 
tomers. They  keep,  on  current  account  with  the  Bank, 
such  portions  of  their  resources  as  they  wish  to  have  ready 
to  hand  in  case  of  need.  The  Banking  Department  is 
thus  the  "  Bankers'  Bank,"  and  British  credit  depends  to 
a  very  great  extent  upon  the  maintenance  by  the  Bank 
of  a  sufficiently  high  reserve  of  gold  coin  and  bullion 
to  meet  possible  demands  by  the  "other  Bankers"  and 
the  depositors  generally.! 

Banking  business  is  not,  perhaps,  very  complex  in 
principle.  It  has  been  reduced  to  rules  of  such  uniform 
strictness  that  the  routine  admits  of  very  little  variation. 
The  details  involved  in  the  daily  work  of  a  Bank  are, 
however,  very  voluminous,  and  this  fact  largely  controls 
the  methods  of  book-keeping  employed. 

A  Banker  has  been  defined  as  a  "  dealer  in  money  and 

*  Any  one  taking  gold  to  the  Mint  can  exchange  it  for  coined 
sovereigns  at  the  rate  of  £3  17s.  \0\d.  per  oz.,  which  is  called  the 
Hint  price  of  gold. 

t  "In  consequence  all  our  credit  system  depends  on  the  Bank  of 
England  for  its  security.  On  the  wisdom  of  the  directors  of  that 
one  joint  stock  company  it  depends  whether  England  shall  he  solvent. 
or  insolvent. " — Bagehot,  Lombard  Street. 
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instruments  of  credit."  His  chief  business  is  to  receive 
deposits  of  money,  to  conduct  current  accounts,  to  buy- 
Bills  of  Exchange  and  sell  Drafts.  He  undertakes  to 
repay  the  balances  standing  to  the  credit  of  his  customers' 
Current  Accounts  on  demand,  and  the  amounts  to  the 
credit  of  their  Deposit  Accounts"^  at  the  expiration  of  an 
agreed  time. 

As  a  general  rule,  these  balances  in  the  aggregate  show 
an  average  which  is  steadily  maintained,  and  it  is  by 
lending  at  interest  the  greater  part  of  this  average  aggre- 
gate balance  that  a  Banker  makes  his  profit. 

In  view  of  a  Banker's  obligation  to  repay  a  great  part 
of  the  customers'  balances  on  demand  a  sum  representing 
10  to  20  per  cent,  of  his  liabilities  is  usually  kept  instantly 
available  either  in  cash  {i.e.  Bank  of  England  notes  or 
coin)  or  on  current  account  with  the  Bank  of  England. 
The  balance  of  the  available  cash  is  lent  out  or  invested 
by  the  Bank,  due  regard  being  paid  to  the  safety  of  the 
security  taken  or  the  investment  held.  The  chief  modes 
in  which  this  available  balance  is  utilized  are  in :  {a) 
Loans  to  Bill  Brokers  and  others  repayable  on  demand 
or  at  short  notice ;  {h)  the  purchase  of  Government  and 
Municipal  Stocks  and  other  "  gilt-edged  "  investments ; 
(c)  the  purchase  of  Bills  of  Exchange,  which  are  regarded 
as  one  of  the  best  forms  of  investment;  {d)  loans  to 
the  Bank's  customers  and  to  other  persons  on  approved 
security. 

The  two  forms  of  investment,  {a)  and  (&),  being  readily 
realizable  in  case  of  need  form  a  Banker's  second  line  of 
defence  in  the  event  of  sudden  demands  being  made  upon 
him. 

Throughout  the  English-speaking  world  the  greater 
part  of  a  trader's  receipts  and  payments  are  in  the  form 
of  cheques.  Consequently,  Bankers  are  obliged  to  effect 
an  enormous  number  of  entries  to  record  the  cheque 
transactions  of  their  customers,  and  in  order  that  the 
state  of  a  customer's  account  may  be  ascertained  at  any 
time,  the  Current  Accounts  of  all  customers  must  be 
written  up  practically  from  hour  to  hour. 

These  are  the  main  requirements  which  have  influenced 
the  system  of  book-keeping  employed  by  Bankers.     The 

*  The  notice  is  frequently  waived  by  the  Banker  unless  the  amount 
involved  is  unusually  large.  Either  a  Deposit  Pass  Book  or  a 
"  Deposit  Receipt "  is  issued  to  the  Depositor,  the  latter  being  the 
most  common  form. 
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greater  part  of  the  staff  of  a  Bank  is  usually  employed 
either  in  paying  cheques  and  bills  drawn  on  or  domiciled 
at  the  Bank  by  its  customers,  or  in  receiving  and 
collecting  cheques,  bills,  etc.,  paid  in  by  its  customers. 
The  turnover  involved  by  these  tv^o  operations  is  usually 
greatly  in  excess  of  that  arising  from  any  other  of  the 
functions  of  a  Banker,  and,  of  necessity,  special  book- 
keeping methods,  unknown  in  the  majority  of  businesses, 
are  employed  to  record  these  multitudinous  payments. 
But  to  record  such  transactions  as  lending  or  investing 
money,  the  purchase  of  securities,  or  the  warehousing 
of  valuable  property,  etc.,  the  book-keeping  of  a  Bank 
does  not  materially  differ  from  the  methods  already 
familiar  to  the  student.  In  most  of  the  larger  Banks 
the  officials  who  pay  out  are  distinct  from  those  who 
receive  money.  This  rule  is  adopted  to  prevent  fraud 
by  the  Bank  officials,  and  to  expedite  the  work  of  the 
Bank.  Only  a  small  proportion  of  the  cheques  drawn 
by  the  business  world  are  presented  at  the  Banks' 
counters  for  payment  in  notes  or  coin.  The  majority  of 
the  cheques  are  drawn  in  favour  of  persons  who  pay 
them  into  their  Current  Accounts  for  collection.  Cheques 
received  by  London  Banks  for  collection  are  not  pre- 
sented for  payment  over  the  counters  of  the  Banks  upon 
which  they  are  drawn,  but  jihrough  the  Bankers'  Clearing 
House  in  Post  Office  Court,  Lombard  Street.  All  the 
principal  metropolitan  Banks  are  members  of  the  London 
Clearing  House  and  are  represented  there  by  one  or  more 
"  in-clearing "  clerks  whose  duty  it  is  to  ascertain  how 
much  each  Bank  owes  to,  and  is  owed  by,  the  other 
Banks  comprising  the  association.  It  is  the  balance  only 
due  to  or  from  any  particular  Bank  which  is  settled  by 
the  payment  of  money,  and  in  London  this  is  effected  by 
a  transfer  order  on  the  Bank  of  England,  with  which 
every  Clearing  Bank  keeps  an  account.* 

Three  clearings  f  take  place  daily  at  the  London  Clear- 
ing House,  respectively  dealing  with  Town,  Metropolitan 
and   Country   cheques.     The   cheque  forms  issued  to  a 

*  It  should  be  mentioned  that  many  large  provincial  towns  have 
local  "Clearing  Houses,"  the  settlements  being  effected  in  a  similar 
way  to  that  described  above  by  transfer  on  the  local  branch  of  the 
Bank  of  England. 

t  These  clearings  take  place:  {a)  10.30  for  Bills  and  previous 
day's  late  cheques  {h)  12  noon  for  Country  cheques,  and  (c)  2.30  for 
cheques  paid  in  during  the  day.  The  clearing  closes  at  5  minutes 
past  4  o'clock. 
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Bank's  customers  bear  in  the  bottom  left-hand  corner  one 
of  three  letters,  T,  M,  C,  to  indicate  the  particular  clearing 
through  which  the  cheques  will  pass.  Cheques  paid  into 
a  Bank  for  collection  are  entered  in  specially  ruled 
registers  by  the  "  out-clearing "  clerks  at  the  Bank  and 
handed  to  "in-clearing"  clerks  at  the  Clearing  House. 
At  the  close  of  the  clearing  the  in-clearing  clerk  prepares 
a  statement  showing  the  position  of  his  Bank  on  the  day's 
transactions  in  relation  to  the  other  Clearing  Banks.  A 
transfer  form  is  then  made  out  in  conformity  with  the 
result  shown  by  the  statement,  iAitialled  by  the  inspector, 
and  taken  to  the  Bank  of  England,  in  whose  books  the 
necessary  adjusting  entries  are  made. 

The  Slip  System  of  Ledger  Posting 

In  the  majority  of  Banks  posting  in  the  main  Ledgers 
is  effected  to  a  great  extent  from  Slips,  and  not  from 
Journals  and  Cash  Books  as  in  ordinary  commercial 
houses.  It  is  essential  that  the  Current  Accounts  of 
customers  should  be  kept  posted  throughout  the  day, 
and  seeing  that  the  Cash  Books  and  Journals  are  in 
constant  use,  and  even  when  available  for  posting,  can 
only  be  used  by  one  ledger-keeper  at  a  time,  a  more 
expeditious  method  of  posting  becomes  necessary. 

The  posting  slip  is  a  small  piece  of  paper  containing  an 
instruction  to  debit  or  credit  a  particular  sum  of  money 
to  a  named  Ledger  Account ;  it  is  thus  in  essence  one 
half  of  a  Journal  entry. 

In  the  ordinary  form  of  Journal  the  two  parts  of  each 
double  entry  are  written  on  consecutive  lines  on  the 
same  page,  successive  entries  following  each  other  until 
the  page  is  full.  It  would  be  quite  feasible  for  a  book- 
keeper to  use  a  fresh  page  for  each  Journal  entry,  and 
also  to  go  a  step  further,  tear  away  the  binding  and 
reduce  the  Journal  to  a  series  of  loose  leaves,  each 
containing  the  record  of  one  double  entry.  If,  in  an 
office,  there  are  many  Ledgers  to  be  posted  and  only  one 
Journal  is  used  for  original  entries,  delay  must  always 
occur  in  the  posting  ;  and  the  delay  would  be  intensified, 
and  confusion  and  disorder  ensue  in  a  busy  office  where 
many  Journals  and  Cash  Books  were  employed,  each 
containing  entries  to  be  posted  to  one  or  other  of  the 
numerous  Ledgers.  But  when  a  Journal  is  split  into  loose 
leaves,  each  containing  a  single  entry,  each  ledger-keeper 

R  2 
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can  be  supplied  with  the  particular  Journal  entries 
relating  to  his  Ledger  and  can  proceed  with  his  posting 
unhindered  by  his  fellow  clerks.  Such  loose  leaves, 
whether  they  form  a  Journal  or  a  Cash  Book  (for  the 
same  methods  can  be  applied  in  either  case)  are  called 
"  slips."  They  are  used  extensively  in  Bank  book-keeping, 
and  also  in  other  mercantile  businesses  where  the  volume 
of  transactions  is  very  great,  e.g.  in  large,  soft  goods 
warehouses.  In  some  cases  the  debit  and  credit  entries 
necessary  for  any  given  transaction  are  entered  not  on 
one  but  on  two  slips,  th^  debit  entry  on  a  slip  of  (say) 
blue  paper,  and  the  credit  entry  on  (say)  a  white  slip. 
This  practice  permits  an  even  more  complete  distribution 
of  the  work.  Where  slip  posting  is  employed  the  various 
slips  must  be  collected,  arranged  in  bundles,  and  preserved 
for  future  reference. 

The  following  specimen  debit  and  credit  slips  for  a 
transaction  which  would  otherwise  be  journalized  will 
illustrate  the  use  of  posting  slips.  The  transaction  is  a 
simple  transfer  between  two  Ledger  Accounts,  viz.  a 
transfer  from  a  customer's  Current  Account  to  his  Deposit 
Account,  and  the  principle  is  the  same  whatever  the 
nature  of  the  transaction. 

Example. — C.  Warren  transfers  £100  on  January  10,  1911,  from 
his  Current  Account  with  The  Bishopsgate  Banking  Company, 
Limited,   to  his  Deposit  Account. 


The  Bishopsgate  Banking  Company,  Limitbd. 


896,  St.  Helen's  Place,  E.G. 

Jan.  10,  1911. 

©eWt  Charles  Warren,  Current  Account  for  transfer  to 

— — "  Deposit  Account. 

C.  J.  L. 

£100  :  0  :  0  Accountant. 


Thk  Bishopsgate  Banking  Company,  Limited. 


i 

Cre^it 

£100  :  0  : 0 

396,  St.  Helen's  Place,  E.G. 

Jan.  10,  1911. 

Deposit  Account,  Charles  Warren  D/R  No.  80642 
transfer  from  Current  Account. 

C.  J.  L. 
Accountant. 

The  slips  illustrated  above  are  made  out  in  the  Bank 
itself,  by  members  of  the  clerical  staff,  and  not  by  the 
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customer  interested,  but  in  the  case  of  cheques  drawn  by 
customers,  and  amounts  paid  in  for  their  credit  the 
original  cheques  or  paying -in  slips  made  out  by  the  customer 
are  used  by  the  Bank  as  slips  for  the  purposes  of  Ledger 
posting.  The  employment  of  original  documents  in  this 
way  saves  the  staff  labour  and  reduces  the  possibiUty  of 
fraud  and  error. 

In  Bank  book-keeping  the  majority  of  entries  are  those 
which  in  an  ordinary  business  would  be  entered  in  the 
first  instance  in  the  Cash  Book ;  e.  g.  all  cheques  paid 
necessitate  credit  entries,  and  remittances  from  customers 
debit  entries  in  the  Cash  Book.  It  is  to  entries  of  this 
nature  that  the  slip  system  is  primarily  applied.  Entries 
which  do  not  involve  a  debit  or  a  credit  to  cash  are 
less  numerous,  but  in  some  cases  the  slip  system  is 
used  for  these  also,  and  in  others  bound  Journals 
of  the  customary  type,  more  or  less  specially  ruled. 
From  the  slip  accompanying  or  authorizing  the  cash 
receipt  or  payment,  the  cashier  makes  a  debit,  or  a  credit, 
entry  in  his  Cash  Book,  and  at  the  same  time  he  initials 
or  marks  the  slip  to  show  that  he  has  received,  or  paid, 
the  money.  The  slip  is  then  handed  to  the  ledger- 
keepers  and  posted  to  the  credit,  or  the  debit,  of  the  par- 
ticular Ledger  Account  indicated.  Thus  the  double  entry 
is  completed,  and  the  slip,  having  served  its  purpose,  can 
be  filed. 

In  actual  banking  practice  the  cashier  does  not  always 
debit,  or  credit,  cash  direct  in  the  principal  Cash  Book, 
but  usually  in  a  subsidiary,  or  counter.  Cash  Book,  the 
totals  of  which  are  incorporated  at  the  end  of  the  day  in 
the  principal  Cash  Book.  This  practice  involves  no  differ- 
ence of  principle.  Similarly,  when  the  cashier  has  done 
with  the  slip  he  does  nort  as  a  rule  pass  it  direct  to  the 
ledger-keeper  but  to  a  "  waste  book,"  or  an  analysis,  clerk, 
who  in  turn  hands  it  to  the  ledger-keeper.  The  Waste 
Book  *  or  Received  Day  Book  is  a  subsidiary  book  in  which 
receipts  are  analyzed  under  suitable  headings  according 
to  their  nature  for  the  sole  purpose  of  facilitating  their 
collection.  In  the  every-day  work  6f  a  Bank  all  sums 
paid  in  by  customers  for  collection  are  accompanied  by 
paying-in  slips  ruled  according  to  the  custom  of  the 
particular  Bank  and  supplied  in  bound  sets  by  the  Bank 

*  The  functions  of  the  waste  book  have  disappeared  in  ordinary 
commerce,  as  the  student  is  already  aware.  The  nam»  is  still, 
however,  employed  in  the  banking  world. 
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to  its  customers.  On  these  paying-in  slips  the  customer 
makes  a  list  of  the  cheques,  notes,  coin,  postal  orders  or 
other  forms  of  money  paid  in  by  him,  and  in  due  course 
the  total  of  each  of  the  paying-in  slips  is  credited  to  him 
in  his  Pass  Book.  The  original  slips  made  out  by  the 
customer  are  the  posting  slips  utilized  by  the  Bank  for 
the  purpose  of  its  own  book-keeping,  and  from  them  the 
necessary  entries  are  made,  viz.  a  debit  entry  to  cash  by 
the  cashier,  and  a  credit  entry  in  the  customer's  Ledger 
Account  by  the  ledger-keeper.  When  paying  in  money 
on  Current  Account  it  is  wise  to  have  the  counterfoil  of 
the  paying-in  slip  book  initialled  by  the  receiving  cashier 
A  specimen  paying-in  slip  is  given  on  page  463. 

This  slip  embodies  the  following  transaction — 

L.  Cuthbert  Cropper  pays  in  to  his  bankers  on  June  1, 
1911,  the  sum  of  £91  3s.  2d.  made  up  as  follows :  Gold 
coin  £25,  silver  £1  10s.,  Bank  of  England  notes  £15, 
and  three  cheques  on  other  Banks  £25  10s.,  £6  18s.  6^., 
and  £17  4s.  8^. 

Turning  to  the  other  side  of  a  customer's  transactions 
with  his  Banker,  almost  all  the  payments  made  by  the 
Bank  are  made  against  cheques  drawn  by  its  customers^ 
but  as  already  stated  the  greater  number  of  the  cheques 
drawn  on  a  Bank  are  presented  at  the  Bank's  desk  in  the 
Clearing  House,  and  a  relatively  small  number  only  are 
paid  by  the  cashiers  over  the  counter.  Every  customer 
of  a  Bank  is  provided  with  a  book  of  cheques  bearing  im- 
pressed Id.  stamps.  Towards  the  end  of  the  cheque 
book  a  printed  application  form  for  the  supply  of  another 
cheque  book  is  incorporated.  This  form  must  be  signed 
by  the  customer  before  a  new  cheque  book  is  issued  to 
him.  The  original  application  form  for  a  fresh  supply  of 
cheques  is  used  as  a  debit  posting  slip  for  the  cost  of  the 
stamps  on  the  cheques. 

The  original  cheques  drawn  by  the  customers  of  a 
Bank  are  used  as  posting  slips  and  are  debited  in  the 
customer's  Ledger  Account.  The  corresponding  credit 
entry  is  made  when  the  cheque  is  paid,  either  by  the 
paying  cashiers  or  through  the  clearing  departuient,  and 
this  credit  entry  appears,  of  course,  in  the  Cash  Account. 
It  may  form  part  of  a  total,  in  common  with  a,ll  similar 
payments  which  have  taken  place  on  a  particular  day, 
and  the  paid  cheque  may  pass  through  other  hands 
besides  those  of  the  cashiers  before  being  posted  in  the 
Ledger,  but  the  principle  that  there  must  be  a  debit  to  the 


BANK  ACCOUNTS 


468 


raoffloHQFLOHDOHissiTHSBAH«.^M1IIII01l  OP  MNDOH  S  SMITHS  BANK,  LIMITED. 

^•"""-  ^  ^.  PrtncesSireet,  E.C 


/ 


//If//  f  rJL9ii 


Cteqnes  on  London 
£anto8onl| 


n 


Bank.  Notes  .. 


Country  N«tts 
Coin 


2&, 


Thtai  d       ^f 


10 

IS 


f3 


ic 


Credit  Account  of 


..^mif/    r-    Wi 


VWppJEJ!/.- 


^  iCft  Cheques  on  LoH4on  Bankers  only 


2 


Total  of  Cheques.  j>^ 

Bank  Notes 

\Country  Notes ..:..: 

Coin 


Ho. 

.„:™ OukUr. 

WastOMk. 

Total.... 


1 


25[ 


2(a 


f5 


fC 


qi  s 


AUOwjuestolHiCi-oggcd  01008  OF  LOHDON  t  iVTm  BAKE,  Limited, 
aad  endorsed  If  aot  payable  to  bearer. 


customer  and  a  credit  to  Cash  Account,  is  not  altered  by 
these  details.  London  Bankers  return  all  paid  cheques 
to  their  customers,  but  this  cu&tom  is  not  always  followed 
by  country  Bankers. 
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All  customers'  paid  cheques,  paying-in  slips  and  debit 
and  credit  posting  slips  are  passed,  after  posting  in  the 
Ledger,  to  the  clerk  whose  duty  it  is  to  write  up  the  Pass 
Books.  Pass  Books  are  thus  written  up  from  the  original 
vouchers,  and  since  they  are  compared  with  the  Ledger 
before  being  handed  out  to  the  customers  an  additional 
check  on  the  Ledger  posting  is  secured.  In  some  cases 
the  Pass  Books  are  copied  from  the  Ledger  Accounts 
themselves. 

The  foregoing  explanations  afford  an  illustration  of  the 
subdivision  of  the  work  of  a  Bank,  the  purpose  being  to 
obtain  expedition  and  to  ensure  complete  checks  upon  the 
work.  It  has  been  explained  that  the  original  paying-in 
slip  is  recorded  first  by  the  receiving  cashier,  then  by  the 
"W^ste  Book  clerk,  then  by  the  ledger-keeper,  and  is  finally 
handed  to  the  Pass  Books  clerk  to  be  entered  in  the  Pass 
Book  to  which  it  refers.  Thus  all  these  members  of  the 
staff  check  one  another's  work.  Similarly  payments  are 
entered  from  the  cheque  itself  by  (a)  the  keeper  of  the 
supplementary  Cash  Book,  {h)  the  keeper  of  the  Paid  Cash 
Book,  (c)  the  ledger-keeper,  and  {d)  the  clerk  in  charge  of 
the  Pass  Books.  Asa  further  safeguard  the  Ledger  clerks 
in  many  banks  periodically  exchange  Ledgers. 

The  following  particulars  explain  the  general  scheme 
of  the  book-keeping  of  a  Bank,  although  in  different  Banks 
difference  in  detail  will  be  found.  A  General  Ledger  is 
kept  containing  accounts  for  each  type  of  asset  and 
liability  and  for  profits  and  losses.  This  Ledger  is  self- 
balancing,  i.  e.  its  Trial  Balance  when  extracted  shows 
debit  and  credit  totals  which  agree.  The  General  Ledger 
may  be  called  the  Key  Ledger  of  the  Bank.  It  provides 
a  bird's-eye  view  of  the  whole  of  the  Bank's  financial 
position,  and  is  usually  written  up  daily.  In  the  General 
Ledger  only  one  "  total "  or  "  adjustment "  account  ap- 
pears, in  many  instances,  as  representing  the  total  of 
large  numbers  of  individual  accounts  kept  in  one  or  more 
subsidiary  Ledgers,  e.  g.  as  a  general  rule  one  account  only 
will  be  found  in  the  General  Ledger  under  the  heading  of 
"  Current  Accounts  "  showing  the  total  due  by  the  Bank 
to  its  current  account  customers.  A  ruling  of  the 
"  Current  Accounts  Account "  in  the  General  Ledger  is 
given  on  page  465.  The  Bank  may  employ  twenty  or 
thirty  Current  Account  Ledgers  all  ranking  together  in  its 
system  as  subsidiary  Ledgers  containing  the  details  com- 
posing the    one  "  Current   Accounts  Account "   in    the 
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Genpral  Ledger.  The  balance  of 
the  account  in  the  General  Ledger 
thus  equals  and  replaces  the  multi- 
tudinous balances  appearing  in  the 
subsidiary  Ledgers.  In  addition  to 
these  Current  Account  Ledgers 
there  are  numerous  other  subsidiary 
Ledgers  grouped  round  the  General 
Ledger.  These  Ledgers  contain 
the  detail  accounts  of  the  Bank's 
assets  and  liabilities  arranged  ac- 
cording to  the  ordinary  banking 
form.  The  balances  shown  in  any 
one,  or  in  any  group,  of  these  sub- 
sidiary Ledgers,  if  totalled  together, 
must  agree  with  the  "  total "  balance 
shown  in  the  General  Ledger  Ac- 
count relating  to  the  particular  sub- 
sidiary Ledger  or  Ledgers.  For 
example,  one  Investments  Account 
in  the  General  Ledger  will  show 
the  total  investments  of  the  Bank 
at  any  time.  Loans,  Bills  Dis- 
counted, Deposit  Accounts  and  so 
on,  are  each  similarly  represented 
by  one  "  Total  **  Account  in  the 
General  Ledger.  The  method  of 
constructing  Total  or  Adjustment 
Accounts  in  ordinary  commercial 
book-keeping  has  been  explained  in 
Chapter  XVIII,  and  the  student 
will  be  wise  to  refresh  his  memory 
by  re-perusing  that  chapter  in  this 
connection ;  for  though  minor  differ- 
ences may  occur  in  practice  the 
principles  stated  there  are  identical 
with  those  adopted  by  Banks. 

In  order  to  disclose  the  variation 
in  the  Bank's  financial  position, 
the  Trial  Balance  of  the  General 
Ledger  is  frequently  extracted  daily. 
In  the  case  of  a  Bank  possessing 
a  head  office  and  branches,  the  head 
office  and  each  branch  will  possess 
a  General  Ledger  of  the  descrip- 
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tion  explained  above,  showing  in  summarized  form  the 
daily  position  of  the  head  office  or  the  branch.  The 
usual  subsidiary  Ledgers  and  registers  will  be  kept,  in 
every  case,  at  the  office  concerned,  explaining  and  work- 
ing up  to  their  respective  "total"  accounts  in  the  head 
office,  or  branch,  General  Ledger.  In  addition  to  the 
foregoing  a  separate  and  independent  self-balancing 
Ledger  is  commonly  kept  at  the  head  office  showing 
the  combined  position  of  the  head  office  and  all  the 
branches  of  the  Bank,  i.  e.  the  financial  position  of  the 
Bank  as  a  whole.  This  latter  Ledger  partakes  more  of 
the  nature  of  a  periodical  summary  than  an  ordinary 
Ledger,  and  is  written  up  from  the  returns  transmitted  to 
the  Chief  Accountant  at  the  head  office  by  the  ordinary 
head  office  or  branch  book-keeping  staff.  Its  form  varies 
in  different  institutions  although  its  object  is  the  same. 

It  is  now  possible  briefly  and  generally  to  outline  the 
method  followed  in  dealing  with  payments  in  and  out,  by 
or  to  the  Bank's  customers. 

Each  receiving  cashier  is  provided  with  a  Counter 
Cash  Book  to  record  his  receipts  from  the  customers  of 
the  bank.  This  book  is  ruled  as  follows,  and  is  written 
up  as  the  deposits  are  received  by  the  cashier. 


RECEIVED 

(COUNTER)  CASH   BOOK 

Money. 

Notes. 

Name. 

Total  of  Credit. 

£  1     *.  1    C. 
6f  .     10  '      8 

£50 
10/5 
327628/37 

£ 
110 

105 

10 
0 

d. 

5 

0       0 

Morrison  &  Co 

0 

=r 

Note.— The  first  entry  represents  a  payment  in  of  £110  10a,  6d,  (£60  10«.  Qd. 
coin  and  £50  in  notes).  The  second  entry  represents  a  payment  in  of  £105  (£5  in 
notes  and  £100  in  cheqiies) ;  it  will  be  noticed  that  the  cheques  received  are  included 
in  the  Total  column  but  are  not  stated  separately  in  this  book. 


The  receiving  cashier  places  in  his  till  any  gold,  silver, 
or  copper  coin  paid  in  by  the  customer ;  he  passes  on  to 
a  "  Waste  Book  clerk,"  seated  immediately  behind  him, 
the  customer's  original  paying-in  slip,  together  with  the 
notes  or  cheques  attached  to  it.  The  Waste  Book  clerk  is 
provided  with  a  species  of  analysis  book  known  as  a 
Waste  Book  or  E-eceived  Day  Book  containing  columns  for 
the  analysis  of  the  different  forms  of  notes  and  cheques, 
aocording  to  the  manner  in  which  they  will  be  collected 
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"by  the  Bank.  All  cheques, 
Bank  notes,  etc.,  paid  in 
by  customers  are  re- 
corded and  classified  in 
this  Waste  Book,  accord- 
ing to  their  nature,  before 
being  entrusted  to  the 
various  departments  of 
the  Bank  whose  duty  it 
is  to  obtain  payment  of 
them.  The  Waste  Book 
thus  acts  as  a  check  both 
on  the  receiving  cashier 
and  the  various  collect- 
ing departments.  The 
usual  form  is  as  shown 
on  this  page. 

After  entry  in  the 
Waste  Book,  the  cus- 
tomer's paying-in  slip 
parts  company  with  the 
notes  and  cheques.  The 
slip  goes  direct  to  the 
ledger-keeping  depart- 
ment for  entry  on  the 
credit  side  of  the  cus- 
tomer's Ledger  Account ; 
the  Bank  of  England 
notes  are  handed  to  the 
proper  department  to  list 
and  pay  in  for  the  Bank's 
credit  at  the  Bank  of 
England;  and  the 
cheques  are  distributred 
amongst  one  or  more 
clearing  departments  for 
presentation  either  at 
the  clearing  house 
('  *  clearing  "  cheques), 
or  at  the  office  upon 
which  they  are  drawn 
("  walks  "  cheques). 

Bank  of  England  notes 
are  not  reissued  to  the 
public,  but  are  paid  in 
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at  the  Bank  of  England  to  the  credit  of  the  receiving  Bank. 
The  book  in  which  these  notes  are  entered  is  known  as  the 
Bank  of  England  Book,  or  the  Goldsmith's  Book,  a  title 
reminiscent  of  the  earlier  days  of  English  banking.  It  is 
a  memorandum  register  containing  details  of  a  Bank's 
daily  deposits  of  notes  and  cheques  on  the  Bank  of 
England  with  the  Bank,  and  of  its  withdrawals  from  the 
Bank.   The  form  of  this  book  is  usually  as  shown  on  p.  468. 

To  turn  to  the  other  side  of  a  Bank's  dealings,  viz.  the 
payment  of  cheques. 

Each  cheque  paid  over  the  counter  is  entered  by  the 
paying  cashier  in  his  Paid  Cash  Book,  details  being 
recorded  of  the  form  in  which  the  money  was  paid. 
When  the  whole  or  a  portion  of  the  cash  drawn  in  pay- 
ment of  a  cheque  consists  of  Bank  notes,  the  paying 
cashier  records  the  numbers  of  the  notes  either  in  his 
counter  Cash  Book  or  on  the  back  of  the  cheque.  The 
ruling  of  this  book  also  is  shown  on  p.  468. 

The  balance  of  cash  with  which  the  cashier  begins 
each  day  is  recorded  either  at  the  head  of  the  day's 
entries  in  this  book  or  in  a  supplementary  book. 

Customers*  cheques  paid  through  the  Clearing  House 
are  entered  in  a  Clearing  Book,  against  which  are  offset, 
on  the  other  side  of  the  same  book,  all  clearing  cheques 
received  for  collection  by  the  Bank  in  question  from  its 
own  customers.  From  a  Summary  or  Balance  Book  of 
this  description  the  balance  to  be  paid  or  received  through 
the  Clearin'g  House  is  ascertained.  All  cheques,  whether 
paid  over  the  counter  or  through  the  clearing,  pass  to 
the  ledger-keepers  of  the  Bank  to  be  debited  to  the 
customers  by  whom  they  were  drawn. 

At  the  end  of  each  day  a  complete  summary  of  the 
day's  cash  transactions  is  entered  up,  from  slips  supplied 
by  the  various  departments,  in  a  general  Cash  Book  or 
Cash  Balance  Book.  The  agreement  of  this  book  marks  a 
distinctive  point  in  the  day's  business.  A  further  general 
daily  summary  of  the  whole  of  the  Bank's  transactions  is 
made  out,  to  which  the  totals  of  the  cash  receipts  and 
payments  shown  in  the  Cash  Balance  Book  are  carried, 
together  with  the  totals  of  all  Journals  used.  This  daily 
summary  forms,  in  point  of  fact,  one  comprehensive 
Journal  entry,  in  totals,  for  the  whole  of  the  day's 
transactions,  and  from  it  the  General  Ledger  is  written  up. 

Forms  of  General  Cash  Book  and  Daily  Balance  are 
given  on  page  470. 
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The  ruling  of  the  Ledgers  of  a  Bank  follows  ordinary- 
principles,  but  it  will  be  found  in  many  instances, 
notably  in  the  case  of  the  Current  Account  Ledgers,  that 
the  debit  and  credit  money  columns  are  placed  side  by  side 
instead  of  upon  opposite  pages.  A  "  balance  column  "  is 
often  added  for  the  continuous  insertion  of  the  balance  of 
the  account.  Extra  labour  is  required  to  extend  the 
balance  of  the  account  in  the  balance  column  at  the  close 
of  the  entries  for  each  day,  and  in  some  instances,  there- 
fore, the  balance  column  is  not  used.  But  the  column 
has  very  great  utility,  and  it  is  generally  considered  worth 
while  to  employ  one.  Additional  columns  are  also  often 
included  in  Current  Account  Ledgers  to  show  the  interest 
allowed  on  customers'  daily  balances.  In  the  great 
majority  of  accounts  no  interest  is  allowed,  the  use  of 
the  balance  by  the  Banker  being  generally  held  to  produce 
little  more  than  a  fair  return  sufficient  to  cover  the 
expense  of  keeping  the  account  and  to  provide  reasonable 
profit.  But  with  foreign  Banks,  and  in  the  accounts  kept 
by  foreign  Banks  with  London  Banks,  interest  allowances 
are  not  uncommon. 

Two  forms  of  Current  Account  Ledgers  are  appended. 
One  is  ruled  without  and  the  other  with  interest  columns. 


Alfred  Vernon,  345,  Houndsditch,  E.G. 

CURRENT  ACCOUNT  LEDGER  (Ordinary  Form) 


Date. 


1910. 
Dec.  31 


Details. 


By  Balance 

ToC.  1124,  self 

By  Cash 

, ,    Country  Cheques 

To  Balance    carried 

down 

By  Balance  brought 
down 


Fo. 

!    Dr. 
1 

Cx. 

Balance 

whether 

Dr.  or 

Cr. 

Balance. 

£i,. 

d. 

£ 

i. 

d. 

£ 

,.\d. 

V 

325 

602 

5 

0 

600 

5 
160 

0 

0 
0 

0 

0 
0 

Cr. 
Dr. 

Cr. 

600 
2 

162 

0 
5 

15 

0 
0 

0 

162 

15 

0 

Or. 

162 

15 

765  1  0  1  0 

1 765 1  0  1  0 

162 

15 

0 

0 

*  This  column  may  be  omitted  if  desired,  in  which  case  credit  balances  are 
entered  in  black  ink  and  debit  balances  in  red  ink. 


The  Current  Account  Ledgers  ot  a  Bank  are,  as  has 
been  stated,  written  up  from  the  paying-in  slips,  customers' 
cheques,  debit  and  credit  slips,  and  Journals.    The  Current 


472       BOOK-KEEPING  AND  ACCOUNTS 


I 

.a 

I 

§  o 

^  (xl 
^  hJ 

w    *^ 

W    . 

en    t-k 

g    U 

go 

I 


^ 

•A 

11 

eo 

j 

. 

'"' 

=*l 

rl 

■*»■ 

c 

5 

cS 

;? 

1 

1 

o 

t-   ■» 

>C 

m 

^   n 

^ 

fl 

F- 

wi 

O 

t-   -i< 

Q 

^- 

e*     iHi^  «o 

1 

-•2 

O        <N««^ 

<=>      t-r-00 

^S 

«    wSS 

1-1            I-H 

^ 

c 

•«^ 

O                    M, 

-1 

**3 

O               eo 

CO 

o 

S 

««c^ 

o 

55 

»; 

-^ 

OrH  O        «0 

*- 

* 

«00O        JO 

<r^    i 

« 

>aoo  o      « 

(M 

«« 

o      c 

rl       , 

^ 

■^ 

s 

> 

1 

: 

e  ».S 

1 

o  c  to 

m^W 

£ 

o 

gsfg^g 

> 

CC 

-H    -   ^Kf- 

' 

ot-i^— 1.-  rH 

M 

* 

o« 

^  i-l  rl  r-<  CO  CO  CO 

1. 

c 

5 

H 

Ss 

E  r 

II 
li 

o"S 


g^ 


Account  Ledgers, 
taken  as  a  whole, 
work  up  to  one 
"  total "  account 
called  **  Current 
Accounts"  in  the 
General  Ledger, 
or,  in  some  in- 
stances,  the 
General  Ledger 
may  contain  a 
separate  total  a,c- 
count  for  each 
Current  Account 
Ledger.  If  only 
one.account  is  kept 
in  the  General 
Ledger  for  the 
whole  of  the  Cur- 
rent  Account 
Ledgers  one  or 
more  analysis 
books,  or  Check 
Ledgers,  become 
necessary  for  the 
purpose  of  ^ascer- 
taining the  total 
balance  of  each 
separate  Current 
Accounts  Ledger. 
These  analysis 
books  are  written 
up  from  the 
cheques,  paying-in 
slips,  etc.,  and  thus 
form  the  connect- 
ing link  between 
the  separate  Cur- 
rent  Account 
Ledgers  and  the 
General  Ledger. 
They  contain  in 
point  of  fact  the 
adjustment  ac- 
count for  the  Cur- 
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rent  Account  Ledgers,  ordin- 
ary adjustment  accounts  (see 
Chapter  XVIII)  not  being 
usually  kept  in  the  Current 
AccouHt  Ledgers  themselves. 

Some  Banks  write  up  the 
Pass  Book  exactly  as  it  ap- 
pears in  the  customer's  ac- 
count in  the  Current  Accounts 
Ledger.  Others  reverse  the 
sides,  placing  the  withdrawals 
on  the  credit  and  the  deposits 
on  the  debit  side.  In  the 
latter  case  the  Pass  Book  is 
headed,  e.g.  Lloyds  Bank,  Ltd. ^ 
in  account  with  John  Smithy  in 
place  of  John  Smith  in  account 
with  Lloyds  Bank,  Ltd.,  in  the 
former  case. 

Customers  remitting  Bills  of 
Exchange  to  their  Bankers  for 
collection  usually  do  so  a  few 
days  before  the  Bills  mature 
for  payment  to  enable  their 
Bankers  to  present  them  on 
the  exact  due  date.  Bills 
received  by  a  Banker  for  col- 
lection are  entered  in  a  Bills 
for  Collection  Register  or  Short 
Bill  Journal,  the  form  of 
which  is  here  given. 

Some  bankers  keep  no 
further  record  of  Bills  received 
for  collection,  and  exclude 
them  from  their  book-keeping 
system,  but  others  bring  them 
in.  The  entries  made  in  the 
latter  case  are  :  (a)  A  debit  to 
an  Asset  Account  called  Bills 
for  Collection  Suspense  Ac- 
count, (b)  A  credit  to  a  Sus- 
pense Ledger  Account  opened 
under  the  name  of  the 
customer  in  a  separate  Bill 
Ledger. 
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When  Bills  for  collection  are  paid, 
the  proceeds  are  credited  to  the 
customer's  Current  Account,  and 
reversing  entries  are  passed  in  the 
"  Bills  for  Collection  Account "  and 
in  the  "  Bill  Ledger  Account." 

Bankers  are  always  willing  ta 
discount  (z.  e.  purchase)  Bills  of 
Exchange  from  their  customers, 
provided  the  parties,  to  the  Bills  are 
of  sufficiently  good  standing  and 
the  customer's  reputation  is  satis- 
factory. Usually  a  Banker  requires 
his  customer's  endorsement  on  the 
Bill  whether  payable  to  him  or  not. 
It  is  not  the  practice  of  British 
Bankers  to  discount  Bills  of  more 
than  six  months  tenor,  neither  have 
Bills  payable  abroad  been  much  dealt 
in  hitherto.  This  class  of  business  is 
chiefly  conducted  by  Bill  Brokers 
and  foreign  Bankers.  The  rate  of 
discount  deducted  by  a  Banker  varies 
according  to  {a)  the  standing  of  the 
parties  to  it,  (6)  the  market  value 
of  loanable  capital  at  the  time,  and 
usually  bears  a  fixed  relation  to  the 
current  "  bank  rate."  *  In  making 
his  book-keeping  entries  a  Banker 
debits  the  full  face  value  of  the  Bill 
to  his  Bills  Discounted  Account,  and 
credits  the  discount  deducted  to  his 
Discount  Account,  instead  of  making 
a  single  debit  to  Bills  discounted  for 
the  net  cost.  This  affords  greater 
clearness  and  facilitates  reference 
and  the  passing  of  the  necessary 
entries  when  the  Bill  matures.  Since 
a  Banker,  when  he  purchases  a  Bill, 
credits  to  his  Discount  Account  the 
whole  of  the  discount  charged,  he 

*  The  minimum  rate  charged  by  the 
Bank  of  England  for  discounting  approved 
Bills.  The  rate  is  fixed  every  Thursday 
by  the  Bank  Court. 
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must  make  a  reserve  should  his  Profit  and  Loss 
Account  be  made  out  at  a  date  before  the  Bill  matures. 
This  reserve  appears  in  the  accounts  as  Rebate  on  Bills 
not  due  (see  p.  519).  As  soon  as  he  discounts  a  Bill 
a  Banker  enters  it  in  his  Bills  Received  for  Discount 
Register,  the  form  of  which  is  given  on  p.  474. 
In  addition  to  this  he  keeps  a  careful  record  of — 

{a)  The  Bills  discounted  for  each  customer,  in  order 
that  the  amount  advanced  to  a  given  customer 
may  not  exceed  the  limits  of  safety, 
and  ijb)  The  name  of  the  acceptor  and  the  amount  of 
each  Bill,  so  that  too  much  of  a  given  acceptor's 
"  paper  "  may  not  be  purchased. 

The  former  details  are  kept  in  a  Discount  ledger,  in 
accounts  headed  with  the  name  of  each  customer,  and 
the  latter  in  an  Acceptors  (or  Upon)  Ledger  in  accounts 
headed  with  the  name  of  each  acceptor.  The  form  of 
a  Discount  Ledger  is  as  follows,  and  the  ruling  of  an 
Acceptors  Ledger  is  similar. 


Name  of  Customer  :  S.  South,  246,  Finsbury  Circus,  E.C. 
BILLS  RECEIVED   FOR   DISCOUNT  LEDGER 
(Discount  Ledger) 


Date 
received. 

No. 

Acceptor, 

Drawer. 

Due 

date. 

Amount 
Dr. 

Amount 
Or. 

ra 

Balance. 

1911. 

£ 

8. 

d. 

£ 

s. 

d. 

£ 

g. 

d. 

Nov.  18 

364 

C.  East 

W,  West 

Dec  16 

1241 

10 

0 

1241 

10 

0 

Dec.  16 

" 

Paid 

1241 

10 

0 

When  paid  the  amount  of  a  discounted  Bill  is  credited 
to  the  Bills  Discounted  Account  and  debited  to  Cash 
Account.  All  Bills,  whether  discounted  or  held  for 
collection,  are  given  distinctive  numbers  as  soon  as  they 
come  into  the  Banker's  hands,  different  series  of  numbers 
being  used  for  different  kinds  of  Bills.  Bill  Diaries,  in 
which  bills  can  be  entered  under  their  due  dates,  are 
indispensable  to  a  Banker.  Bills  are  usually  sorted  in 
order  of  their  maturity  dates,  Bills  of  the  same  due  date 
being  kept  together  in  one  pocket  of  a  leather  Bill  Case. 

The  annual  published  accounts  of  a  Bank  are  given  in 
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Chapter  XXV,  together  with  some  comments  as  to  the 
form  and  composition  of  such  statements. 

The  published  Balance  Sheets  of  American  Banks  are 
presented  in  a  somewhat  different  form  to  that  which  is 
employed  in  this  country,  the  sides  upon  which  the 
Assets  and  Liabilities  appear  being  reversed  as  compared 
with  British  practice.  In  addition  to  this,  many  items 
appear  under  titles  which  are  unfamiliar  in  this  country. 
A  specimen  statement  of  a  typical  National  {i.e,  note- 
issuing)  American  Bank  is  appended. 


THE   BANK  OF  COMMERCE    (NATIONAL  ASSOCIATION) 
CLEVELAND,   U.S.A. 

Statement  at  the  close  of  Business,  September  ist,  1910 


Resources 

Loans  and  Discounts $9,978,671  "90 

Overdrafts 11,994-86 

U.S.  and  other  Bonds  ....  2,786,400-41 
Due  from  U.S.  Treasurer  89,275*00 
Due  from  other  Banks....  3,293,702-13 
Cash 2,909,986-55 

$19,064,930-85 


Liabilities 

CSapital  Stock $2,000,000-00 

Surplus  Fund 1,000,000*00 

Undivided  Profits 671,872-33 

Circulating  Notes 1,048,250  00 

Deposits 13,654,^08-52 

Bond  Accounti 690,500-00 


$19,064,930-85 


23a. 

1.  What  are  (a)  debit  slips,  {h)  credit  slips  ?  Make  out  the  debit 
and  credit  slips  necessary  to  transfer  £1,000  from  your  Current 
Account  at  the  Lothbury  Bank  to  your  Deposit  Account. 

2.  Trace  the  history  of  a  cheque  drawn  by  a  customer  on  his 
Current  Account,  assuming  that  it  is  presented  at  the  Bank's  counter 
for  payment  in  cash. 

3.  Trace  the  history  of  the  cheque  mentioned  in  Question  2, 
assuming  that  it  is  presented  for  payment  through  the  Clearing 
House. 

4.  I  pay  a  crossed  cheque  for  £10,  drawn  on  the  Blankshire  Bank, 
and  Bank  of  England  notes  for  £20  into  my  Current  Account  with 
the  Yorkshire  Bank,  Ltd.  Trace  the  subsequent  history  of  these 
items. 

6.  What  is  the  purpose  and  use  of  a  paying-in  slip  ? 

6.  Show  the  connection  between  the  Current  Account  Ledgers  ot 
a  Bank  and  its  General  Ledger. 

7.  From  what  materials  are  the  Current  Account  Ledgers  of  a  Bank 
written  up  ? 

8.  What  does  a  customer's  Pass  Book  contain,  and  how  is  it 
written  up  ? 

9.  Explain  the  following  terms :  Paying  Cashier,  Cash  Balance 
Book,  Goldsmith's  Book. 

23b. 

1.  Explain  briefly  the  business  of  a  Banker  as  conducted  in  thin 
country. 
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2.  In  what  modes  are  cheques  drawn  on  a  Bank  by  its  customers 
presented  for  payment  ? 

3.  Explain  what  is  meant  by  a  Bankers'  Clearing  House. 

4.  Explain  what  is  known  as  the  **  slip "  system  of  posting  as 
applied  to  the  accounts  of  a  Bank. 

5.  How  does  a  Bank  make  its  profits  ? 

6.  Comment  on  the  following  statement :  **  Money  paid  into  a 
Bank  is  locked  up  in  the  Banker's  strong  room  until  the  depositor 
calls  to  withdraw  it." 

7.  Explain  the  following  terms :  Receiving  Cashier,  Town  Clearing, 
Walks  Cheques,  the  Waste  Book. 

8.  What  is  a  General  Ledger  of  a  Bank?  What  position  does  it 
occupy  in  a  Bank's  system  of  book-keeping,  and  what  does  it  show  ? 

9.  What  is  a  Receiving  Cashier's  Counter  Cash  Book,  and  how  is 
it  ruled  ? 

23c. 
1.  I  paid  into  my  Current  Account  at   Lloyds  Bank,  Ltd.,  on 
January  16,  1911,  the  following,  viz. — 

Gold  Coin    ..... 

Silver  Coin 

Bank  of  England  notes 
Cheque  on  the  Bank  of  England . 
Town  cheques  on  various  Banks 
Cheque  on  Lloyds  Bank,  Ltd. 


Rule  the  following  forms  and  enter  therein  the  foregoing  items  as 
far  as  the  various  forms  are  concerned — 

1.  Paying-in  slip. 

2.  Receiving  Cashier's  Counter  Cash  Book. 

3.  Received  Waste  Book. 

4.  Bank  of  England  Book. 

2.  I  drew  a  cheque  on  my  Current  Account  for  £50,  which  I 
presented  for  payment  at  the  Bank's  counter,  taking  £5  in  silver, 
£20  in  gold,  and  the  remainder  in  £5  Bank  of  England  notes. 
Rule  a  form  of  Paying  Cashier's  Counter  Cash  Book  and  enter  in  it 
the  foregoing  transaction. 

23d. 

1.  On  January  16,  1911,  I  opened  a  Current  Account  with  the 
Commercial  Bank,  Ltd.,  paying  in  £300  in  Bank  notes.  I  obtained 
a  book  of  25  order  cheques,  for  which  the  Bank  debited  me  with 
2s.  Id.  for  the  cost  of  the  Revenue  stamps.  I  drew  the  following 
cheques :  January  18,  W.  Brown,  Ltd.,  £5  6s.  9d.  ;  C.  Harris, 
£18  4s.  2d.  ;  January  31,  C.  Wray,  £40.  I  paid  in  £80  on  February 
15  and  £200  on  March  28.  I  drew  a  cheque  in  favour  of  M.  Harris 
&  Co.  for  £150  on  May  19,  and  one  for  £8  2s.  5d.  on  June  22  in 
favour  of  J.  Jones,  Ltd.  From  the  foregoing  particulars  show  my 
Current  Account  in  the  Bank's  Ledger,  balancing  it  as  on  June  30, 
1911. 

2.  From  the  details  given  in  Question  1  show  my  Current  Account 
to  June  30,  1911,  in  the  Bank's  Ledger,  assuming  that  the  Com- 
mercial Bank,  Ltd.,  agreed,  when  opening  my  account,  to  allow 


£    s. 

d. 

5    0 

0 

0  10 

0 

10    0 

0 

5    0 

0 

.25    0 

0 

5    0 

0 

£50  10 

0 
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me  interest  at  2  per  cent,  per  annum  on  my  daily  balance,  interest 
to  be  made  up  to,  and  credited  on,  June  30  and  December  31  in 
each  year.  Assume  that  all  cheques  drawn  and  remittances  paid  in 
were  cashed  on  the  date  of  drawing  or  payment  in. 

3.  Make  out   my  Pass  Book  according   to  the  details   given  in 
Question  1,  balancing  it  as  on  June  30,  1911. 

23e. 

From   the  following    particulars  prepare   the   Profit   and   Loss 
Account  of  the  Surrey  Banking  Co.,  Ltd.,  for  the  year  1911,  and 


Balance    Sheet 
publication. 


as    on    December    31,    1911,    in    proper  form  for 


Dr. 


d. 


Cr. 


Share  Capital— 100,000  shares 

of  £10  each.     £5  per  share 

paid  up        .         .         . 
Reserve  .... 
Cash  in  hand  . 
Bank    of    England,    Current 

Account 
Bills  Discounted     . 
Current  and  Deposit  Accounts 
Short  Loans    . 
Loans  to  Customers 
Gross  Profits  . 
Interest  paid 
Expenses 
Profit     and     Loss     Account 

Balance,  Dec.  31,  1910 
Dividend  paid,  Jan.  16,  1911 

on  account  of  1910  profits 
Consols  £2,000,000  at  77  per 

cent 

Other  Investments 

Reserve  of  Rebate  carried  for 

ward  from  1911  to  1912 
Bank  Premises 


80,000    0    0 


1,540,000 
1,230,000 


300,000    0    0 


d. 


500,000 

0 

0 

1,000,000 

0 

0 

100,000 

0 

0 

900,000 

0 

0 

2,200,000 

0 

0 

10,000,000 

0 

0 

2,185,000 

0 

0 

3,200,000 

0 

0 

235,000 

0 

0 

60,000 

0 

0 

80,000 

0 

0 

120,000    0    0 


20,000    0    0 


£11,875,000    0    0  £11,875,000    0    0 


23f. 

From  the  following  particulars  prepare  the  Balance  Sheet  of  the 
St.  Osyth's  Bank,  Ltd.,  as  on  December  31,  1909,  together  with  a 
Profit  and  Loss  Account  for  the  year  1909  in  proper  form  for 
publication  : — 

Share  Capital  paid  up  (£10  per  share  on  125,000  shares  of 
£100  each)  £1,250,000;  Cash  in  hand  and  at  Bank  of  England 
£2,873,000;  Consols  and  other  Government  Securities  £2,976,000; 
Reserve  Fund  £790,000 ;  Due  to  customers  on  Deposit,  Current, 
and  other  Accounts  £14,888,000;  Liability  on  acceptances  for 
customers  £803,000  ;  Customers'  liability  for  acceptances  £803,000  *, 
Money  at  call  and  short  notice  £1,025,000 ;  Rebate  (Credit  Balance) 
carried    forward    at    Dec.    31,    1909    £27,000:    Bills    discounted 
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£4,074,000  ;  Loans  and  Advances  on  security  £,5718,000 ;  Bank 
premises   £427,000 ;    Profit   and   Loss   Account,   Balance   Dec.    31, 

1908,  £23,000;  Gross  profits  for  the  year  1909  £375,000;  Salaries, 
Income  Tax,  and  all  other  expenses  for  1909,  including  provision 
for  Bad  and  Doubtful  Debts  £166,250 ;  Dividends  paid,  June  30 

1909,  £93,750. 


Answers.  — 
23d.  1  &  3. 
2. 


Balance,  June  30,  1911,  £358  45.  Id. 

Balance  June  30,  1911,  £361  13s.  5d.  (including 
Interest,  £3  8s.  10^.). 
23e.  Net  profit,  £135,000  ;  Balance  Sheet  totals,  £11,655,000. 
23f.  Net  profit,  £231,750;  Balance  Sheet  totals,  £17,896,000. 


CHAPTEK  XXIY 

LIFE   ASSURANCE   ACCOUNTS 

(See  also  Compendium,  p.  678,  and  the  Accounts  of  the  Prudential 
Assurance  Co.,  Ltd.,  pp.  575-580). 

As  long  ago  as  1826  distinction  was  made  between  the 
terms  Assurance  and  Insurance.  The  former  is  now 
restricted  to  events  which  are  bound  to  happen,  such  as 
death,  and  is  confined  to  Hfe  assurance.  The  term 
"  insurance  "  is  appHed  to  risks  which  nmy  or  may  7iot 
happen,  such  as  fire,  shipwreck,  accident,  burglary,  etc. 

Life  assurance  is  a  contract.  The  terms  of  the  con- 
tract are  defined  in  a  document  called  the  Policy,  under 
which  the  assuring  company,  in  consideration  of  certain 
agreed  payments,  called  Premiums,  undertakes  to  pay  on 
the  death  of  the  Assured,  or  in  certain  other  events,  an 
agreed  sum  called  the  Sum  Assured.  In  some  cases  a 
lump  sum,  called  a  single  premium,  is  paid,  and  the  poHcy 
is  then  a  fully  paid  policy.  Ordinary  Life  Assurance 
premiums  are  paid  quarterly,  half-yearly,  or  annually, 
the  sums  assured  rarely  being  under  £50.  Industrial 
Life  Assurance  premiums  are  paid  weekly,  or  monthly, 
and  the  sums  assured  are  sometimes  as  low  as  30s. 
Life  Assurance  premiums  consist  of :  (a)  A  sum  which 
represents  the  cost  price  of  the  risk  to  the  Company. 
{h)  Loading.  The  cost  price  *  is  ascertained  by  an 
actuarial  valuation  of  the  risk  involved,  and  is  calculated 
according  to  the  average  expectancy  of  life  at  different 
ages  disclosed  in  Mortality  Tables.  The  tables  now 
in  most  general  use  are  the  Institute  of  Actuaries 
H""  (Healthy  Male)  Table,  British  Offices  0^  and  O'^''* 
Tables, t  and  for  industrial  business  the  English  Life 
No.   3  Table.      For   annuity  purposes   the   Government 

*  Also  known  as  the  pure  or  net  premium. 

t  In  this  table  the  first  five  years  of  assurance  experienoe  has 
been  omitted  from  the  calculations  because  the  rate  of  mortality 
for  the  first  five  years  is  much  lower  than  subsequently. 
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Annuitants  Table  (Finlaison),  1883,  is  commonly  used. 
These  tables  give  the  average  duration  of  life  for  each  age, 
or  as  it  is  termed  the  expectation  of  life.  The  latter  term 
is  frequently  loosely  and  improperly  employed,  since  the 
premium  payable  by  any  given  person  is  not  based 
upon  his  particular  expectation  of  Ufe,  which  cannot  be 
foretold,  but  upon  the  average  obtained  from  a  large 
number  of  lives  starting  from  the  same  age.  The 
•'expectation  of  life"  is  seldom  the  measure  of  the 
actual  span  of  life  in  any  particular  case.  The  loading 
is  the  amount  added  to  the  cost  price,  or  pure  premium, 
to  provide  for  (1)  commission  payable  to  agents  foi 
obtaining  business,  (2)  expenses  of  management,  and 
(3)  profits  and  bonuses. 

Broadly  speaking,  there  are  two  classes  of  Life  Assur- 
ance  Companies :  (1)  Proprietary,  (2)  Mutual  Companies. 
A  Proprietary  Company  is  one,  the  capital  of  which  has 
been  subscribed  in  the  ordinary  way  by  shareholders 
who  are  entitled  to  divide  the  surplus  profits  in  the 
manner  common  to  commercial  limited  companies.  A 
Mutual  Company  is  one  which  has  no  paid-up  capital, 
and  no  shareholders,  being  composed  of  the  policy 
holders  themselves  to  whom  the  surplus  profits  belong. 

The  profits  of  an  assurance  company  cannot  be  arrived 
at  by  ordinary  commercial  methods.  They  can  only  be 
determined  by  actuarial  valuation.  One  or  two  large 
Companies  are  compelled  by  the  magnitude  of  their 
business^ to  prepare  a  valuation  every  year.  But  in  the 
majority  of  cases  the  valuation  takes  place,  in  accordance 
with  the  law,  every  five  years,  and  is  known  as  the 
duinquennial  valuation.  A  few  notes  on  general  lines 
may  serve  to  show  the  necessity  for  the  Actuarial 
Valuation. 

The  principal  object  of  the  Actuarial  Valuation  is 
to  determine  the  exact  liability  the  Company  is  under 
in  respect  of  all  the  policies  in  force  in  its  name,  and 
thus  to  fix  the  reserve,  or  sum  of  money  to  be  retained 
in  hand,  which,  with  the  future  premiums  accumulated 
at  the  rate  of  interest  adopted  for  the  calculation,  will 
provide  sufficient  funds  to  discharge  the  claims  as  they 
fall  due,  defray  office  expenditure  and  create  a  profit. 
On  the  one  hand  the  Assuring  Company  has  undertaken 
certain  risks  under  its  policies;  on  the  other  hand  the 
policy  holders  have  undertaken  to  pay,  or  have  already 
paid,  certain  premiums  to  the  Company.     In  order  to 
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disclose  at  any  given  date  the  financial  position  resulting 
from  these  two  facts,  it  is  necessary  to  ascertain  (1)  the 
present  value  of  the  Company's  risk  on  its  total  policies, 
and  (2)  the  present  value  of  the  total  premiums  payable 
under  the  policies.  The  difference  between  the  present 
value  of  the  Company's  liability  on  its  policies,  and  the 
present  value  of  the  premiums  payable  under  those 
policies  by  the  assured  is  the  amount  which  must  be 
reserved  in  order  that,  with  the  future  premiums  payable 
under  the  policies,  the  Company  may  be  able  to  discharge 
each  claim  as  it  falls  due. 

The  rate  of  compound  interest  adopted  by  a  Company 
for  its  valuation  calculations  is  of  course  a  most  important 
factor.  The  rate  employed  for  the  purpose  has  gradually 
decreased,  in  some  cases  to  3  per  cent.,  or  even  to  2  J  per 
cent.,  whereas  the  interest  actually  earned  by  a  Company 
on  its  invested  funds  may  be  upwards  of  3|  per  cent. 
Again,  the  valuation  of  the  liabilities  is  not  necessarily 
made  on  the  same  basis  as  that  adopted  for  the  formation 
of  the  premium.  The  experience  of  the  office  itself  in 
respect  of  mortality  is  taken  into  account,  and  this 
experience  may  be  more  or  less  favourable  than  that 
disclosed  by  the  Mortality  Table  on  which  the  premium 
was  fixed.  Hence  the  premiums  adopted  for  valuation 
purposes  may  be  called  Valuation  Premiunis. 

If  the  student  will  refer  to  the  form  of  valuation 
Balance  Sheet  given  on  p.  508,  he  will  see  that  this  total 
present  liability,  when  arrived  at,  is  disclosed  in  the 
valuation  Balance  Sheet,  and  against  it  is  put  the  total 
of  the  Life  Assurance  Fund  available  to  meet  it.  The 
difference  between  the  total  liability  and  the  total  avail- 
able funds  represents  the  surplus,  or  deficiency,  as  the 
case  may  be.  The  chief  factors  which  enable  an 
assurance  company  to  show  a  surplus  are :  {a)  A  favour- 
able mortality  experience;  {b)  An  economy  in  the 
expenses  below  the  figure  provided  for  in  the  "  loading  '* 
included  in  the  premiums ;  (c)  The  realization  of  a  higher 
rate  of  interest  from  investments  than  was  anticipated ; 
(rZ)  Profits  from  sundry  sources,  such  as  the  sale  of 
investments,  etc. 

It  is  only  out  of  the  surplus  thus  ascertained  that  an 
assurance  company  can  distribute  profits  to  its  share- 
holders, or  t^onuses  on  its  With  Profit  Policies.  The 
bonus  is  expressed  as  a  percentage  on  the  sums  assured, 
and  commonly  varies  from  1  per  cent,  to  5  per  cent,  per 
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annum.  In  some  cases  it  is  stated  as  a  percentage  for 
the  quinquennial  period. 

The  bonus  may  be  (1)  taken  in  cash  either  at  death 
or  maturity,  or  earlier  if  surrendered  at  a  discount ;  (2) 
appUed  in  reduction  of  future  premiums,  or  (3)  applied 
to  the  reduction  of  the  period  during  which  premiums 
are  payable  under  the  policy. 

Beyond  certifying  to  the  amount  of  the  Assurance  Fund, 
neither  the  Accountants  nor  the  Auditors  of  an  Assurance 
Company  have  any  concern  with  the  quinquennial 
valuation,  which  is  purely  actuarial  work. 

Many  different  kinds  of  life  policies  are  now  offered 
to  the  public.  The  broadest  line  of  demarcation  is 
perhaps  that  between  without  profit  and  with  profit 
policies.  The  former  policies  cover  the  payment  of  a 
fixed  sum  at  death,  or  on  the  happening  of  some  other 
agreed  event ;  the  latter  a  fixed  sum  and  also  the  right  to 
share  any  bonus  distributions  that  may  take  place  before 
the  policy  becomes  a  claim.  Without  Profit  Policies  can 
be  obtained  from  most  leading  companies  at  practically 
identical  rates,  but  the  rates  charged  by  companies  for 
With  Profit  Policies  vary  considerably.  The  probability 
that  the  bonus  rates  will  be  maintained  also  varies.  The 
stability  of  the  bonus  distribution  is  a  matter  for  expert 
advice,  and  all  that  can  be  said  here  is,  that,  when  the 
rate  of  interest  earned  is  declining,  and  expenses  are 
increasing  at  a  ratio  out  of  proportion  to  new  business 
acquired,  past  rates  of  bonus  are  not  likely  to  be 
maintained. 

A  person  desirous  of  effecting  an  assurance  must  fill 
in  a  proposal  form,  the  basis  of  the  contract,  with  full 
particulars  as  to  age,  health  and  habits.  Some  details 
of  family  history,  from  the  medical  point  of  view,  are 
also  necessary.  This  form  must  be  signed  and  declared 
to  be  true  by  the  proposer,  or  by  the  person  effecting 
the  assurance  if  it  refers  to  another.  It  is  necessary  in 
law  that  the  person  who  effects  an  assurance  on  the  life 
of  another  shall  have  an  insurable  interest  *  in  the  life, 
that  is  to  say,  he  must  be  pecuniarily  interested  in  the 
life  as  a  creditor,  employer,  partner,  or  as  the  purchaser 
of  a  life  interest  or  reversion.  It  may  be  mentioned  here 
that  the  Act  of   1909  (§  36)  considerably  modifies   the 

*  The  Act  of  1774  prohibits  "gambling  or  wagering"  by  means 
of  life  assurance.     In  the  middle  of  the  eighteenth  century  gambling 
by  means  of  life  assurance  became  a  public  scandal. 
S 
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position  of  Industrial  Assurance  Companies  with  reference 
to  "  insurable  interest,"  and  that  the  Friendly  Societies 
Act  contains  restrictions  with  regard  to  the  insurance  of 
infants. 

After  medical  examination  has  been  passed,  and  the 
Company  has  received  satisfactory  reports  from  two 
friends,  the  proposer  is  notified  that  his  proposal  has 
been  accepted,  and  that  the  first  premium  will  be  pay- 
able within  fourteen  days.  Subsequent  premiums,  called 
renewal  premiums,  are  payable  quarterly,  half-yearly 
or  annually,  as  may  be  arranged,  and  as  stated  in  the 
policy. 

Eestrictions  are  still  attached  to  policies  of  assurance 
as  to  suicide,  foreign  travel,  naval  and  miUtary  service ; 
but  some  Companies  now  issue  policies  "free"  of  all 
restriction  without  increase  of  premium. 

^Yhen  taking  out  a  life  policy  the  assured  should  get 
his  age  admitted  in  the  policy.  Production  of  a  certificate 
of  birth  or  baptism  containing  the  date  of  birth  is  sufficient 
for  the  purpose.  A  proved  innocent  mistake  in  stating 
the  age  would  necessitate  adjustments  when  the  mistake 
was  discovered. 

Assurance  Companies  are  now  governed  by  the 
Assurance  Companies  Act,  1909,  which  repealed  the  Life 
Assurance  Companies  Acts,  1870-72,  received  the  Royal 
assent  on  December  3,  1909,  and,  with  the  exception  of 
§  36,  came  into  force  on  July  1,  1910.  This  Act  calls 
for  close  attention  on  the  part  of  the  accountant,  as  the 
schedules  appended  to  it  prescribe  new  forms  for  the 
presentation  of  the  accounts  of  assurance  companies. 
Its  chief  sections  are — 

1.  The  Act  refers,  with  slight  exceptions,  to  all  persons 
or  Corporations  transacting  [a)  Life  Assurance,  {h)  Fire, 
(c)  Accident,  {d)  Employers'  Liabihty  Insurance,  and 
(e)  Bond  Investment  business  (§  1). 

2.  Every  Company  transacting  life  assurance  business 
must  now  place  a  permanent  deposit  of  £20,000  with  the 
Paymaster-General  of  the  Supreme  Court.  Such  deposits 
were  formerly  necessary,  in  the  case  of  British  Companies, 
under  the  Life  x\ssurance  Companies  Act,  1870,  but  were 
returnable  to  the  Company  when  its  life  assurance  fund 
accumulated  out  of  profits  reached  the  sum  of  £40,000. 
In  addition  to  the  above-mentioned  regulation,  all  tiem 
companies  registered  after  July  1,  1910,  must  deposit 
£20.000  for  each  class  of  business  [{a),  (6),  (c),  {d),  and 
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(e),  as  above],  undertaken  by  them.  There  are  a  few- 
exceptions  to  this  rule,  e.g.  where  associations  of  em- 
ployers undertake  employers*  liability  risks  upon  mutual 
terms  (§  2)  or  where  the  Company  carried  on  employers' 
liability  insurance  prior  to  August  28,  1907  (§  33  {d)). 
When  the  separate  employers'  liability  fund  has  reached 
the  sum  of  £40,000,  the  Company  may  claim  the  return 
of  the  deposit  of  £20,000,  provided  a  deposit  has  been 
made  in  respect  of  any  other  class  of  business.  Similar 
regulations  apply  to  Companies  transacting  Bond  invest- 
ment insurance.  The  provisions  relating  to  deposits  do 
not  apply  to  Fire,  Accident  or  Bond  Investment  insurance 
business  carried  on  by  Companies  formed  before  the 
passing  of  the  Act.  When  complying  with  the  regu- 
lation as  to  deposits  permission  is  asked  of  the  Board 
of  Trade  to  lodge  certain  specified  securities  to  the 
requisite  value  at  the  mean  market  price  of  the  day. 
These  securities  must  appear  in  the  Board  of  Trade  list 
of  securities.  If  satisfied  on  these  points,  the  Board 
issues  a  warrant  to  the  Paymaster-General  authorizing 
him  to  accept  the  securities.  If  they  are  stocks  inscribed 
with  the  Bank  of  England  they  are  simply  handed  in ; 
but  registered  stocks  must  be  transferred,*  in  the  usual 
way,  to  the  Paymaster-General.  Lastly,  an  order  of 
Court  is  obtained  authorizing  the  Paymaster-General  to 
pay  the  dividends  accruing  upon  the  securities  to  the 
depositing  Company. 

3.  Separate  Eevenue  Accounts  must  now  be  presented 
for  each  class  of  business  engaged  in  by  the  Company, 
and  for  each  class  of  business  a  separate  fund  must  be 
kept.  Each  separate  fund  is  the  absolute  property  of  the 
policy  holders  of  that  class  and  must  not  be  appropriated 
to  any  of  the  Company's  other  contracts  (§  3).  Although, 
under  the  terms  of  this  section,  the  various  assurance 
funds  must  be  shown  as  separate  liabilities,  it  is  not 
necessary  specially  to  earmark  a  Company's  investments 
as  being  the  property  of  any  particular  fund. 

The  allocation  of  the  Beceipts  between  the  various 
classes  of  business  does  not  present  much  difficulty 
since  the  premiums  of  each  class  are  known,  and  the 
interest  earned  by  the  aggregate  assurance  fund  can  be 
divided  proportionally  to  the  amounts  of  the  separate 
funds.     But  the  disclosing  of  the  amount  of  the  Income 

*  As  no  consideration  appears  in  the  transfers,  a  5s.  stamp  may 
be  used.  * 
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Tax  deducted  from  the  income  earned  is  a  new  feature, 
and  will,  in  some  cases,  need  provision  in  the  books  for 
its  record.  The  allocation  of  the  Expenditure  of  an 
assurance  company  is  not  so  simple.  Such  items  as 
"  claims  paid,"  "  surrenders,"  and  "  Commission  "  offer 
little  difficulty,  but  there  are  many  payments  included 
in  "Expenses"  which  can  only  be  arbitrarily  allocated 
amongst  the  various  branches.  Such  items,  for  instance, 
as  rent,  rates,  valuation  expenses,  lighting,  stationery, 
depreciation,  and,  to  some  extent,  salaries,  can  only  be 
apportioned  by  means  of  estimates.  These  estimates  are 
prepared  by  the  Company's  staff  and  could  be  manipu- 
lated in  order  to  bolster  up  unsatisfactory  departments, 
the  more  so  because  the  Fourth  Schedule  does  not  require 
the  liability  of  each  branch,  when  ascertained  by  valua- 
tion, to  be  set  out  separately.  It  is  interesting  from  the 
professional  accountant's  point  of  view,  to  note  that,  au 
valuation  dates,  a  certificate  must  be  given  "  signed  by 
the  same  persons  as  sign  the  Balance  Sheet"  to  the 
effect  that,  in  their  belief,  the  assets  set  forth  in  the 
Balance  Sheet  are  "  in  the  aggregate  fully  of  the  value 
stated  therein."  On  inquiry  at  the  Board  of  Trade  the 
author's  firm  were  informed  that  the  words  "  same  persons 
as  sign  the  Balance  Sheet "  do  not  in  this  case  include 
the  auditors;  an  interpretation  which  will  be  welcomed 
in  the  profession  !  But  the  auditors  must  certify  that  no 
part  of  the  various  funds  has  been  applied  directly  or 
indirectly  for  any  purpose  other  than  the  service  of  the 
particular  class  to  which  it  applies.  The  Board  also 
stated  that  this  requirement  does  not  apply  to  Life 
Assurance  Companies  pure  and  simple,  even  though 
both  "  industrial  "  and  *'  ordinary  "  branches  exist. 

4.  At  the  end  of  each  financial  year  every  Company 
must  prepare  {a)  A  Revenue  Accouiit  (First  Schedule), 
for  each  particular  class  of  business,  {h)  A  Profit  and  Lofis 
Account  (Second  Schedule),  except  in  cases  where  one 
class  of  business  only  is  carried  on,  and  (c)  A  Balance 
Sheet  (Third  Schedule). 

5.  Once  at  least  in  every  five  years  every  assurance 
company  must  cause  an  actuarial  valuation  of  its 
position  to  be  made  in  the  forms  set  out  in  the  Fourth 
Schedule  (§  5).  As,  however,  the  section  imposes  no 
obligation  upon  a  Company  to  employ  any  particular 
basis  for  valuation  purposes,  or  to  disclose  the  separate 
liability  in  the  several  branches,  it  is  not  apparent  how 
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the  regulation  can  afford  protection  to  the  policy  holder 
against  unscrupulous  companies. 

6.  Every  assurance  company  must  present  a  statement 
of  its  business  in  the  prescribed  form  (Fifth  Schedule) 
at  the  date  upon  which  the  accounts  are  made  up  for  the 
Quinquennial  valuation  (§  6). 

7.  All  the  accounts  and  statements  required  by  the 
terms  of  the  Act  must  be  deposited  with  the  Board  of 
Trade  within  six  months  after  the  close  of  the  period  to 
which  such  accounts  relate  (§  7).  But  the  Board  may, 
under  certain  circumstances,  grant  an  extension  of  time 
not  exceeding  three  months.  Shareholders  and  policy 
holders  are  entitled  to  copies  of  the  accounts  and  state- 
ments so  deposited  (§  8). 

The  remainder  of  the  Act  relates  to  audit,  amalgama- 
tion, or  transfers,  winding  up,  penalties,  exemptions,  and 
various  other  matters  not  of  immediate  moment  to  the 
book-keeper. 

The  Eevenue  Account  (First   Schedule  (A)) 

As  was  the  case  under  the  Life  Assurance  Companies 
Act,  1870,  the  income  and  expenditure  appear  upon  the 
reverse  sides  of  the  account  to  those  upon  which  the 
double  entry  book-keeper  would  place  them.  Seeing 
that  all  accrued  income  and  outstanding  liabilities  are 
dealt  with  in  the  account,  it  is  in  no  sense  a  Cash 
Account.  It  is  therefore  to  be  regretted  that  the  new 
form  was  not  brought  into  line  with  modern  accountancy. 
But  this  anomaly  does  not  affect  the  internal  book-keeping. 
The  accounts  in  the  General  Ledger,  from  which  the 
Trial  Balance  is  prepared,  are  closed  into  the  Eevenue 
Account  upon  the  usual  lines,  and  are  only  reversed  for 
publication. 

The  first  item  on  the  debit  side  of  the  account  is  The 
amount  of  Life  Assurance  Fund  at  the  beginning  of  the 
year. 

This  item  is  the  closing  entry  of  the  Eevenue  Account 
of  the  previous  year  from  which  it  has  been  brought 
forward.  It  represents  the  surplus  of  the  Company's 
assets  over  its  liabilities,  including  reserves,  apart  of 
course  from  the  liability  to  its  policy  holders,  which,  as 
has  already  been  explained,  can  only  be  ascertained  by 
actuarial  valuation.  In  other  words,  the  Life  Assurance 
Fund  represents  the  surplus  which  is  available  to  meet 
the  Company's  liability  under  its  poHcies,  and  includes 
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the  paid-up  capital  of  the  Company,  which,  under  the 
statutory  forms,  must  be  passed  through  the  Eevenue 
Account,  and  is  thus  merged  in  the  total  funds  in  hand. 
Any  further  capital  paid  up  within  the  year  must  be  set 
out  separately  in  the  Eevenue  Account  as  a  receipt. 

To  this  extent,  therefore,  the  First  Schedule  is  both  a 
Capital  and  a  Eevenue  Account.  When  the  income  and 
expenditure  applicable  to  the  year  have  been  dealt  with 
in  the  manner  provided  by  the  Schedule  a  fresh  Life 
Assurance  Fund  is  arrived  at,  which  forms  the  balance 
of  the  Eevenue  Account,  and,  in  due  course,  appears  in 
the  Balance  Sheet  where  the  assets  representing  the 
Fund  are  set  forth  in  detail. 

Premiums. — The  risk  which  an  assurance  company  will 
undertake  upon  any  one  life  is  restricted  in  amount.  No 
limitations  can  be  given,  as  they  vary  with  the  nature  of 
the  risk  and  the  financial  circumstances  of  the  assuring 
company.  In  some  cases,  therefore,  it  becomes  necessary 
for  a  portion  of  the  risks  to  be  re-assured*  with  other 
offices.  The  First  Schedule  of  the  Act  stipulates  that  all 
receipts  must  be  stated  net.  Therefore  premiums  paid  to 
other  offices  for  re-assurances  must  be  deducted  from  the 
gross  premium  income  of  the  Company.  Formerly,  re- 
assurances sometimes  appeared  as  expenditure  on  the 
credit  side  of  the  Eevenue  Account.  Accounts  are  kept 
by  the  various  companies  of  re-assurance  business  passing 
between  them,  and  are  usually  rendered  quarterly. 

The  item  "premiums"  appearing  in  the  Eevenue 
Account  includes  all  premiums  due  but  outstanding  at 
the  close  of  the  year,  excluding,  of  course,  the  premiums 
on  such  policies  as  may  have  lapsed  during  the  year. 
Policies  of  life  assurance  become  lapsed,  or  void,  as  a 
general  rule  when  the  premiums  due  thereon  are  more 
than  thirty  days  f  in  arrear.  In  "  Industrial"  assurance, 
under  the  Friendly  Societies  Act,  1875,  it  is  essential  to 

*  Re-assurances  are  probably  more  numerous  in  the  case  of  fire 
risks  than  in  other  departments.  For  example,  the  "A"  Company 
accepts  a  risk  covering  £5,000.  As  its  "limit  "  for  this  class  of  risk 
is  £3,000  the  remaining  £2,000  is  re-insured  with  the  "B"  Company. 
The  latter  Company  issues  a  ' '  guarantee  "  that  it  accepts  liability, 
in  the  event  of  a  claim  arising,  for  the  same  proportion  of  the  claim 
actually  paid  as  the  amount  re-insured  with  it  bears  to  the  amount 
of  the  policy. 

t  In  fire  insurance  fifteen  *'  days  of  grace  "  are  usually  allowed, 
and  in  other  departments  from  seven  to  fourteen  days  of  grace  are 
allowed  according  to  custom. 
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send  notice  to  policy  holders,  prior  to  lapsing  their  policies. 
The  notice  is  to  the  effect  that  the  premiums  are  in  arrear 
and  that  ''in  case  of  the  default  of  payment  of  the  full 
amount  due  within  sixteen  days  the  policy  will  be  can- 
celled and  the  interest  and  benefit  therein  forfeited." 
Care  is  taken  by  assurance  companies  that  they  may 
be  in  a  position  to  prove  the  postage  of  this  notice  in 
case  of  need.  All  notices  are  therefore  numbered  and 
duplicated  and  the  numbers  are  recorded  and  initialled 
in  the  postage  book.  In  "ordinary"  branch  assurance 
no  notice  of  intention  to  lapse  is  legally  necessary,  but  as 
a  matt6r  of  practice  a  renewal  notice  is  invariably  sent 
as  a  reminder. 

In  addition  to  outstanding  premiums  there  will,  in  some 
cases,  be  included  in  the  total  premiums  taken  into  account 
the  full  premiums  due  upon  policies  issued  under  the  half- 
credit  system.  Under  this  system  one-half  only  of  the 
premium  is  payable  in  cash,  the  other  half  is  treated  as 
a  loan  on  the  policy,  and  appears,  of  course,  amongst  the 
assets  in  the  Balance  Sheet ;  the  full  premium  being  taken 
credit  for  as  income  due  in  the  year. 

A  large  proportion  of  the  premium  income  of  an  assur- 
ance company  reaches  it  through  agents,  who,  as  a  general 
rule,  deduct  the  commission  due  to  them  on  the  premiums 
and  remit  the  balance.  Consequently,  in  most  cases, 
remittances  from  agents  represent  net  figures,  and  adjust- 
ing Journal  entries  are  necessary  to  arrive  at  the  gross 
premiums  collected,  and  the  amount  of  the  commission 
and  expenses  deducted.  Journal  entries  are  also  neces- 
sary to  bring  the  amount  of  the  outstanding  premiums 
into  the  books  at  the  close  of  the  year.  The  practice  of 
assurance  companies  differs  somewhat  with  regard  to 
outstanding  premiums.  Some  Companies  deal  only  with 
such  premiums  as  are  actually  payable  within  the  financial 
period  covered  by  the  accounts ;  other  Companies  include 
the  balance  of  the  annual  premiums,  where  such  premiums 
are  payable  by  half-yearly  or  quarterly  instalments,  on 
the  ground  that  such  unpaid  instalments  constitute  a  debt 
upon  the  policy  in  the  event  of  its  becoming  a  claim. 

When  assessing  the  value  of  outstanding  premiums 
as  an  asset  in  the  Balance  Sheet,  the  student  should 
remember  that,  as  already  explained,  there  is  a  reserve 
for  valuation  purposes,  on  every  policy,  representing  the 
liability  of  the  Company  at  the  date  of  the  valuation. 
This  reserve  liability  almost  invariably  represents  a  larger 
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sum  than  the  outstanding  premium  treated  as  an  asset 
For  example,  John  Smith  took  out  a  policy  for  £500 
payable  at  death.  The  Company's  liability  on  this  policy 
was  valued  at  ,£75  at  the  date  of  the  last  valuation,  and 
was  duly  reserved  for.  The  outstanding  premium  is 
taken  credit  for  at  £14.  The  amount  treated  as  an  asset 
is  therefore  well  secured,  because  were  the  policy  to  lapse 
by  non-payment,  the  reserve  liability  would  be  released, 
while  should  a  claim  arise  the  unpaid  premium  would  be 
deducted  from  the  amount  of  the  claim.  Some  Companies 
quote  yearly  premiums  payable  in  quarterly  instalments, 
whilst  others  quote  quarterly  premiums.  In  the  latter 
case,  provided  the  last  quarterly  premium  had  been  paid, 
nothing  would  be  outstanding. 

When  the  examination  candidate  is  required  to  prepare 
a  set  of  accounts  from  the  Trial  Balance  of  an  assurance 
company  he  should  remember  that  the  item  "outstand- 
ing premiums  "  has  already  been  included  in  the  "  pre- 
miums," and  therefore  it  only  needs  to  be  scheduled  in 
its  proper  place  amongst  the  assets  in  the  Balance 
Sheet. 

Sometimes  premiums  are  reduced  by  the  issue  of 
bonuses.  It  such  cases  it  is  customary  to  take  credit 
for  the  full  premium,  and  to  include  the  bonuses  in  the 
appropriate  place  on  the  payments  side  of  the  account. 

There  are  other  points  of  minor  importance  affecting 
the  item  "premiums,"  but  enough  has  been  said  to  show 
that  the  figure  entered  in  the  Eevenue  iVccount  should  be 
the  true  net  figure  representing  the  premium  income  of 
the  Company  for  the  year,  after  providing  for  outstand- 
ings and  after  deducting  lapses,  re-assurances  and 
premiums  belonging  to  other  periods. 

The  First  Schedule  of  the  Act  of  1909  makes  no 
provision  in  the  body  of  the  account  itself  for  separating 
the  premium  income  as  between  new  and  old  business, 
but  Note  S.  indicates  that  this  information  must  be 
supplied.  Where  under  the  old  Act  this  desirable  analysis 
has  been  made  by  assurance  companies,  no  objection  to 
the  amendment  appears  to  have  been  made  by  the  Board 
of  Trade. 

Considerations  for  Annuities  Granted. — The  word  "  an- 
nuity," in  addition  to  its  literal  meaning — an  annual 
payment — means  also  the  investment  of  a  sum  of  money 
to  yield  an  agreed  amount  at  fixed  periods.  Some 
particulars  of  various  kinds  of  annuities  have  been  given 
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in  the  Compendium  on  p.  660.  The  heading  provided  in 
the  First  Schedule  is  for  the  amounts  received  by  the 
Company  from  persons  who  have  purchased  annuities 
during  the  year.  The  purchase  price  of  annuities  is 
based  solely  on  the  age  and  sex  of  the  purchaser  and  the 
rate  of  interest  which  the  Company  expects  to  earn  on  its 
invested  funds.  As  a  general  rule,  no  investigation  into 
the  family  history  of  the  purchaser  is  made  as  is  the  case 
with  life  assurance.  It  is  perplexing  to  the  lay  mind 
that  tables  are  not  compiled  having  special  reference  to 
'*  poor  lives,"  but  presumably  the  demand  for  annuities 
by  this  class  is  not  sufficiently  strong  to  afford  the 
necessary  data  for  reliable  averages  upon  which  to  base 
suitable  rates.  It  is  within  the  author's  knowledge, 
however,  that  the  keen  competition  of  modern  days  has 
rendered  it  possible,  in  exceptional  cases,  to  obtain  a 
reduction  of  the  rates  ordinarily  employed. 

It  would  appear  from  the  notes  appended  to  the  First 
and  Third  Schedules  that  the  maintenance  of  a  separate 
Annuity  Fund  is  optional,  though  the  tenor  of  these 
notes  seems  to  be  somewhat  in  opposition  to  the  pro- 
visions of  Section  3  of  the  Act.  Some  Companies  exhibit 
separate  Annuity  Funds,  whilst  others  do  not  specify  the 
separate  liability  for  annuities  granted,  the  liability  being 
merged  in  the  Life  Assurance  Fund.  It  is  to  be  regretted 
that  the  new  Act  does  not  impose  uniformity  of  practice  in 
this  connection.  Annuities  are,  as  a  general  rule,  pur- 
chased by  the  payment  of  a  sum  down,  but  contingent  or 
deferred  annuities,  purchased  by  annual  payments  over  a 
certain  period,  are  also  granted.  Some  Companies  treat 
these  payments  under  the  head  of  "  premiums  " — appar- 
ently the  most  suitable  course. 

Interest,  Dividends  and  Rents. — This  heading  embraces 
the  yearly  income  of  the  Company  derived  from  interest 
and  dividends  on  its  investments  and  the  rents  of  its 
Freehold  and  Leasehold  properties.  As  was  explained  in 
the  case  of  Premiums,  this  item  should  include  all  the 
income  from  these  sources  applicable  to  the  year.  Some 
portion  of  this  income,  although  payable  within  the  year, 
will  be  outstanding,  and  must  be  brought  into  account  by 
means  of  Journal  entries.  Items  will  also  exist  which, 
although  not  payable  within  the  period,  have  to  an 
extent,  accrued  during  the  year.  For  instance  debenture 
interest  payable  on  September  30  and  March  31,  will 
have  "accrued  "  for  three  months  on  December  31,  and, 

S  2 
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to  this  extent,  may  be  brought  into  account.*  But 
the  practice  of  assurance  companies  is  not  uniform,  and, 
in  some  cases,  accrued  income  is  ignored.  This  is  another 
point  which  the  new  Act  might  have  conveniently  dealt 
with.  Although  it  may  be  more  accurate  to  include 
accrued  interest,  the  practice  undoubtedly  leads  to  some 
confusion  and  difficulty,  and  since  the  income  anticipated 
for  one  year  must  be  excluded  from  the  next,  no  advan- 
tage in  the  long  run  appears  to  be  gained.  In  all  cases 
where  outstanding  or  accrued  income  has  been  brought 
into  account  the  corresponding  entries  must,  of  course, 
appear  in  the  Balance  Sheet  as  assets  under  appropriate 
headings. 

The  student  will  note  that  the  First  Schedule  requires 
the  total  amount  of  income  tax  payable  on  the  income  for 
the  year  to  be  set  out  so  that  the  net  income  may  be 
shown.  Hitherto,  some  Companies  have  shown  their 
gross  income,  and  have  included  the  tax  as  a  payment 
on  the  expenditure  side  of  the  Eevenue  Account,  while 
others  have  shown  their  net  income  but  have  not  disclosed 
the  amount  of  the  income  tax  deducted.  The  new  regu- 
lation brings  all  Companies  into  line  in  this  respect.  The 
above  heading  also  includes  interest  payable  on  loans  on 
the  Company's  policies,  on  reversions  and  other  secured 
loans.  Discount  received  on  claims  paid  in  advance 
should  also  be  included  under  this  heading. 

The  rents  taken  into  account  should  be  the  net  rents 
received  after  paying  all  outgoings,  such  as  rates,  taxes, 
repairs,  etc. 

In  cases  where  the  Company  owns  and  occupies  its  own 
premises,  it  is  usual  to  charge  a  fixed  rent  as  income 
under  this  heading,  a  similar  amount  being  charged  under 
the  appropriate  head  on  the  expenditure  side  of  the 
account. 

The  student  will  have  gathered  from  the  preceding 
pages  that  the  amount  of  interest  earned  by  an  assurance 
company  upon  its  funds  is  a  factor  of  paramount  import- 
ance in  the  policy  of  the  Company.  A  responsible  part 
of  the  duties  of  the  management  is  the  selection  of 
investments  yielding  as  large  a  return  as  is  compatible 
with  the  security  of  the  Capital.  Eeference  has  already 
been  made  to  the  importance  which  the  rate  of  interest 

*  Where  accrued  interest  has  been  brought  into  account,  invest- 
ments must  be  taken  at  actual  cost  or  less,  and  not  at  current 
market  prices,  as  the  latter  valuation  includes  the  accrued  interest. 
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earned  assumes  when  the  quinquennial  vakiation  is  in 
progress  and  in  the  compilation  of  the  Company's  tables 
of  rates.  The  student  may  have  noted  that  it  is  the 
practice  of  many  Companies  to  disclose  from  time  to  time 
the  rate  of  interest  earned. 

In  order  to  arrive  at  the  strict  rate  of  interest  earned 
algebraic  knowledge  is  necessary,  but  it  can  be  obtained 
simply,  and  with  approximate  accuracy  as  follows — 

Example — 

& 
Punds  at  commencement  of  year  .         •         ,       250,000 
„         end  „        .         r         ,       300,000 


550,000 
Less  Interest  earned  during  the  period         .        10,500 


2)539,500 
Average  Funds  say        ,        ,    £269,750 

Bate  of  interest  earned  =  ^^f??il.!^  =  ^3  17.<f.  lOd.  per  cent, 
269, 7o0 

Other  Receipts. — The  wording  of  the  First  Schedule 
indicates  that  all  receipts  other  than  those  included  in 
the  preceding  headings  must  be  separately  specified.  If 
any  fresh  issue  of  capital  has  taken  place  the  amount 
realized  will  come  under  this  head.  So  also  will  fines 
collected  for  the  revival  of  lapsed  policies,  or  fees  * 
received,  or  profits  made  by  the  Company.  Profits 
realized  on  the  sale  of  investments  will  also  be  included 
unless  they  are  taken  direct  to  the  Eeserve  Account. 
As  these  profits,  in  the  case  of  an  assurance  company, 
are  capital  profits,  it  is  more .  satisfactory  to  carry  them 
to  reserve. 

Turning  now  to  the  expenditure  side  of  the  First 
Schedule,  we  come  first  to — 

Claims. — This  item  should  include  all  claims  actually 
paid  during  the  year  and  all  claims  admitted  during  the 
year.  There  must  always  be  claims  outstanding  at  the 
date  on  which  the  accounts  are  closed,  e.  g.  where  the  title 
of  the  claimant  and  the  legal  proof  of  death  are  still 
under  investigation.  All  bonuses  and  other  benefits 
attached  to  the  policies  must  also  be  reserved  for.  It  is 
the  practice  of  many  companies  to  bring  into  account  all 
claims  of  which  they  have  been  advised  prior  to  the  close 

*  Fees  received  for  the  transfer  of  shares,  or  for  the  registration 
of  assignments  or  other  documents. 
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of  the  year.  Theoretically  this  is  sound,  but  it  has  draw- 
backs, and  results  in  some  cases  in  over-statement  of 
claims.  Outstanding  claims  are  brought  into  the  books 
by  means  of  Journal  entries,  and  appear  in  the  Balance 
Sheet  as  liabilities. 

The  First  Schedule  requires  the  division  of  claims 
under  two  headings :  (a)  Death,  and  {h)  Maturity.  The 
former  refers  to  claims  payable  on  the  death  of  the 
assured,  the  latter  to  endowment  policies,  which  secure 
the  payment  of  an  agreed  sum  on  the  attainment  of  a 
specified  age  or  at  previous  death.  Endowment  assur- 
ance is  a  popular  and  suitable  form  of  investment  for 
those  in  receipt  of  fixed  incomes. 

Surrenders. — This  item  consists  of  the  amounts  paid 
to  poUcy  holders  who  have  given  up,  or  "  surrendered," 
their  policies,  either  because  they  did  not  desire,  or  were 
unable,  to  continue  their  contracts.  It  also  includes 
sundry  losses  incurred  in  connection  with  the  Company's 
policies.  For  example,  where  policies  issued  on  the  half- 
credit  system  have  lapsed,  the  unpaid  portions  of  the 
premiums  treated  as  loans,  as  previously  explained,  become 
losses,  and  must  be  written  off  and  included  in  the  above 
item.  Loans  outstanding  upon  lapsed  policies  are  simi- 
larly treated.  There  is,  of  course,  no  actual  loss  in  these 
cases,  as  the  amounts  advanced  are  always  within  the 
surrender  values  of  the  policies.  When  a  policy  has 
lapsed,  however,  the  asset  account,  representing  the  loan, 
no  longer  holds  good,  and  is  closed  by  transferring  the 
balance  to  the  Surrenders  Account.  The  amounts  paid 
for  the  surrender  value  of  bonuses  as  well  as  for  the 
surrender  value  of  the  "  bare "  policies  must  also  be 
included,  but  the  items  need  not  be  separated.  The 
amounts  paid  upon  surrender  depend  upon  the  age  of 
the  policy,  and  the  particular  table  of  rates  under  which 
the  policy  was  issued.  The  payments  range  from  one- 
third  to  two-thirds  of  the  actual  amount  of  the  premiums 
paid,  plus,  in  many  instances,  the  cash  value  of  any 
bonuses.  The  assured  does  not  get  the  full  reserve  value 
of  his  policy  because  the  withdrawal  of  policy  holders 
unfavourably  affects  the  mortality  experience  of  the 
Company.  Surrenders  also  increase  the  ratio  of  expenses 
to  receipts.  The  general  practice  is  to  deduct  about 
33  J  per  cent,  from  the  reserve. 

Annuities. — These  are  the  payments  made  during  the 
year  in  fulfilment  of  the  Company's  annuity  contracts, 
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the  consideration  for  which  was  dealt  with  on  the  other 
side  of  the  Eevenue  Account.  The  item  must,  of  course, 
include  all  annuities  due,  but  not  paid.  The  great  majority 
of  annuities  are  payable  half-yearly,  though  other  terms 
of  payment  are  arranged  to  suit  the  convenience  of 
annuitants.  Income  tax  is  deducted  from  all  annuities 
before  payment,  except  where  exemption  forms  have 
been  lodged  by  annuitants  with  the  Company.  In  such 
cases  the  annuity  is  paid  in  full,  and  the  tax  is  sub- 
sequently recovered  by  the  Company  from  the  Inland 
Eevenue  authorities.  Where  income  tax  is  deducted  by 
the  Company,  the  sums  so  deducted  may  be  retained  by 
the  Company  provided  the  taxed  income  of  the  under- 
taking exceeds  the  total  amount  paid  by  way  of  annuities 
during  the  year  {Edinburgh  Life  Assurance  Corn^any  v. 
The  Lord  Advocate). 

Bonuses  in  Cash. — When  a  bonus  has  been  declared, 
the  policy  holder  has,  usually,  the  option  of  (1)  allow- 
ing his  share  of  the  bonus  to  accumulate  until  his  policy 
becomes  a  claim, "^  or  (2)  immediately  drawing  in  cash 
a  sum  somewhat  smaller  than  his  share,  or  (3)  having 
the  bonus  applied  to  the  reduction  of  future  premiums. 
The  above  heading  provides  for  such  bonuses  as  have 
been  drawn  in  cash  during  the  year. 

Bonuses  in  Reduction  of  Premium. — The  full  premiums 
payable  under  these  policies  are  included  on  the  income 
side  of  the  Eevenue  Account,  and  those  portions  of 
the  premiums  credited  as  paid,  in  lieu  of  bonus,  are 
set  out  under  this  heading. 

Under  the  Act  of  1870  no  provision  was  made  for  the 
separation  of  the  two  preceding  items,  and  considerable 
diversity  existed  in  the  treatment  of  them. 

Commission. — This  heading  embraces  all  sums  paid  by 
a  Company  to  agents  and  others  as  remuneration  for 
obtaining  business.  An  over-riding  commission  is  some- 
times paid  to  district  agents  on  the  business  introduced 
by  the  agents  in  the  districts  they  control. 

Commission  due  on  all  outstanding  premiums  taken 
into  account  must  be  provided  for. 

The  commission  paid  to  agents  varies  from  10  per  cent. 
to  25  per  cent,  on  the  first  premium  payable  on  ordinary 
branch  new  business  introduced  by  them,  and  2 J  per 
cent,  to  5  per  cent,  on  the  renewal  premiums  collected 
by  the  agent.  In  some  cases  a  single  commission,  called 
*  Known  as  a  reversionary  bonus. 
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a  "  flat "  commission,  is  paid  on  the  first  premium 
ranging  from  25  per  cent,  to  50  per  cent.,  no  com- 
mission being  paid  on  renewals.  In  Industrial  assurance 
the  agents'  commission  is  usually  reckoned  at  so  many 
times  the  amount  of  the  premium.  For  example, 
in  the  case  of  a  weekly  premium  of  Id.  the  commission 
would  be  Is.  2^.,  or  14  times  the  premium.  The  com- 
mission paid  to  agents  introducing  annuity  business 
usually  amounts  to  1  per  cent,  on  the  purchase  price  of 
the  annuity. 

Expenses  of  Management. — Under  this  head  appear  the 
administration  expenses  incurred  in  carrying  on  the 
business,  e.  g.  rent,  rates,  taxes,  salaries,  advertising,  law 
costs,  medical  fees,  depreciation  of  furniture,  etc.  In 
accordance  with  general  commercial  practice,  separate 
Ledger  Accounts  are  kept  for  the  chief  kinds  of  expense, 
including  the  usual  "  Profit  and  Loss  "  items,  and  at  the 
end  of  the  year  these  various  expense  accounts  are  closed 
into  a  General  Account  under  the  above  heading.  No 
details  of  this  heav3/  item  are  required  by  the  terms  of 
the  Act ;  but  hitherto  it  has  been  the  practice  of  many 
Companies  to  show,  in  an  inner  column,  some  of  the 
chief  details  composing  the  total.  All  expenditure  held  in 
suspense  as  an  asset  in  the  Balance  Sheet,  e.g.  Pre- 
liminary Expenses,  must  be  separately  set  out  in  the 
Eevenue  Account  (see  Note  4,  First  Schedule). 

Other  Payments. — The  items  included  under  this  heading 
must  be  separately  stated,  the  designation  "  Sundries " 
being  inadmissible.  Appropriate  payments  for  inclusion 
are  dividends  and  bonuses  paid  to  shareholders,  deprecia- 
tion on  Investments,  transfers  to  Eeserve  Fund,  Bad 
Debts,  etc.  Where  shareholders  are  paid  a  dividend  in 
the  form  of  fully  paid  shares,  the  amount  of  the  dividend 
will  appear  as  a  payment  under  this  heading,  and  a  similar 
amount  must  be  entered  on  the  other  side  of  the  account 
representing  the  fresh  issue  of  capital  that  has  been 
made. 

Amount  of  Life  Assurance  Fund  at  the  End  of  the  Year. 
— This  item  forms  the  "  balance  "  of  the  account,  and 
appears  again  in  the  Balance  Sheet  as  representing  the 
surplus  of  the  Company's  assets  over  its  liabilities.  As 
already  explained,  this  balance  forms  the  starting  item  of 
the  Eevenue  Account  for  the  next  period.  Students 
appear  to  be  confused  because  the  "  Amount  of  Funds  at 
the  end  of  the  year  "  is  sometimes  omitted  in  examination 
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questions.  In  such  cases  prepare  the  Eevenue  Account 
in  the  ordinary  way,  the  balance  disclosed  is  the  amount 
of  the  "funds  at  the  end  of  the  year"  to  be  included 
in  the  Balance  Sheet. 

Forms  (B),  (C),  (D),  and  (E),  First  Schedule 

These  forms  of  Eevenue  Account  apply  respectively  to 
Fire,  Accident,  Employers'  Liabihty,  and  Bond  Investment 
Insurance. 

They  are  almost  identical  with  Form  (A)  already  ex- 
plained in  detail.  The  alterations  are  few  and  unimportant, 
and  the  only  point  to  which  attention  need  be  called  is 
the  provision,  on  the  debit  side  of  the  various  forms,  for 
the  deduction  from  the  premium  income  of  a  Beserve  for 
zmexpircd  risks. 

As  the  premiums  on  insurance  policies  are  paid  in 
advance,  it  is  clear  that,  at  any  given  date,  some  policies 
will  be  in  force,  the  premiums  on  which  have  been  paid 
for  a  period  that  extends  beyond  the  year  dealt  with  in 
the  Current  Accounts.  In  consequence  of  these  unexpired 
risks  the  whole  of  the  premium  income  has  not  been 
earned  at  the  closing  date.  There  are  various  methods 
of  estimating  the  amount  which  should  be  reserved 
under  this  head.  In  any  case  the  estimate  can  only  be 
approximate,  and  should  be  based  as  far  as  possible  upon 
past  experience  of  the  particular  risks  covered  by  the 
premium  income. 

The  general  practice  of  the  leading  insurance  companies 
is  to  reserve  as  follows  : — 

Fire. — 33  J  per  cent,  to  40  per  cent,  of  the  premium 
income.  This  is  usually  recognized  as  the 
minimum  reserve  necessary. 

Accident. — 40  per  cent,  of  the  net  premium  income 
after  deducting  re-assurances. 

Emj)loyers'  Liability.  —  40  per  cent,  of  ''the  net 
premium  income,  care  being  taken  that 
adequate  allowance  is  made  for  outstanding 
claims,  as,  in  some  cases,  annuities  may  be 
payable  for  long  periods. 

Peofit  and  Loss  Account  (Second  Schedule) 

This  form  applies  only  to  Companies  carrying  on  more 
than  one  class  of  business. 
As    already   explained,   the    profit   or   loss    upon  life 
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assurance  business  can  only  be  ascertained  by  actuarial 
valuation.  This  schedule  provides  for  the  combination 
of  the  profits  or  losses  made  upon  classes  of  business 
other  than  life  assurance.  Any  other  income  applicable 
to  the  combined  business,  and  not  to  a  special  depart- 
ment, is  collected  by  means  of  this  account.  On  the 
other  side  of  the  account  payments  and  expenses  not 
chargeable  to  any  particular  department  are  set  out. 
The  schedule  practically  takes  the  place  of  the  net  Profit 
and  Loss  Account  of  an  ordinary  trading  concern. 

Balance  Sheet  (Third  Schedule) 

Dealing  first  v^ith  the  liability  side  of  the  Balance  Sheet, 
the  student  will  note  that  the  various  items  composing 
the  balance  of  the  Revenue  Account  are  separated  and 
entered  **  short."  The  total  of  these  items  v^hen  ex- 
tended agrees,  of  course,  with  the  balance  of  the  First 
Schedule,  and  forms  the  amount  of  the  Company's  funds 
at  the  end  of  the  year,  or,  in  other  words,  the  surplus 
of  the  assets  over  the  liabilities. 

Shareholders'  Capital. — As  already  explained,  the  amount 
paid  up  on  the  Company's  shares  has  been  brought  into 
the  accounts  by  means  of  the  Revenue  Account,  and 
forms  part  of  the  balance  of  that  account.  The  amount 
of  the  paid-up  capital  is  set  out  separately  in  the  analysis 
of  the  funds  for  general  information.  No  capital  will,  of 
course,  appear  in  the  case  of  mutual  companies.  If  shares 
have  been  issued  at  a  premium,  the  amount  of  such 
premium  should  be  set  out  as  a  separate  fund  or  included 
in  the  Reserve  Fund. 

Assurance  and  Insurance  Funds. — The  next  items  set 
out  in  the  Schedule  represent  the  various  departmental 
funds  as  shown  in  their  respective  Revenue  Accounts. 
It  is  important  that  the  student  should  remember  that 
these  various  funds  are  not  liabilities  in  the  ordinary 
book-keeping  sense,  but  represent  amounts  available  to 
meet  the  liabilities  of  each  department  when  ascertained 
by  valuation. 

Annuity  Fund. — This  item  represents  the  Company's 
liability  to  its  annuitants  as  disclosed  by  valuation.  The 
student  will  note  that  the  necessity  for  the  separate  state- 
ment of  this  fund  appears  to  be  doubtful.  In  many  cases 
the  liability  is  merged  in  the  Life  Assurance  Fund. 

Sinking  Fund  and  Capital  Redemption  Fund. — These 
items  represent  the  Company's  liability  on  "  Sinking  Fund 
Policies,"  sometimes  known  as  "  Capital "  or  "  Leasehold 
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Eedemption  Policies."  Under  these  policies  the  Company 
contracts  to  pay,  in  consideration  of  an  annual  premium, 
a  fixed  sum  at  a  stated  future  date.  These  policies  involve 
no  life  risk ;  they  represent  simple  accumulation  of  pre- 
miums at  compound  interest  (usually  3  per  cent.),  and  are 
commonly  used  to  repay  debentures,  or  to  replace  wasting 
assets,  as.  e.  a.  leaseholds. 

Profit  and  Loss  Account. — This  is  the  credit  balance  of 
the  Profit  and  Loss  Account  (Second  Schedule)  in  cases 
where  such  an  account  is  necessary. 
.  Other  Funds. — This  heading  embraces  such  items  as 
Investment  Eeserve  Funds  now  maintained  by  the 
majority  of  the  leading  Companies.  Other  items  which 
cannot  be  included  under  any  of  the  preceding  headings 
must  be  set  out  separately. 

The  total  of  the  above  headings  is  now  extended  in 
the  second  cash  column,  and  forms  the  total  of  the  Funds 
at  the  end  of  the  year,  as  shown  in  the  Eevenue  Account 
(First  Schedule),  and  represents  the  excess  of  the  assets 
over  the  liabilities. 

Claims  Admitted  but  not  Paid. 

Annuities  Due  but  not  Paid. — These  items  were  ex- 
plained when  the  Eevenue  Account  was  dealt  with. 
They  represent  the  liability  for  the  accrued  outstandings 
taken  into  account  when  preparing  the  First  Schedule. 

Other  Sums  Owing  by  the  Company. — If  any  liabilities 
exist  which  are  not  covered  by  any  of  the  preceding 
headings  they  must  be  separately  set  out  under  the 
above  designation.  Loans,  Bank  Overdrafts,  Income 
paid  in  advance  (premiums  or  interest)  are  illustrations 
of  such  items.  Small  sums  outstanding  for  commission 
due  to  agents,  debts  due  to  tradesmen,  and  so  on,  would 
be  included  as  "  Sundry  Creditors." 

Turning  now  to  the  asset  side  of  the  Balance  Sheet, 
the  student  who  is  familiar  with  the  requirements  of  the 
Act  of  1870  will  note  that  the  Third  Schedule  of  the  new 
Act  provides  for  more  detail  and  analysis  of  a  Company's 
mortgages,  loans,  and  investments  than  were  required  by 
the  former  Act. 

Mortgages. — Distinction  must  be  made  between  those 
loans  on  mortgage  "  within  "  and  those  "  without  "  the 
United  Kingdom. 

Loans. — Loans  on  Bates  are  loans  advanced  to  various 
local  authorities  on  the  security  of  the  Eates.  They 
are  usually  repayable  by  a  number  of  equal  half-yearly 
instalments,  and  differ  from  an  ordinary  mortgage  in  that 
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they  are  commonly  for  a  fixed  term,  and  cannot  be  called 
in.  Loans  on  Life  Literests  and  Loans  on  Beversiojis. — 
These  are  loans  secured  by  reversions,  under  will,  to 
property  or  investments  on  the  death  of  the  tenant  for 
life.  If  the  reversion  is  contingent  and  not  absolute  a 
life  policy  covering  the  contingent  hfe  is  required.  Loans 
on  Stocks  and  Shares  are  loans  secured  by  the  deposit  or 
transfer  of  scrip  representing  sound  investments.  Loans 
on  the  Company's  policies. — In  many  cases  these  form 
the  largest  loan  business  of  the  Company.  They  are 
covered  by  the  deposit  of  the  poUcies,  and  an  equitablQ 
charge  upon  them  in  the  Company's  favour.  Companies 
greatly  esteem  these  loans,  which  are  always  within  the 
surrender  values  of  the  policies.  Loans  on  Personal 
Security  * — Such  loans  are  practically  confined  to  ofiQces 
with  a  legal  connection,  whose  clients  are  doubtless  able 
to  offer  advantageous  business  under  this  head. 

Investments. — Most  of  the  details  required  need  no 
comment,  but  a  few  notes  on  some  of  the  headings  may 
be  useful.  Deposit  luith  the  High  Court. — These  are 
securities  representing  the  Company's  compulsory  deposit 
(see  p.  484).  No  certificate  of  incorporation  is  obtain- 
able by  new  companies  until  the  required  deposit  has 
been  made.  Bent  Charges. — These  are  loans  raised  under 
the  Lands  Improvements  Act  upon  the  security  of 
property,  and  are  usually  repayable  by  instalments  upon 
the  annuity  system.  Freehold  Ground  Bents  are  largely 
purchased  by  Insurance  Companies,  and  combine  present 
income  with  reversionary  benefits.  In  some  cases  the 
annual  ground  rent  may  not  afford  a  high  rate  of  interest 
upon  the  investment,  but,  when  the  property  *'  falls  in  " 
upon  the  expiration  of  the  lease,  the  addition  to  the 
Company's  assets  and  income  is  frequently  considerable. 
Age7its'  Balances — i.  e.  premiums  collected  by  agents,  but 
not  yet  remitted  to  the  Head  Office. — When  bringing 
these  figures  into  the  accounts  allowance  must  be  made 
for  all  commission  due  to  agents,  and  for  possible  bad 
debts.  Other  assets  would  include  such  items  as  Furniture 
and  Fixtures,  Stock  of  Stationery,  Policy  Stamps, 
Preliminary  Expenses,  etc. 

The  student  should  carefully  study  the  notes  appended 
to  the  Balance  Sheet.  The  more  important  of  these 
notes  are :  Note  2,  which  calls  for  a  Balance  Sheet  in 

*  Loans  are  sometimes  advanced  on  the  policies  of  other 
Companies. 
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respect  of  each  separate  fund  for  which  separate  invest- 
ments are  made  ;  Note  3,  containing  the  new  regulations 
that  the  Balance  Sheet  must  state  the  basis  on  which  the 
Company's  Stock  Exchange  securities  have  been  valued, 
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and  that  a  certificate,  "signed  by  the  same  persons  as 
sign  the  Balance  Sheet,"  must  be  appended  to  the  effect 
that  the  assets  are  in  the  aggregate  fully  of  the  value 
stated  in  the  Balance  Sheet ;  and  Note  4  requiring  the 
auditors  to  sign  the  certificate  certifying  that  no  part  of 
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any  fund  has  been  utilized  for  any  purpose  other  than  the 
class  of  business  to  which  it  appHes  (see  p.  486). 

The  main  object  of  the  new  requirements  in  the  Act 
of  1909  appears  to  be  to  bring  the  various  insurance 
companies  into  line  in  the  statement  of  their  accounts,  so 
that  comparison  can  be  made  between  them.  The 
present  forms  are  in  some  respects  an  improvement  upon 
those  of  1870,  but  it  is  to  be  seen  whether  the  assurance 
companies  will  place  as  many  different  interpretations 
upon  the  headings  in  the  new  schedules  as  they  did  upon 
those  in  the  old. 

Valuation  Forms  (4:Th  and  5th  Schedules) 

The  Fourth  Schedule  gives  the  basis  of  valuation,  and 
the  Fifth  Schedule  the  forms  which  apply  to  the  valuations 
necessary  under  Section  5.  The  form  of  the  Valuation 
Balance  Sheet  applicable  to  Life  Assurance  (Fourth 
Schedule)  is  given  on  the  previous  page. 

Books  of  Account 

The  business  of  an  assurance  company  is  practically  a 
cash  business,  and  the  efficiency  of  a  set  of  books  used 
by  an  assurance  company  is  to  be  judged  by  the  skill 
with  which  provision  is  made  for  the  tabulation  of  the 
receipts  and  payments  in  accordance  with  the  needs  of 
the  particular  Company.  Columnar  Cash  Books  and 
Journals  are  eminently  suitable  for  assurance  work,  and 
are  largely  used;  the  character,  capacity,  and  number 
of  the  books  employed  depending  upon  the  objects,  re- 
quirements and  magnitude  of  the  business.  But  seeing 
that  the  final  accounts  must  be  presented  in  the  statutory 
form,  it  is  clear  that  the  books  of  account  must  also  be 
designed  to  afford  the  information  necessary  to  compile 
these  statutory  accounts  with  the  least  possible  trouble. 
The  scheme  here  outlined  is  applicable  mainly  to  ordin- 
ary branch  assurance.  Industrial  assurance,  entailing 
the  collection  of  an  enormous  number  of  small  weekly 
and  monthly  premiums,  requires  special  treatment.  Com- 
panies undertaking  industrial  assurance  are  few  in  num- 
ber, and  the  necessary  amplifications  in  the  system  of 
book-keeping  employed,  although  very  interesting,  are 
too  numerous  to  be  treated  here.  Besides,  the  examin- 
ation candidate  would  not  be  expected  to  possess  knowledge 
of  so  technical  a  subject. 
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Cash  Books. 

The  great  majority  of  assurance  companies  keep 
separate  Cash  Books  for  receipts  and  payments.  The 
analysis  columns  required  are  so  numerous  that  space  for 
them  cannot  conveniently  be  afforded  in  a  single  book. 

Beceipts  Cash  Book. — A  ruling  commonly  employed  for 
this  purpose  is  given  on  the  previous  page.    The  columns 


AGENTS'  DEBIT  JOURNAL. 


Asent. 


Town. 


Premiums 
on  new 
Policiea. 


Renewals. 


other 
Debits. 


Total. 


Remarks. 


AGENTS 

'  CREDIT  JOURNAL. 

Agent. 

Town. 

Lapses. 

Premiums 
on  New  Pol- 
icies not 
taken  up. 

Commission. 

i     other 
i    Credits. 

Total. 

provided  can  be  increased  or  diminished  to  meet  particular 
needs.  The  Cash  Book  is  kept  and  posted  on  lines 
common  to  all  columnar  Cash  Books  (see  p.  354  et  sqq.). 
Folio  columns  are  provided  for  items  which  musf  be  posted 
separately,  such  as  capital  receipts  and  payments.  The 
columns  headed  "  Month,"  and  "  Number  of  Policy  "  are 
inserted  for  convenience  of  reference,  every  policy  being 
identified  by  an  official  number  and  the  month  in  which 
the  premium  falls  due.  In  some  large  Companies  the 
Beceipts  Cash  Book  is  subdivided  into  a  number  of  Cash 
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Books,  for  example,  Head  Office  Premiums  Cash  Book, 
Agency  Eemittances  Cash  Book,  Loans  Cash  Book,  Eents 
Cash  Book,  and  so  on.  In  cases  where  a  number  of 
subsidiary  Cash  Books  are  employed  all  receipts  not  appli- 
cable to  one  or  other  of  the  sub-Cash  Books  will  be 
grouped  and  analyzed  in  a  General  Cash  Booh.  Usually 
the  daily  or  weekly  totals  of  the  sub-Cash  Books  are 
carried  to  appropriate  columns  in  this  Cash  Book.  In  any 
case,  the  books  must  be  so  designed  that  the  total 
receipts  of  all  classes  and  from  all  sources  are  conveniently 
marshalled  for  posting  purposes. 

Expenditure  Cash  Book. — A  common  form  is  given  on 
page  510.  In  many  cases  a  number  of  subsidiary  Cash 
Books  are  employed^the  totals,  daily  or  weekly,  of  these 
Cash  Books  being  brought  into  the  "  Main  "  or  "  General 
Cash  Book.  If  separate  cashiers  are  entrusted  with  funds 
for  the  service  of  the  subsidiary  Cash  Books,  the  "Im- 
prest "  system  may  be  usefully  adopted.  Separate  Cash 
Books  are  commonly  employed  for  Claims  and  for  each 
class  of  assurance,  i.e.  "ordinary"  and  "industrial." 
Loans  on  Policies. — In  cases  where  the  number  of  these 
loans  is  heavy,  they  are  usually  recorded  in  a  separate 
Cash  Book.  Expenses  of  Management,  Surrenders,  and 
Annuities  are  also  classes  of  expenditure  for  which 
separate  Cash  Books  are  usefuly  employed  in  many 
cases. 

Petty  Cash  Booh. — No  rulings  of  this  book  need  be 
given  here,  as  the  principle  of  its  construction  is  the 
same  as  that  with  which  the  student  is  already  familiar. 
In  most  cases  this  book  is  provided  with  analysis  columns 
for  items  of  expenditure,  forming  part  of  the  heading 
"  expenses  of  management."  Such,  for  example,  as 
medical  fees,  policy  stamps,  salaries,  printing,  postages,  and 
any  other  sub-divisions  of  the  item  for  which  independent 
totals  are  desirable. 

Ledgers 

The  number  of  ledgers  employed  by  particular 
Companies  will  depend  on  the  nature  and  magnitude 
of  the  Company's  business.  In  most  cases,  however, 
separate  Ledgers  will  be  kept  for  Loans,  Mortgages,  and 
Investme7its.  Indeed,  in  some  cases  the  Ledgers  are 
almost  as  numerous  as  the  analytical  headings  of  the 
assets  which  appear  in  the  Third  Schedule  of  the  Act  of 
1909.     A  form  of  Investment  Ledger  has  already  been 
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given  on  page  449.  The  rulings  of  this  book  can  readily 
be  adapted  to  record  any  kind  of  investment.  Separate 
Agents  Ledgers  are  always  kept.  If  the  Company  is  a 
large  one,  these  Ledgers  will  probably  be  sub-divided  into 
geographical  districts.  Particulars  of  all  premiums 
debited  to  the  Company's  agents  for  collection,  together 
with  details  of  the  agents'  remittances,  are  shown  in  these 
books.  All  supplemental  Ledgers  should,  when  possible, 
be  self-balancing.  The  General  Ledger,  as  in  the  case  of 
Banks,  contains  the  "  total  "  accounts  representing  each 
separate  Ledger,  so  that  from  this  ledger  a  Trial  Balance 
can  be  rapidly  extracted  at  any  time.  The  accounts  appear- 
ing in  the  General  Ledger  afford  the  information  for  the 
preparation  of  the  Eevenue  Account  and  Balance  Sheet 
in  the  First  and  Third  Schedules  of  the  Act  of  1909. 
The  detailed  balances  of  the  supplementary  Ledgers  must 
of  course  agree  with  their  respective  "  total "  accounts  in 
the  General  Ledger.  The  material  for  posting  the  supple- 
mental Ledger  is  obtained  from  the  totals  of  the  analysis 
columns  of  the  various  Cash  Books.  A  Bevenue  Ledger  is 
frequently  kept  as  a  separate  book.  This  Ledger  contains 
all  the  debit  and  credit  accounts  necessary  for  the  con- 
struction of  the  First  Schedule.  The  "Expenses  of 
Management "  account  is,  in  practice,  considerably  sub- 
divided. Separate  accounts  are  kept  for  the  chief  items 
of  expense  composing  the  total.  At  the  end  of  the  year 
these  accounts  are  closed  into  the  main  account. 

The  Journal 

The  Journal  occupies  an  important  place  in  assurance 
book-keeping.  The  student  is  already  aware  that  the 
necessary  statutory  accounts  are  not  cash  accounts,  but 
that  they  embrace  all  outstanding  income  and  expenditure. 
At  the  close  of  the  year  it  is  necessary  therefore  to  pass 
Journal  entries  through  the  books  for  all  outstandings,  e.  g. — 
Outstanding  Premiums  Account  Dr. 

to  Premiums  Accoimt. 
for  premiums  outstanding  as  on  December  31,  1910. 
Outstanding   Interest,   Bents    and    similar    items    of 
income  are  treated  in  like  manner  through  the  Journal. 
So,  too,  is  outstanding  expenditure,  e.  g. — 
Claims  Account  Dr. 

,    to  Outstanding  Claims  Account. 
for  claims  admitted  hut  not  j^aid  as  on  December  31, 
1910. 
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Outstanding  surrenders,  bonuses,  commission,  and  ex- 
penses are  similarly  treated.  Any  one  who  has  had 
practical  experience  of  assurance  work,  especially  perhaps 
in  the  capacity  of  auditor,  will  know  that  these  Journal 
entries  frequently  present  considerable  difficulties,  and 
need  careful  preparation  and  investigation  to  ensure  that 
the  figures  passed  into  the  accounts  are  strictly  accurate. 
The  Journal  also  contains  the  numerous  inter-depart- 
mental transfers  made  from  time  to  time,  particularly  at 
the  close  of  the  year.  Where  a  Company's  investments 
are  numerous,  it  is  usual  to  keep  an  Interest  Journal 
showing  the  interest,  gross  and  net,  due  on  the  Company's 
investments,  suitable  rulings  being  provided  for  the  pur- 
pose. An  Agents  Debit  Journal  will  also  be  necessary  in 
which  the  premiums  due  each  month  are  marshalled  and 
debited  to  the  agents  responsible  for  their  collection. 
Similarly  an  Agents  Credit  Journal  is  used  to  collect  and 
arrange  all  items  which  need  crediting  to  the  agents. 
Simple  forms  of  these  two  Journals  are  given  on  page 
511. 

Books  of  Record 

In  addition  to  the  books  of  account,  described  above, 
the  business  undertaken  by  an  assurance  company 
requires  the  use  of  a  large  number  of  books  of  record, 
such  as  Head  Office  New  Premiums  Booh,  Branches 
Neiu  Premiums  Book,  with  similar  books  for  Benewals, 
Commission  Books,  Policy  Registers,  Becords  of  Lapsed 
and  Surrendered  Policies,  and  a  number  of  statistical 
books,  with  detailed  information  necessary  from  an 
actuarial  point  of  view.  Although  the  Company's 
accountant  should  be  familiar  with  these  books,  they  are 
not  under  his  control,  and,  from  the  student's  point  of 
view,  they  need  no  explanation  here.  Finally,  it  may  be 
noted  that  the  "  card  system  "  is  extensively  and  advan- 
tageously employed  in  assurance  book-keeping,  particu- 
larly where  industrial  assurance  is  undertaken. 

EXERCISES. 

24a. 

1.  Is  there  any  difiference  between  the  terms  "  Assurance  "  and 
*'  Insurance"  ? 

2.  What  document  forms  the  basis  of  the  Contract  between  the 
Assurance  Company  and  the  assured  ? 

3.  In  whet  dififcrent  ways  may  the  premiums  on  life  policies  he 
paid? 
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4.  Explain  the  diflference  between  a  "Mutual"  and  a  "Pro- 
prietary "  Company. 

5.  What  is  a  "  Quinquennial  Valuation,"  and  what  does  it  show-} 

6.  Give  the  form  of  a  Valuation  Balance  Sheet. 

7.  How  does  an  Assurance  Company  accumulate  a  *'  Surplus  "  ? 

8.  What  is  a  "  With  Profit  policy"  2 

24b. 

1.  What  are  Mortality  Tables  ?  What  Mortality  Tables  are  now 
in  most  frequent  use  ? 

2.  What  is  a  "Bonus"?  How  are  Bonuses  distributed  by 
Assurance  Companies  ? 

3.  Are  any  restrictions  attached  to  policies  of  life  assurance  ? 

4.  Under  what  Act  are  Assurance  Companies  now  governed? 

5.  What  deposits  are  necessary  in  the  case  of  Assurance  Com- 
panies registered  after  July  1,  1909  ? 

6.  Explain  how  the  deposit  is  made. 

7.  Give  the  form  of  the  First  Schedule  to  the  Act  of  1909. 

8.  What  does  the  Fourth  Schedule  to  the  1909  Act  contain? 
Does  it  differ  materially  from  the  requirements  of  the  Act  of  1870 1 

240. 

1.  WTiat  is  a  "  pure  "or  **  net "  premium  ? 

2.  What  is  a  Half -credit  Policy  ?  How  are  the  premiums  on  such 
policies  treated  in  the  Revenue  Account  ? 

3.  Must  every  Assurance  Company  publish  a  Profit  and  Loss 
Account  ? 

4.  What  is  the  difference  between  **  Industrial  "  and  "  Ordinary  " 
assurance  business  ? 

5.  What  do  you  understand  by  the  term  "  loading  "  in  connection 
with  assurance  business  ? 

6.  What  are  '•  re-assurances "  ?  How  are  they  treated  in  the 
published  accounts? 

7.  Under  what  circumstances  can  a  policy  of  assurance  be 
*Mapsed"? 

8.  How  are  (a)  outstanding  claims,  (6)  outstanding  interest,  and 
(c)  outstanding  premiums  dealt  with  in  the  published  accounts  of 
an  Assurance  Company  ? 

24d 

The  undermentioned  balances  form  part  of  the  Trial  Balance  of 
the  Blankshire  Assurance  Company,  Ltd.,  as  on  December  31,  1910. 

Prepare  the  Revenue  Account  of  the  Company  and  show  the 
amount  of  the  Life  Assurance  Fund  at  the  end  of  the  year. 

Amount  of  Life  Assurance  Fund  at  the  beginning  of  the  year, 
£1,470,562;  Claims:  By  death,  £70,980,  by  maturity,  £56,420; 
Premiums,  £210,572  ;  Expenses  of  Management,  £19,890  ;  Com- 
mission, £36,541  ;  Consideration  for  annuities  granted,  £10,620  ; 
Interest,  Dividends  and  Rents,  £52,461  ;  Income  Tax  paid  on  pre- 
ceding items,  £3,060  ;  Fines,  £92  ;  Surrenders,  £21,860  ;  Annuities 
paid,  £19,420 ;  Bonuses  paid  in  cash,  £9,450  ;  Bonuses  paid  in 
r-eduction  of  premiums,  £2,500;  Preliminary  Expenses  (balance), 
£600. 

Answer.— Fund  at  the  end  of  year,  £1,497,586. 
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24e. 

From  the  following  Trial  Balance  prepare  the  Revenue  Account 
and  Balance  Sheet  of  the  Herts  and  Essex  Assurance  Company,  Ltd. 

Trial  Balance,  June  30,  1911. 


£ 

s. 

d. 

& 

s. 

d. 

Loans  on  Life  Interests 

4,281 

0 

0 

Deposit  with  the   High   Court 
(Consols)         .... 

20,000 

0 

0 

Freehold  Ground  Rents     . 

168,421 

0 

0 

Surrenders          .... 

21,104 

0 

0 

Premiums 

365,982 

0 

0 

Profit  on  Sale  of  Investments     . 

10,824 

0 

0 

Annuities  paid  .... 

7,681 

0 

0 

House  Property- 

239,888 

0 

0 

Agents'  Balances 

6,824 

0 

0 

Cash  at  Bank  (Current  Account) 

12,724 

0 

0 

Cash  in  hand     .... 

354 

0 

0 

Office  Furniture 

1,500 

0 

0 

Stock  of  Policy  Stamps  in  hand 

168 

0 

0 

Mortgages  in  the  United  King- 

dom         

661,421 

0 

0 

Mortgages  out  of    the  United 
Kingdom         .... 

206,490 

0 

0 

Loans  on  public  rates 
Tioans  on  Company's  policies 

174,692 

0 

0 

498,321 

0 

0 

British  Government  Securities  . 

221,640 

0 

0 

Indian  Government  Securities   . 

121,621 

0 

0 

Foreign  Government  Securities. 

142,520 

0 

0 

Railway  Debentures . 

628,241 

0 

0 

Outstanding  premiums 

21,641 

0 

0 

Claims  admitted  but  not  paid    . 

58,421 

0 

0 

Sundry  Trade  Creditors     . 

7,724 

0 

0 

Life  Assurance  Fund  at  the  be- 

ginning of  the  year 

2,800,510 

0 

0 

Consideration      for      annuities 

granted 

12,272 

0 

0 

Interest     and    Dividends    and 

Rents  (Gross) 

120,682 

0 

0 

Income  Tax  .paid  thereon  . 

7,139 

0 

0 

Claims.     By  death     . 

172,681 

0 

0 

Claims.     By  Maturity 

104,728 

0 

0 

Bonuses  in  Cash 

4,222 

0 

0 

Commision          .... 

9,872 

0 

0 

Expenses  of  Management . 

18,241 

0 

0 

£3^376,415    0    0    £3,376,415    0    0 

Answer.— Assurance  Fund  at  end  of  year  =  £2,964,602. 
Balance  Sheet  totals  =  £3,030,747. 

24F. 

Prepare  from  the  following  balances  the  Revenue  Account  of  the 
East  Anglia  Assurance  Company  for  the  year  ended  June  30,  1911, 
and  the  Balance  Sheet  as  on  that  date. 
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Life  Assurance  Fund  at  the  beginning  of  the  year,  £3,03P,8f)6 ; 
Claims  paid  and  outstanding  :  By  death,  £152,288,  by  maturity, 
£45,009  ;  Surrenders,  £25,578  ;  Premiums,  £604,122  ;  Consideration 
for  annuities  granted,  £161,740;  Registration  and  Transfer  fees, 
£152 ;  Bonuses  paid  in  cash,  £1,206  ;  Bonuses  in  reduction  of 
premiums,  £1,370;  Annuities,  £92,641;  Commission,  £16,547; 
Expenses  of  Management,  £50,092  ;  Interest,  Dividends  and  Rents, 
£157,590  ;  Income  Tax  paid  thereon,  £10,025  ;  Centenary  bonus 
to  Staflf,  £3,500;  Mortgages  within  United  Kingdom,  £811,050; 
Mortgages  out  of  United  Kingdom,  £10,950  ;  Loans  on  Public 
Rates,  £25,462;  Loans  on  Life  Interests,  £162,120;  Loans  on 
Society's  Policies  within  their  surrender  values,  £482,646  ;  Deposit 
with  High  Court,  £20,000  ;  British  Government  Securities,  £52,000  ; 
Municipal  Securities,  £10,500  ;  Indian  Government  Securities, 
£42,800 ;  Foreign  Government  Securities,  £182,920 ;  Railway  De- 
bentures, £1,562,451  ;  Agents'  Balances,  £97,405  ;  Outstanding 
Premiums,  £51,421  ;  Outstanding  Interests  and  Rents,  £115,621  ; 
Sundry  Debtors,  £1,061  ;  Cash  in  hand,  £69,651  ;  Claims  admitted 
but  not  paid,  £66,860 ;  Annuities  due  and  unpaid,  £151  ;  Interest 
received  in  advance,  £20,621  ;  Sundry  Creditors,  £21,682  ;  Reserve 
for  outstanding  commission  and  expenses,  £24,500. 

Answer. — Assurance  Fund  at  end  of  year  =  £3,564,244. 
Balance  Sheet  totals  =  £3,698,058. 


CHAPTEE  XXV 

THE   FOKM   OF   PUBLISHED   ACCOUNTS 

The  average  student  of  Book-keeping  has,  as  a  rule, 
but  little  chance  of  examining  examples  of  actual  accounts 
prepared  for  the  information  of  the  partners  of  a  private 
concern,  or  for  publication  to  the  shareholders  of  a 
Limited  Company. 

The  Author's  experience  is  that  the  consideration  of 
sets  of  "live"  accounts  is  both  interesting  and  instruct- 
ive to  the  intelligent  student.  Accordingly  the  accounts 
of  a  few  well-known  and  representative  undertakings  are 
here  given,  with  brief  explanatory  comments  when  such 
appear  to  be  necessary  or  useful.  Where  the  accounts 
relate  to  the  affairs  of  private  firms  fictitious  names  have 
been  substituted. 

As  a  rule,  the  accounts  of  Limited  Companies  are  pub- 
lished annually,  although  in  the  case  of  Banking  and 
financial  houses,  half-yearly  meetings  are  generally  held 
at  which  the  accounts  for  the  past  half-year  are  presented 
to  the  shareholders.  ,>.:?• 

In  private  partnerships  the  period  covered  by  the 
accounts  is  fixed  by  the  Articles  of  Partnership,  but  in 
most  cases  they  are  prepared  once  a  year  only. 

A  careful  perusal  of  the  specimen  accounts  which  follow 
will  reveal  to  the  student  a  wide  divergence  of  form. 
This  practical  illustration  will  convince  him  of  the  un- 
wisdom of  attempting  to  dogmatically  advocate  the 
adoption  of  any  one  stereotyped  form  of  account  to  meet 
the  varying  needs  of  different  undertakings. 

Many  elements  enter  into  and  decide  the  final  form  in 
which  accounts  are  published,  e.  g,  the  special  circum- 
stances surrounding  the  particular  business,  the  extent  to 
which  it  is  wise  to  disclose  trade  details  for  the  information 
of  rivals  or  the  public,  the  personal  opinions  (or  fads)  of 
the  Directors  or  Auditors,  and  so  on. 

The  student  must  not  assume  that,  in  the  Author's 
opinion,  the  accounts  which  follow  are  necessarily 
presented  in  a  theoretically  ideal  form,  or  in  a  form  most 
suitable  to  the  needs  of  the  respective  undertakings. 
They  are  set  out  exactly  as  they  were  published,  and  are 
presented  to  the  student  for  examination  and  consideration. 

The  Author  is  indebted  to  the  various  Directorates  for 
kind  permission  to  reproduce  the  accounts  which  appear 
in  this  chapter. 
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THE  UNION  OF  LONDON  &  SMITHS  BANK,  Ltd. 

PROFIT  AND  LOSS  ACCOUNT  for  the  Half-year  ended 

Dr.  December  31,  1908  Cr. 


Interest  allowed  to  Customers ... 

Balaries,  Contributions  to  Pen- 
sion Fund,  and  other  expenses 
at  Head  Office  and  Branches  ... 

Rebate  on  Bills  not  due 

Dividend  on  229,341  Shares  at 
15s.  6d.  per  Share,  equal  to 
a  rate  of  10  per  cent,  per 
annum £177,739    5    6 

Balance,  being  un- 
divided profit 
carried  forward 
to  the  next  half- 
year. 190,607  18    4 


171.864 


215,749 
29,077 


368,347 
£785,038    1 


8.  d. 


4 
511 


10 


Profit  unappropriated  on  June 
30,  1908 

Gross  Profit  for  the  half-year 
ending  December  31,  1908, 
after  making  provision  for  all 
bad  and  doubtful  debits  and 
payment  of  Income  Tax 


193,839 


591,198 


£785,038 


The  accounts  of  the  above  Bank  furnish  a  good  example  of  the 
method  in  which  the  half-yearly  accounts  of  a  great  London  Bank 
are  published. 

The  student  will  note  that  the  order  in  which  the  assets  are 
marshalled  is  that  described  on  p.  124  as  the  most  suitable  form  for 
adoption  by  financial  houses  whose  claim  for  public  confidence  is 
based,  to  a  great  extent,  upon  their  ability  to  exhibit  the  possession 
of  a  safe  and  suflScient  margin  of  liquid  assets  with  which  to  meet 
all  probable  claims  in  case  of  urgent  need.  For  this  reason  it  is  the 
practice  of  Banks  to  marshal  their  assets  in  the  order  of  their 
realizability.  The  list  is  therefore  headed  with  the  already  realized 
asset  of  "Cash  in  Hand,  £3,353,635  6s.  lOd."  This  sum  represents 
the  coin  and  notes  in  the  hands  of  the  paying  cashiers  at  the  Head 
Ofl&ce  and  Branches  as  on  December  31,  1908,  as  shown  by  the 
"Daily  Balance"  books,  and  also  includes  the  Cash  Reserves  in  the 
hands  of  the  chief  cashiers  at  the  same  establishments. 

The  item  "Cash  in  Hand  "  generally  includes  also  various  "Cash 
Articles,"  such  as  cheques  received  too  late  for  presentation  at  the 
Clearing  House,*  postal  orders,  etc.  Very  few  English  Banks  other 
than  the  Bank  of  England  now  issue  their  own  notes,  and  in  cases 
where  such  notes  are  issued  the  Bank's  ' '  Own  notes  "  in  the  hands  of 
its  cashier  must  be  deducted  from  the  "Notes  issued  Account,"  other- 
wise the  accounts  will  show  a  larger  cash  balance  than  really  exists. 
The  London  Banks,  in  common  with  the  Bank  of  England,  withdraw 
from  circulation  all  Bank  of  England  notes  which  reach  their  hands 
— the  "life"  of  a  £5  Bank  note,  for  instance,  averaging  about  one 
week  only. 

The  item  "Cash  in  Bank  of  England,  £3,528,438  125.  2^7.," 
represents  the  amount  standing  to  the  credit  of  the  Union  Bank 
upon  Current  Account  with  the  Bank  of  England  as  on  December  31, 
1908,  and  forms  a  further  Cash  Reserve  in  case  of  emergency. 

All  Banks  which  are  members  of  the  Bankers'  Clearing  House 
keep  Current  Accounts  with  the  Bank  of  England,  and  utilize  their 
balances  there  as  funds  wherewith  to  satisfy  the  balance,  if  any, 
payable  by  them  to  the  other  "Clearing"  Banks  each  day. 
*  Country  c]ieques  must  reach  the  Clearing  House  by  12.30  p.m. 
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The  London  Clearing  House  is  the  place  where  the  leading  Banks 
meet  to  exchange  cheques  held  by  them,  and  drawn  on  other 
"  Clearing  "  Banks.  The  cheques  drawn  upon  one  Clearing  Bank 
and  presented  at  the  Clearing  House,  are  offset  against  those  held 
by  it  upon  other  Clearing  Banks,  and  the  final  balance  resulting 
upon  the  transactions  for  the  day  is  adjusted  by  an  order  drawn  by 
the  Clearing  House  clerk  of  each  Bank  upon  the  accounts  of  the 
Clearing  Bankers  with  the  Bank  of  England.  If  the  necessary 
transfer  is  a  credit,  the  order  is  green,  and  if  a  debit  the  order  is 
blue.  The  Bank  of  P]ngland  upon  receipt  of  these  orders  makes  the 
necessary  transfers  of  the  differences  represented  by  the  orders  from 
or  to  the  accounts  of  the  various  Banks  concerned.  Nearly  all 
important  Banks  have  seats  at  the  London  Clearing  House,  and  to 
some  extent  the  same  principle  is  operating  in  provincial  towns  and 
abroad — the- practice  obviously  greatly  simplifying  the  detailed  work 
of  the  Banking  world.  Every  Bank  keeps  a  record  of  its  daily 
transactions  with  the  Bank  of  England,  consisting  of  withdrawals, 
payments  to,  and  Clearing  House  transfers.  These  records  are 
entered  in  the  "  Goldsmith's  Book,"  or  "  Bank  of  England  Book." 

The  item  "Money  at  call  and  at  short  notice,  £6,933,965  25.," 
represents  a  liquid  asset  of  another  type  which  is  more  or  less  avail- 
able in  case  of  need.  Loans  are  largely  made  by  the  London  Banks 
to  bill-brokers  "  at  call,"  i.  e.  they  are  repayable  at  any  moment  or 
at  short  notice.  Bundles  of  "first-class"  Bills  are  deposited  to 
cover  these  loans,  a  suitable  margin  over  the  amount  of  the  loan 
being  demanded  in  each  case.  The  bills  are  so  arranged  that  as  far 
as  possible  they  mature  at  or  about  the  same  date.  Short  loans  are 
also  made  upon  "Floaters"  (Exchequer  Bonds,  Consol  bearer 
certificates,  or  other  sterling  securities).  Such  loans  are  either 
"At  call,"  or  on  "  Short  notice  "  *  (usually  seven  days).  A  large 
business  is  also  transacted  by  the  London  Banks  in  loans  to  stock- 
brokers. These  loans  usually  run  from  "  account  to  account,"  that 
is  to  say,  from  one  Stock  Exchange  settling  day  to  another. 
"  Settling  days  "  usually  take  place  twice  a  month,  or,  in  the  case 
of  Consols,  once  a  month  (usually  on  the  third  day  of  the  month). 

The  stockbroker,  upon  requesting  a  loan  from  account  to  account, 
deposits  by  way  of  security  a  parcel  of  securities,  accompanied  by  a 
list  whereon  the  securities  are  enumerated  and  valued  at  the  "  make 
up  price  "  of  the  day.  A  margin  of  15  per  cent,  or  thereabouts  is 
required  by  the  lending  Bank  to  cover  market  fluctuations. 

Similar  advances  are  frequently  made  upon  "Consignments," 
"Produce  Documents,"  and  "Dock  Warrants,"  and  in  these  cases 
the  loan  is  usually  limited  to  two-thirds  of  the  invoice  price  of  the 
goods  shipped. 

The  item  "  Investments"  is  self-explanatory.  The  student  will, 
however,  note  that  the  "  Reserve  Fund  "  is  separately  invested  in 
good  securities.  Banks  afford  a  good  illustration  of  those  cases 
where  it  is  eminently  desirable  that  the  Reserves  created  out  of 
profits  should  be  immediately  available  in  cash  in  case  of  need,  and, 
in  order  that  this  end  may  be  secured,  the  separate  investment  of 
the  Fund  in  easily  realizable  outside  securities  is  essential. 

The  item  "Bills  discounted,  £4,428,761  85.  10c?.,"  represents  the 
total  of  the  unmatured  Bills  purchased  by  the  Bank  from  ita 

*  Loans  liable  to  immediate  call  are  styled  "  Call  Money  "  ;  when  made  for  one 
week,  "Weekly  Money,"  and  when  the  advance  is  for  half  a  day  (afternoon  to 
morning),  "  Overnight  Money." 
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customers,  and  from  bill  brokers  under  discount,  as  explained  in 
Chapter  XII,  page  183. 

The  item  "  Loans  and  Advances,  £15,456,759  15s.  If/.,"  represents 
the  total  of  the  loans  made  by  the  Bank  to  its  customers  and  others, 
ordinarily  with  security  but  occasionally  without,  for  longer  periods 
than  the  short  loans  scheduled  above.  The  custom  as  to  these 
loans  varies  as  between  different  Banks,  and  as  between  London 
and  Country  Banks.  The  general  country  practice  is  to  allow 
customers  an  "overdraft "  upon  Current  Account—  a  note  being  made 
at  the  head  of  each  account  of  the  limit  of  such  overdraft.  London 
Bankers,  on  the  other  hand,  prefer  that  the  customer's  Current 
Account  shall  be  maintained  in  credit,  and  a  separate  Loan  Account 
opened  to  record  the  transactions  arising  out  of  any  loan  that  may 
be  granted,  the  proceeds  of  such  loan,  as  and  when  made,  being 
credited  to  the  customer's  Current  Account.  An  equitable  charge, 
in  favour  of  the  Bank,  is  usually  deposited  with  the  securities  lodged 
to  cover  the  loan.  Where  Stocks  and  Shares  are  deposited  as 
"cover"  they  must  be  actually  transferred  to  the  names  of  the 
nominees  of  the  Bank.  Loans  made  to  customers  under  these 
methods  are  usually  repayable  at  a  certain  fixed  date. 

The  rate  of  interest  charged  upon  loans  in  London  is  usually  1  per 
cent,  above  the  current  "Bank  Rate,"  with,  as  a  rule,  a  minimum 
rate  of  4  per  cent,  per  annum  ;  some  provincial  banks  however  work 
upon  a  minimum  cnarge  of  5  per  cent,  per  annum  ;  but  the  rate  to 
be  charged  naturally  varies  according  to  the  adequacy  of  the  security 
and  the  reputation  of  the  borrower. 

The  student  will  note  that  the  item  "Liabilities  of  Customers  on 
acceptances,  etc. ,  as  per  contra,  £3,461,362  25.  \d. ,"  appears  upon  both 
sides  of  the  Balance  Sheet.  The  item  represents  bills  which  have 
been  accepted  or  endorsed  on  behalf  of  customers,  usually  to  meet 
liabilities  due  abroad  in  cases  where  a  remittance  of  undoubted  worth 
and  negotiability  is  necessary.  The  customers  who  are  accommodated 
in  this  manner  are,  of  course,  liable  to  the  Bank  for  these  accept- 
ances, hence  the  appearance  of  the  item  twice— once  as  representing 
the  liability  of  the  Bank  to  the  outside  world,  and  again  as  showing 
the  liability  of  the  customers  thus  accommodated  to  the  Bank. 
Accommodation  of  this  description  is  not  afforded  to  customers 
unless  the  sum  involved  is  covered  by  securities,  or  by  an  ample 
credit  balance  on  Current  Account.  A  charge  for  commission  is 
usually  made  for  accommodation  of  this  description. 

On  the  Liabilities  side  of  the  Balance  Sheet  the  item  "  Rebate  on 
Bills  not  due,  £29,077  5s.  lie?.,"  requires  some  explanation.  It  is 
the  practice  of  Bankers,  when  purchasing  Bills  from  customers,  to 
pass  at  once  the  amount  of  the  discount  charged  upon  the  accept- 
ances in  daily  totals  to  the  credit  of  the  "Discount  Account" 
(through  the  "Bills  Received  for  Discount  Register  ")  in  the  General 
Ledger.  It  will  be  obvious,  therefore,  that,  at  any  given  closing 
date,  credit  will  have  been  taken  for  an  amount  of  discount  on 
bills  which  have  not  yet  matured,  and  the  discount  upon  which 
has  not  therefore  all  been  earned  in  respect  of  the  period  covered 
by  the  accounts.  In  order,  therefore,  that  the  current  Profit  and 
Loss  Account  may  not  receive  credit  for  a  larger  sum  of  discount 
than  has  actually  been  earned  during  the  period,  the  amount  of 
the  unearned  discount  is  calculated  and  carried  forward  to  the 
next  half-year.  To  effect  this,  the  Discount  Account  in  the  General 
Ledger  is  debited  with  the  "rebate,"  and  a  like  sum  is  brought 
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down  on  the  credit  side  of  the  account  as  a  Liability  in  the  same 
manner  as  was  explained  to  be  the  case  with  the  various  "provisions  " 
described  on  p.  100. 

The  item,  "other  Liabilities  at  £563,352  Is.  11^.,"  besides 
including  unclaimed  dividends  and  sums  due  to  other  banks, 
probably  includes  also  such  items  as  have  been  held  in  suspense 
pending  their  final  allocation. 

The  remainder  of  the  Liabilities  set  out  in  the  Balance  Sheet  are 
self-  explanatory. 

In  common  with  some  other  undertakings  it  is  frequently  the 
practice  of  Banks  to  create  "Secret  Reserves,"  that  is  to  say, 
Reserves  are  made  out  of  profits  which  are  not  disclosed  in  the  pub- 
lished accounts.  Perhaps,  in  the  case  of  Banks,  the  most  frequent 
methods  in  which  Secret  Reserves  are  created  are — 

{a)  The  excessive  depreciation  of  the  Bank  Premises  owned. 
The  valuable  Freehold  Premises  owned  by  some  Banks 
stand  at  much  below  their  actual  value  in  the  published 
accounts. 

(6)  The  maintenance  of  Assets  at  cost  in  cases  where  they  have 
greatly  appreciated.  In  the  present  time  of  depreciated 
market  value  of  securities,  however,  Secret  Reserves 
arising  from  this  cause  have  largely  disappeared.  Formerly 
Consols  frequently  appeared  at  valuations  much  below 
market  value. 

(c)  The  omission  of  Assets  altogether  from  the  Balance  Sheet. 
The  Premises  (Head  Office  and  Branches)  owned  by  the 
Bank  of  England,  for  example,  do  not  appear  at  all  on  the 
Bank's  Balance  Sheet,  though  obviously  of  considerable 
value  ! 

This  is  not  a  suitable  place  to  discuss  the  ethics  of  the  question 
of  the  creation  of  Secret  Reserves.  From  a  Banking  standpoint, 
however,  there  is  no  doubt  that  the  creditors  and  customers  of  a 
Bank  have  but  little  ground  of  complaint  when  the  financial  position 
of  their  debtor  is  in  reality  stronger  than  is  disclosed  by  the  accounts 
published. 

In  these  days  of  banking  amalgamations  almost  all  the  leading 
London  Banks  possess  many  suburban  and  provincial  Branches. 

A  complete  set  of  books  is  kept  at  each  Branch.  At  frequent 
intervals,  returns  of  the  progess  and  financial  position  of  the  Branch 
are  forwarded  by  the  manager  to  the  Head  Office. 

"Travelling  Inspectors"  are  employed  in  constantlj'  visiting  the 
Branched.  The  principal  duty  of  these  officials  is  to  audit  and  check 
the  accounts  and  books  of  the  various  Branches.  The  verification  of 
the  cash  and  securities  in  hand,  and  the  criticism  of  the  outstanding 
advances  made  by  the  Branch  to  its  customers,  also  fotm  important 
features  of  the  investigations  of  these  officers.  At  the  conclusion  of 
each  visit  an  * '  Inspection  Report "  is  forwarded  to  the  Head  Office. 

The  trading  results  of  the  various  Branches,  together  with  their 
assets  and  liabilities,  are  incorporated,  at  the  close  of  each  half-year, 
in  the  Head  Office  Profit  and  Loss  Account  and  Balance  Sheet. 
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LONDON    AND    NORTH- 


Dr. 


[No.  4.] 


RECEIPTS  AND  EXPENDITURE 


To  Expenditure. 


Lines  open  for  Traffic 

Lines  not  open  for  Traffic- 
New  Lines 

Widenings  of  and  additions  to  existing 

Lines 

'Lines  leased 

Lines  jointly  owned 

Ditto,  as  enumerated  in  Abstract  J. — 
Manchester  South  Junction  and  Altrin- 

cham 

Portpatrick  and  Wigtownshire 

Lines  jointly  leased 

Ditto,  as  enumerated  in  Abstract  J.— 
Oldham    Ashtou    and    Guide    Bridge 

Junrtion 

Rolling  Stock 

Manufacturing  and  Repairing  Works  and 
Plant- 
Land  and  Buildings 

Plant  and  Machinery 


Total  Capital  expended  upon  Railway . . 


Steamboats 

Steamboat  Repairing  Works  and  Plant... 

Canals 

Docks,  Harbours,  and  Wharves 

Hotels  

Electric  Power  Stations,  etc 

Land,  Propeity,  etc.,  not  forming  part 

of  the  Railway  or  Stations- 
Used   in     connection     with     Railway 

working 

Not  used  in  connection  wit.i  Railway 

working 

Subscriptions  to  other  Companies    {for 

details  see  Table  No.  4  (a)) 

Advance  to  Dublin  and  South  Eastern 

Railway  Company , 

Advance    to    London   Electric    Railway 

Company 


Total  Expenditurk & 


Amount 

expended  to 

December  31, 

1912. 


85,220.945 


94,935 

6,084 

5,750,627 


621,443 
93,271 


173,300 
12,072,315 

1,701,101 
1,631,508 


108,077,498 


j      Amount 
I     exx>ended 
;  during  Year, 
j  as  per  No.  5. 


1,065,864 
126,241  13 
896,886  12 

1,487,424  !  5 
439,014  18 
258,473  18 


417,755 
4,558,397 
3,495,760 

100,000 


2,500    0 


120,925,818     111 

I 


£ 
126,909 

37,014 

123,913 
Or.  Ik 
17,812 


60 


153,045 


41,095 


499,799 


Cr.  5h5 

4,609 

1,381 

32.059 


11,829 
48,476 


246.700 


839,310 


Total. 


85,347,854 

125,298 

218,848 

6,042 

5,768,440 


621,443 
93,321 
23,682 


173,300 
12.825.360 


1,742,1  96 
1,631,5  08 


108,577,298 


1,066,864 
126,241 


896,341  1 12 


1,492,033 
440,396 
290.533 


429,584 

4,601,873 

8,495,760 

100,000 

249,200 


121,765,128 


131  5 
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WESTERN    RAILWAY. 


ON  CAPITAL  ACCOUNT. 


Cr. 


By  Receipts. 


Shares  and  Stocks  (No.  2). 
Lebenture  Stock  (No.  3)... 


Pnmiiims  on   Shares 
and  Stocks 


Premitims  on  Deben- 
ture Stock 


Total  Fremiums 


Discounts   on   Shares 
and  Stocks 


Discounts    on  Deben- 
ture Stock 


je         8.    d. 

9,592,454      1    6 


,125     15    9 


10,900,579     17    2 


582,157     18     5 


.106      1    e 


Total  Discounts £590,263    19  11 

Balance  of  Premiums  and  Discounts 

Total  Receipts £ 


Amount 

received  to 

December  31, 

1912. 


£ 
76,470,200 


,737,381 


10,010,315 


116,217,897 


Amount 
received     j 
during  Year. 


~  £ 


By  Balance , 


20 


20 


Total. 


■^  £ 
76,470,200 

29,737,401 


Total £ 


10,010,315 


116,217,917 


5,547,211 


121,765,128 


13 
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No.  8.-REVENUE  RECEIPTS  AND  EXPENDITURE  OF 
THE  WHOLE   UNDERTAKING. 


State- 
ment 


Railway 

Omnibuses  and  other  Passenger 
Vehicles  not  running  on  the  Rail- 
way  

Steamboats 

Canals    

Docks,  Harbours,  and  Wharves    ... 

Hotels,  and  Refreshment  Rooms 
and  Cars  where  Catering  is  carried 
on  by  the  Company  


Total 


Gross  Receipts 


16,326,630,18 


27,424|12 
216,796  15 

24,877  6 
155,500   6 


467,840 


£17.219,060 


Miscellaneous  Receipts  {Net) : — 

Rents  from  Houses  and  Land «. 

Rents  from  Hotels 

Other  Rents,  including  Lump-sum  Tolls     

Interest  and  Dividends  from  Investments  in  other 
Companies : — 

Callander  and  Oban  Railway 

Cockermouth  Keswick  and  Penrith  Railway... 
Dublin  and  South  Eastern  Railway  (New  Ross 

and  Waterford  Extension)    

Great  Southern  and  Western  Railway 

Harborne  Railway  

North  London  Railway     

Shropshire  Union  Railways  and  Canal    

Interest  on  Advance  to  London  Electric  Railway 

Transfer  Fees   

Joint  Lines  (Abstract  J) :  Company's  proportion 
of  Recei])ts  other  than  those  in  respect  of  Rail- 
way Working    

General  Interest 

Great  Western  Railway  :  Moiety  of  Shrewsbury 

and  Welshpool  and  Vale  of  Towy  Dividends 

Furness  Railway  :  Moietv  of  Whitehaven  Cleator 
and  Egremont  Dividend   

Total  Net  Income 


BXPENDITUBB 


10,543,744 


29,3321 
241,418 

13,638 
122,123 


871,905 


£11,322,164 


8.d. 

1911 

i 

1810 
12  4 
5   S 

llj  8 

18  8 


6   3 


Net  Receipts. 


£ 
6,782,875 


Dr.    1, 

Dr.U,621 
11,289 
88.376 


95,934 


.., 


151,904'  3 

1,29317 

118,715  15 


2,287 
725 

3,480 

5,251 

400 

68,114 

11,762 

2,816 


7,108   2 
86,43418 

7,500   0 

22,975   0 


£5,806,895 


487,699 


1    0 


£6,834,59118   1 
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[No.  9  ]    PROPOSED  APPROPRIATION  OF  NET  INCOME 


Balance  brought  forward  from  last  year's  Account 
Net  Income  (as  per  Statement  No.  8)   


DedMcf— Interest,  Rentals,  and  other  Fixed  Charges  : — 

Interest  on  Superannuation  and  other  Funds 

Rent  Charges  and  Annuities  : 

Chief  Rents,  Wayleaves,  etc.,  including  Lump-sum  Tolls  ... 

Interest  on  Debenture  Stock    

Rent  of  and  Guaranteed  Interest  on  Leased  and  Worked 
Lines : — 

Charnwood  Forest   

Harborne  

Mold  and  Denbigh  

North  and  South  Western  Junction  

Minor  Lines 

Joint  Lines  (Abstract  J) :  Company's  proportion 

Birkenhead  Railway  Dividend  {Moiety)  

Shrewsbury  and  Hereford  Railway  Dividend  {Moiety) 

Tenbury  Railway  Dividend  {Moiety) 

West  London  Railway  Dividend  {Proportion) 

Shropshire  Union  Railways  and  Canal 

Birmingham  Canal  


£ 

^•1 

130,856  '  3 

8,349  11 

70,304  10 

1,170,6(59 

17 

6,?  28 

19 

4,520 

2 

7,322 

17 

3,167 

6 

765 

6 

7,144 

13 

49,499 

2 

19,875 

0 

675 

0 

2,007 

14 

3,081 

8 

29,024 

14 

Balance  after  payment  of  Fixed  Charges 
Appropriation  to  Reserve 


Dividends  on  Guaranteed  and  Preference  Stocks  ; 

Consolidated  4  per  cent.  Guaranteed  Stock 

Coiisolidatfd  4  per  cent.  Preference  Stock 

4  per  cent.  Preference  Stock  (1902) 


604,016 
923,224 
191,720 


Balance  available  for  Dividend  on  Consolidated  Stock £ 


Dividend  on  Consolidated  Stock  @  7  per  cent,  per  annum. 
Balance  carried  forward  to  next  year's  Account    


3,002,306 
101,927 


101,393 
,334,594 


,435,988 


1,512,792 


4,923,195 
100,000 


4,823,195 


1,718,961 


3,104,234 
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[No.  10] 


RECEIPTS  AND  EXPENDITURE  IN 


Dr. 


To  Expenditure. 


Percent- 
age of 
Traffic 

Receipts. 


ISee 
Abstracts. 

A— Maintenance  and  Renewal  of  Wav  and  Works 

B— Maintenance  and  Renewal  of  Rolling  Stock  : — 

(1)  Locomotives £727,845  13  11 

(2)  Carriages 563,732  18  11 

(3)  Wagons 896,174    9    0 


C— Locomotive  Running  Expenses £2,320,022    9 

D— Traffic  Bxpens"" 3,461,178  11 


E— General  Charges 

Law  Charges  

Parliamentary  Expenses 

Compensation  (Accidents  and  Losses) : — 

Passengers £16,628  17    2 

Workmen.,, 56,826  13    9 

Damage  and  Loss  of  Goods,  Property,  &c.   190,123    8    3 


Rates  

Taxes  

Tithe  Rent  Charges 

Government  Duty  

National  Insurance  :— 

Health..... £48,8?3  13    6 

Unemployment 7,082    5    I 


-Running  Powers  {Balance) 

Total  Traffic  Expenditure. 


H— Mileage,  Demurrhage,  and  Wagon  Hire  {Balance) . 

J— Joint  Lines 

Miscellaneous 


Total  Expenditure £ 

Net  Receipts £ 


Total 


1,551,785  15 


1,687,753 


5,782,101 
410,876'  7 
25,454  19 
6,393   3 


263,578 

637,244 

48 

2.108 


1  55,915  18 

Or.  149,27616 


'  10,412,216'13 

50,118112 

61,703 

19,7(J6 


J|  4 


10,543,744:19 

5.782,875  19 


16,326,620.18 


10 


•65 


4-53 

8-51 

_2-46 

10-50 


14-43 
21 -03 


35-96 

2-56 

•10 


1-64 


Or. 
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RESPECT  OF  RAILWAY  WORKING 


Cr. 


By  Gross  Receipts. 


See 
Abstracts. 

Passencer  Train  Traffic: 
Ordinary  rasseiifeers : — 

First  Class 

Second  Class , 

Third  Class 


Season  Tickets  :- 

First  Class 

Second  Class  .. 
Third  Class 


Workmen's  Tickets 

Total  Receipts  from  Passengers  

Mails 

Parcels    up  to  2   cwt.,   Parcels    Post,   and 

Excess  Luggage 

Other  Merchandise  by  Passenger  Trains  


"F—Less  Expenses  of  Collection  and  Delivery. 


Total  Passenger  Train  Receipts . 


Goods  Traik  Traffic  :— 

Merchandise ...  

T—Lcss  Expenses  of  Collection  and  Delivery . 


Live  Stock ,. 

Coal,  Coke,  and  Patent  Fuel 
Other  Minerals 


Total  Goods  Train  Receipts 

Total  Traffic  Receipts  , 


604,88616 

3,950  14 

4,442,114!  7 


200,932  17 
2,702  17 
250,931   0 


954,914   8 
448,249   7 


1,403,163 15 
120,532   6 


6,823,303   5 
786,165,11 


5,037,13713 

229,323, 
2,365,264!  0 
1,232,852'16 


-Joint  Lines 

Miscellaneous . 


Total £ 


6,050,951 


454,566  16 
146,928119 


5,651,44713 
279,919   4 


7,213,998 


8,864,577 


16,078,576 

103,450 
144,594 


16,826,620 


Percent- 
age of 
Traffic 

Receipts. 


44-87 


56-13 
100  0 


Dr. 
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[No.  18.] 


GENERAL 


To  Unpaid  Interest  and  Dividends 

Interest  and  Dividends  payable  or  accruing  and  provided  for  . 

Amount  due  to  Railway  Companies  and  Committees 

Savings  Bank 

Superannuation  and  other  Provident  Funds 

/  Accounts  payable 

Liabilities  accrued « 


Miscellaneous  Accounts 

Clerks'  Gaurantee  Fund 

Forged  Transfer  Act  Fund 

Compensation  Fund 

Fire  Insurance  Fund 

Depreciation  Funds- 
Railway 

Steamboats  (including  Insurance  Fund). 
Other  Businesses 

General  Reserve  Fund 


Balance  available  for  Dividends  and  Reserve  as  per 
Account  No.  9— 

£     ».     d. 

Dividends 4,823,195  15  10 

Reserve 100,000    0    0 


Lett  Interim  Dividends  paid,  as  per  Account  No.  9  (a) 


4.923,195  15  10 
2,146,188  11  10 


£ 

13,508 
652,420 
407,159 
880,783 
,450,343 
945,888 

60,514 

191,955 

4,656 

10,919 

50,000 
493,545 


697,627 

77,105 

700,000 


2,777,012 


12,804,025 


s. 

d. 

6 

0 

6 

2 

3 

5 

13 

1 

8 

4 

7 

1 

17 

4 

5 

7 

2 

2 

15 

1 

0 

0 

18 

0 

3 

10 

17 

7 

19 

10 

0 

0 

4 

0 

7 

6 

The  accounts  of  the  London  &  North  Western  Railway  Company 
for  the  year  ended  December  31,  1913,^  afford  a  good  example 
of  the  form  in  which  the  Accounts  of  British  Railways  are  pre- 
sented to  the  shareholders.  The  student  is  aware  that  the  accounts 
of  undertakings  which,  by  reason  of  their  uses  and  object,  are 
deemed  to  be  of  a  permanent  nature,  are  kept  upon  the  ' '  double- 
account"  system.  The  accompanying  statements  afford  a  good 
illustration  of  a  set  of  accounts  kept  upon  this  system. 

The  accounts  here  reproduced  are  those  which  form  the  complete 
statements  of  the  Company's  transactions  (a)  as  to  Receipts  and 
Expenditure  upon  Capital  Account  (b)  as  to  Earnings  and  Expendi- 
ture on  Revenue  Account,  and  (c)  as  to  the  Financial  Position 
disclosed  by  the  General  Balance  Sheet. 

Under  the  provisions  of  the  Bailioay  Companies  {Accounts  and 
Eeturns)  Act,  1911,  an  Act  which  came  into  force  on  January  1, 
1913,  certain  other  statements,  abstracts,  and  accounts  which 
amplify  the  figures  appearing  in  the  accounts  set  out  above  are 
also  published  as  follows — 

{A)  No.  4  Statement,  Eeceipts  and  Expenditure  on  Capital  AccovAit. 

The  Receipts  on  Capital  Account  are  further  elaborated  as 
follows — 


No.  1.  {a)  Nominal  Capital  authorized  and  created    by  the 
Company. 

1   (Tnder  the  Railway  Companies  {Accounts  and  Returns)  Act,  1911,  the  accounts 
of  Railways  are  now  i)resented  yearly,  instead  of  half-yearly  as  formerly. 
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Cn 


By  Capital  Account:  Balance  at  Debit  thereof  as  per  Account  No.  4 

Cash  at  Bankers  and  in  hand £  293,254    3 

Cash  on  Deposit  at  Interest 1,611,000    0 


Investments  in  Stocks  and  Shares  held  by  the  Company  and  advances 

to  other  Companies  not  charged  as  Capital  Expenditure 

Stocks  of  Stores  and  Materials 

Outstanding  Traffic  Accounts 

Amount  due  by  Railwaj-- Companies  and  Committees 

Amount  due  by  Railway  Clearing  Houses » 

Amount  due  by  Postmaster-General 

Accounts  Receivable 

Miscellaneous  Accounts 

Dividends  to  be  received  on  Shares  held  by  the  Company 


£ 
5,547,211 


1,904,254 

211,481 

2,095,002 

1,242,613 

394,503 

209,898 

73,981 

323,514 

267,806 

43,767 


£      12,304,025     7   6 


(J)  Nominal  Capital  authorized  and  created   by  the 

Company  jointly  with  some  other  Company. 

(c)  Nominal  Capital  authorized  and  created   by  some 

other    Company  on    which   the    Company    either 

jointly  or  separately  guarantees  a  fixed  Dividend. 

No.  2.  Share   Capital   and   Stock   created,  as  per  Statement 

No.  1  (a)  showing  the  proportion  issued. 
No.  3.  Capital  raised  by  Loan  and  Debenture  Stock. 

[Note. — The  totals  of  Nos.  2  and  3  from  the  first  two 
items  on  the  credit  side  of  No.  4  Statement  repro- 
duced here.] 

The  Expenditure  on  Capital  Account  is  further  elaborated  in — 

No.  4  (a)  Subscriptions   to  other  Companies  (this  statement 

gives  the  detail  of  the  third  item  from  the  bottom 

on  the  debit  side  of  No.  4  Statement). 

No.  5.  Details  of  Capital  Expenditure  during  the  year.     This 

information   is   set   out  with  considerable   detail  in 

accordance  with    the   requirements  of   the  Act  and 

agrees,  in  total,    with  the  middle  column  of   No.  4 

Statement  as  reproduced  here. 

{B)  The    Earnings    and    Expenditure    on    Revenue    Account    are 
elaborated  in — 

No.   10  Statement.  Receipts    and    Expenditure  in  respect  of 
Railway  Working. 
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No.  8  Statement.  Revenue  Receipts  and  Expenditure  of   the 

Whole  Undertaking. 
No.  9  Statement.  Proposed  Appropriation  of  Net  Income. 

These  statements  are  reproduced  on  pp.  524-527,  and  it  will  be 
noticed  that  they  follow  in  sequence  from  one  to  the  other  in  the 
order  stated. 

An  additional  statement,  No.  9  [a),  "Statement  of  Interim 
Dividends  Paid  "  is  required  by  the  Act,  the  total  of  which  appears 
as  a  separate  item  in  the  General  Balance  Sheet. 

The  figures  which  appear,  in  totals,  in  No.  10  Statement  are 
elaborated  by  means  of  "Abstracts,"  to  which,  it  will  be  noted, 
reference  is  made  in  the  margin  of  the  statement.  There  are  eleven 
of  these  abstracts  as  follows : — («)  Maintenance  and  Renewal  of 
Way  and  Works  ;  {h)  Maintenance  and  Renewal  of  Rolling  Stock  : 
(1)  Locomotives  ;  (2)  Carriages  ;  (3)  Wagons  ;  (c)  Locomotive  Run- 
ning Expenses  ;  {d)  Traffic  Expenses  ;  (c)  General  Charges ;  (/) 
Expenses  of  Collection  and  Delivery  of  Goods ;  [g)  Running 
Powers — Receipts  and  Payments  in  Respect  of  Running  Power 
Expenses  ;  {h)  Mileage — Demurrage  and  Wagon  Hire  ;  (J)  Jointly 
owned  and  Jointly  Leased  Lines— Receipts  and  Expenditure. 

No.  8  Statement  {q.v.)  in  addition  to  the  net  result  of  the 
Railway  Working,  as  detailed  in  No.  10  Statement,  contains  the 
working  results  of  the  various  additional  undertakings  usually 
owned  by  railways,  such  as  Steamboats,  Docks,  Hotels,  etc. 
Each  different  undertaking  is  supported  by  a  separate  Statement, 
showing  the  detail  of  the  year's  working  (Nos.  11  to  15).  There 
is  also  a  further  Statement,  No.  16,  "  Receipts  and  Expenditure  in 
respect  of  other  separate  businesses  carried  on  by  the  Company," 
in  case  the  Statements  provided  do  not  cover  all  the  undertakings 
of  the  Company  ;  and  a  Statement,  No.  17,  "Electric  Power  and 
Light  Account,"  which  is  more  in  the  nature  of  a  statistical 
return,  showing  the  Cost  of  Electric  Current  manufactured  by  the 
Company  for  Power  and  Lighting  Purposes. 

{(J)  The  Financial  Position  of  the  Company  is  disclosed  in  No.  18 
Statement,  "The  General  Balance  Sheet."  The  student  will  note 
that  in  the  case  illustrated  the  transactions  on  Capital  Account 
have  resulted  in  an  excess  of  Capital  Expenditure  over  Capital 
Receipts  of  £5,547,211  6s.  2d.,  as  shown  in  No.  4  Statement.  In 
accordance  with  the  principles  of  the  double-account  system, 
this  excess  appears  as  a  debit  balance  in  the  General  Balance  Sheet. 
As  all  "Fixed  Assets"  of  the  Railway  have  been  dealt  with  in 
No.  4  Statement,  there  only  remain  the  "Floating  Assets,"  such  as 
Cash,  Stores,  Book  Debts,  and  so  on,  for  inclusion  in  the  General 
Balance  Sheet.  Under  the  double-account  system,  assets  of  this 
nature  are  not  chargeable  against  the  capital  receipts,  as  they 
are  of  a  fluctuating  nature  (see  pp.  410  and  411  ante).  Among 
the  credit  balances  on  the  liabilities  side  of  the  General  Balance 
Sheet  appear  the  outstanding  debts  due  to  creditors  of  various 
classes,  the  various  Insurance,  Provident  and  Compensation  Funds, 
the  Balance  of  Revenue  available  for  Dividends,  and  the  General 
Reserve  and  Depreciation  Funds.  The  last-mentioned  item  re- 
quires a  word  of  explanation  and  should  be  carefully  considered  by 
the  student  in  connection  with  the  double-account  system.  It  has 
been  previously  explained  (p.  410  et  seq.)  that,  under  this  system, 
when  a  fixed  asset  has   been  acquired  and  charged    to  Capital , 
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AcQOunt  it  remains  as  a  debit  in  that  account  at  its  original 
cost.  It  must  not,  however,  be  assumed  that  it  is  neither  possible 
nor  necessary  to  provide  for  the  wear  and  tear  which  may  be 
inherent  in  any  particular  type  of  asset  in  accounts  prepared  on 
the  double-account  system.  Taking,  for  example,  the  accounts  of 
a  Railway  Company,  the  renewal  of  fixed  assets  of  a  wasting 
nature  is  provided  for  by  debiting  the  ReiVenue  Account  and 
crediting  an  appropriate  Depreciation  Fund  or  Reserve  Account 
with  an  amount  adequate  to  meet  any  waste  which  may  have 
occurred.  The  provisions  for  wastage  so  made  are  left  to  accumu- 
late from  year  to  year.  In  this  way  future  liabilities  in  respect  of 
relaying  the  permanent  way,  rebuilding  bridges,  replacing  rolling 
stock,  or  similar  needs  are  duly  provided  for,  and  the  cost  of  such 
replacements  is  equalized  as  between  one  year  and  another.  In  the 
case  of  assets  which  it  is  not  proposed  to  replace  or  retain ;  upon 
the  termination  of  the  useful  life  of  the  asset,  the  original  cost  is 
credited  to  Capital  Expenditure  Account,  and  debited  to  the 
depreciation  fund  accumulated  for  that  purpose,  and,  in  this 
manner,  the  asset  is  entirely  written  out  of  Capital  Expenditure. 
For  example,  assume  that  a  Railway  CompfWuy  had  purchased  a 
motor  char-a-hanc    at  a  cost  of    £1,000.      The  Company  did  not 

?ropose  to  replace  this  motor  when  worn  out  five  years  hence, 
he  procedure  would  be  as  follows :  Upon  the  purchase  of  the 
motor  the  Capital  Expenditure  Account  would  be  debited  with  the 
original  cost,  £1,000.  Every  year  one-fifth  of  this  cost,  £200,  would 
be  debited  against  revenue  through  No.  8  Statement  {'* Revenue 
Receipts  and  Expenditure  of  the  Whole  Undertaking  ")  and  credited 
to  a  special  depreciation  account  raised  for  that  purpose.  At  the 
end  of  the  five  years,  when  an  amount  equal  to  the  original  cost  of 
the  motor  had  been  accumulated,  the  special  depreciation  fund 
would  be  closed  by  transfer  to  the  Capital  Expenditure  Account. 
The  fact  that  the  original  cost  of  the  char-a-hanc  had  been 
eliminated  from  the  Capital  -Expenditure  Account  would  be  in- 
dicated by  means  of  a  credit  entry,  printed  in  italics,  in  No.  4 
Statement  ("Receipts  and  Expenditure  on  Capital  Account").  An 
example  of  an  item  written  out  of  Capital  in  this  manner  is  shown 
in  italics  on  p.  524,  i.  e.  Canals  Cr.  £545  representing,  probably, 
a  sale  of  surplus  land. 

The  principle  of  providing  for  wastage  in  the  case  of  Railway 
Companies  in  the  manner  described  above  is  illustrated  by  reference 
to  the  General  Balance  Sheet  of  the  London  and  North  Western 
Railway  Company  (p.  526),  where  it  will  be  seen  that  a  provision 
for  future  renewals  of  over  £1,600,000  has  been  accumulated  in 
addition  to  a  General  Reserve  Fund  of  £700,000  for  contingencies. 
The  student  must  understand  that  the  ordinary  current  renewals, 
for  which  no  depreciation  fund  has  been  accumulated,  are  charged 
against  revenue  year  by  year  as  and  when  they  are  incurred.  The 
depreciation  and  reserve  funds,  explained  above,  are,  in  addition  to 
the  ordinary  repairs  and  replacements  charged  against  revenue,  and 
are  provided  in  recognition  of  the  fact  that  wastage  occurs  in 
connection  with  assets  which  do  not  need  immediate  renewal. 

The  Railv^ay  Companies  [Accounts  and  Returns)  Act,  1911,  further 
provides  for  elaborate  statistical  returns  in  Part  II  of  the  printed 
accounts.  These  returns  are  not  of  a  financial  nature,  and  do  not 
form  part  of  the  double-account  system. 
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LIPTON, 
BALANCE  SHEET, 


Capital  and  Liabiuties. 
Capital— 
(a)  1,000,000  Cumulative  5  per  cent.  Preference 

Shares  of  £1  each £1,000,000 

(6)  1,000,000  Oixlinary   Sliares  of 
£1  each,  i>er  Balance  Sheet  at 

March  14,  190S £1,000,000    0    0 

Add  250,000  Ordinary  Shares  of 

£1  each,  issuetl  in  July  1908...       250,000    0    0 


0    0 


Less  Calls  in  arrear  on  79  Shares 
of  new  Issue 


I,5:o0,000    0    0 
65  15    0 


1,249,934    5    0 


Debenture  Stock,  bearing  4  per  cent.  Interest  

Bills  Payable 

Overdraft  from  Bank 

Sundry  Creditors  and  Directors'  Fees  

Savings  Bank  Deposits  and  Interest  accrued  thereon 

Unclaiiiied  Diviilends , 

Interest  on  Debenture  Stock  accrued  at  date 

Premium  on  Sliares  Account —   • 
5s.  per  Share  on  G66,()67  Shares  of 

original  Issue £166,666  15    0 

5s.    per    Share    on 
250,000  Shares  of 

new  Issue £62,500    0    0 

Less     Expenses     of 

new  Issue 8,277  17    9 


54,222     2    3 


Reserve  Account. 


220,888  17 
145,000    0 


Profit  and  Loss  Account — 

Balance  brought  from  previous  year    £20,264  16    3 
Profit  for  period  ending  March  20, 

1909,  as  per  Account 162,726    5    2 


Deduct— <a)  Interest  on  Debenture 

Stock  for  year £20,000    0    0 

(6)  Interim  Dividend  on  Prefer- 
ence Shares  paid  Sept.  30, 1908      25,000    0    0 

(c)  Interim  Dividend  on  original 
Ordinary  Shares  paid   Nov. 

9,  190- 30,000    0    0 

(d)  Interim    Dividend    on    new 
Ordinary  Shares   paid  Nov. 

9,1908 1,17117    6 


182,991     1    5 


76,171  17    6 


500,000 

212,982 

893,745 

241,960 

67,321 

2,049 

8,965 


365,888 


106,819 


£4,149,666 


Dr. 


PROFIT  AND   LOSS   ACCOUNT,  for  the  Period  from 


To  Expenses  of  Management,  including  Salaries,  General  Charges, 
Head  Office  Expenses,  Auditors'  Fees,  Transfer  Office  Expenses, 
Savings  Bank  Expenses  and  Advertising 

„    Bad  Debts 

,,    Interest  on  Savings  Bank  Deposits  

,,  Depreciation  on  I'lant,  Fittings,  Fixtures,  Utensils,  etc.,  at  Stores, 
Head  Office,  and  Branches,  and  in  Ceylon ;  also  Provision  for 
Depreciation  of  Leaseholds 

,,    Directors'  Fees 

„    Fees  to  Trustees  for  Debenture  Holders 

„    Balance  carried  to  Balance  Sheet,  being  Profit  for  the  above  period 


147,715 

2,164 

413 


38,963 
6,200 


162,726 


£358,813 


10 


LIMITED 

as  at  March  20,  1909 


Cr. 


Goodwill  of  the  Business,  Freehold  and   Leasehold 
Properties,  and  Freehold  Estates  in  Ceylon. 
Amount   per    Balance    Sheet    at 
March   14,    190S,   at  Cost,   less 
amounts  written  off  for  Depre- 
ciation  £1,834,295    6    0 

Additional    Capital    Expenditure 
during  year 12,111    3    5 


Less  written  off  for  Depreciation   and  Lease  Re- 
demption during  year 

Plant,  Machinery,  Fixtures,  Fittings,  Utensils,  Carts, 

Horses,  etc. — 
Amount    per   Balance    Sheet   at 

March  14,  1908 £309,647    5    0 

Additions  during  year  at  Branches       170,166  13    3 
Additions  during  year  at  Stores, 

Factories,  etc 61,524  14  11 

Less  written  off  for  Dei'recihtion  dui-ing  year 


1,846,406 


4,354  12  11 


541,338  13    2 
34,608  10  11 


8tocks-in -Trade 

Sundry  Debtors 

Insurances  unexpired  and  other  Items  paid  in  advance,   including 

£30,000  of  advertising  outlay  carried  forward 

Investments  at  Cost  and  Interest,   etc.,  ac;:rued  thereon   (Market 

Value,  £101,537  Ss.  lOd.) 

Cash  at  Bank  and  on  hand 


1,842,051 


506,730 

1,290,628 

256,147 

80,165 

104,277 
69,075 


£1,149,666       9 


15th  March,  1908,  to  20th  March,  1909,  inclusive 


By  Profit  on  Trading  at  Scores  and  Branches  (after  deducting  Wages 

and  Working  Expenses)  and  Profits  from  Estates  in  Ceylon 

„   Transfer  Fees 

,,   Interest,  etc.,  ou  Investments 
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The  Statements  reproduced  on  pages  530  and  531  are  the  anunal 
accounts  for  the  year  ended  March  25,  1909,  of  Lipton,  Ltd.,  the 
well-known  firm  of  multiple  shop  proprietors. 

The  student  will  notice  that,  whereas  the  Balance  Sheet  contains 
full  details,  the  Profit  and  Loss  Account  is  published  in  a  condensed 
form  and  does  not  afford  trade  rivals  much  information  that  can  be 
made  use  of.  The  gross  profit  (£353,315  9s.  M.)  brought  from  the 
Trading  Account  is  arrived  at  prior  to  charging  the  expenses  of 
management  (£147,715  16s.  4rf.)  as  set  out  on  the  debit  side  of  the 
account.  The  "Interest  on  Savings  Bank  Deposits"  is  an  unusual 
item,  and  is  due  to  the  fact,  as  displayed  in.ithe  Balance  Sheet,  that 
deposits,  on  Savings  Bank  terms,  are  received  by  the  firm.  The 
account  is  closed  by  the  item  "Balance  carried  to  Balance  Sheet, 
being  profit  for  the  above  period,  £162,726  5s.  '2d."  In  the  author's 
opinion  this  is  not  a  happy  entry.  The  Profit  and  Loss  Account  is  a 
Ledger  Account  into  which  the  items  appearing  therein  have  been 
closed.  The  Balance  Sheet  is  a  schedule  of  the  remaining  Ledger 
balances,  and  no  account  under  this  name  exists  in  the  Ledger,  and 
therefore  no  balance  can  be  carried  to  it.  In  preparing  accounts  for 
examination  purposes,  the  student  will  be  wise  to  carry  down  the 
balance  shown  by  the  Profit  and  Loss  Account,  and  show  it  as  it 
really  is,  viz.  an  open  balance  to  be  subsequently  dealt  with. 

Turning  to  the  Balance  Sheet  it  would  have  been  better  if  the 
"Sundry  Creditors"  and  "Bills  Payable"  had  been  entered 
"  short,"  and  extended  in  one  total  showing  the  amount  owing  to 
the  outside  Trade  Creditors.  The  item  ' '  Insurances  unexpired  and 
other  items  paid.in  advance,  £80,155  14s.  Srf.,"  includes  "  advertising 
outlay,  £30,000."  This  amount  represents  a  portion  of  the  adver- 
tising expenses  incurred  during  the  period  the  advantages  expected 
to  be  derived  from  which  are  estimated  to  extend  over  future  years. 
The  item  is  of  quite  a  usual  nature  in  the  accounts  of  companies 
whose  expenditure  upon  advertising  rea^ches  large  proportions  and 
is,  of  course,  quite  legitimate  in  principle. 

The  item  of  greatest  magnitude  on  the  Assets  side  of  the  Balance 
Sheet  iz  that  of  £1,842,051  16s.  Qd.,  representing  the  book  value  of 
(1)  the  Goodwill  of  the  Business;  (2)  the  Freehold  and  Leasehold 
Properticr: ;  and  (3)  the  Freehold  Estates  in  Ceylon.  The  total  here 
inserted  might  with  advantage  have  been  subdivided  between  these 
three  dissimilar  types  of  asset,  especially  in  order  that  the  propor- 
tion of  the  purchase  price  which  was  paid  for  the  intangible  asset 
"  Goodwill"  might  appear.  In  all  probability  the  cost  to  the  Com- 
pany of  the  Goodwill  of  the  vast  undertaking  acquired  by  it  forms 
a  large  proportion  of  the  total  given  above.  The  amount  of 
£4,354  12s.  \\d.  written  off  the  total  of  the  fixed  assets,  amounting 
to  £1,846,406  9s.  M.,  can  hardly  be  described  as  excessive,  although 
it  is  doubtless  adequate  in  the  special  circumstances  of  the  case. 

The  Investments,  appearing  in  the  Balance  Sheet  at  £104,277 
10s.  9ti.,  are  stated  in  a  marginal  note  as  being  of  the  market  value 
of  £101,537  8s.  \Qd.  This  method  of  stating  investments  afibrds 
complete  information  to  the  shareholder,  and  is  to  be  commended. 
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%,  ^  g.  fears,  f&. 
STATEMENTS    OF    ACCOUNT 

FOR  THE  YEAR  ENDED 

JUNE  30th,   1908. 


Dr. 
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A.  &  F.  PEARS, 
BALANCE  SHEET, 


To  Share  Capital  Authorized  aud  Subscribed — 

20,000  Six  per  cent.  Cumulative  Preference  Shares  of 

£10  each,  fully  paid £200,000    0    0 

320,000  Ordinary  Shares  of  £1  each,  fully  paid 320,000    0    0 

520,000    0    0 
„  Debenture  Stock  (5  per  cent). 200,000    0    0 

„  Sundry  Trade  Creditors 

„  Interest  on  Debenture  Stock,  half-year  to  date 

„  Special  Reserve  Fund 

,,  Reserve  Fund 

„  Depreciation  and  Leasehold  Redemption  Fund- 
As  at  June  30,  1907 90,767    2    6 

Xm*  Amount  written  off 97  14    4 


90,669    8     2 
3,642    4    8 


Further  provision  during  the  year 

Unclaimed  Dividends 

Profit  and  Loss  Account — 

Balance  at  Credit,  as  below  57,420  14    3 

Profit  undivided  1906-1907 6,414  19    0 


Deduct — 

Interest  on  Debentn  i  e  Stock £1 0, 000  0  0 

Interim  Dividend  on  Preference  Shares      6,000  0  0 

Ditto  Ordinary  Shares 7'c,.S00  0  0 


.835  13    3 


.800    0    0 


£ 

720,000 

24,331 

5,000 

5,702 

58,600 

94,311 
375 

85,035 

s. 

0 
18 

0 
11 

0 

12 

8 

18 

d. 

0 
6 
0 
11 
0 

10 

1 

8 

£943,257 

4 

7 

PROFIT  AND   LOSS   ACCOUNT, 


Dr. 


1908. 
June  30 


To  Salaries,  Rent,  Rates,  Taxes,  Fire  Insurance,  Foreign 
Agencies,  Repairs  and  Renewals,  and  General  Expenses, 
Advertising,  Directors'  and  Auditors'  Fees,  and  Fees  to 
Trustees  for  Debenture  Holders 

„    Depreciation  and  Leasehold  Redemption  Fund 

„  Balance  carried  to  Balance  Sheet 


102,157 
3,642 
57.420 


£163, 


The  student  will  note  that  the  Profit  and  Loss  Account  of  the  well- 
known  soap  manufacturers  (A.  &  F.  Pears,  Ltd.)  is  presented  on 
much  the  same  lines  as  the  preceding  accounts  (Lipton,  Ltd.),  the 
inadvisability  of  supplying  too  man}^  details  to  trade  rivals  doubtless 
influencing  the  form  of  these  accounts  in  like  manner.  The  Balance 
Sheet  is  also  presented  in  similar  fashion,  and  contains  considerable 
detail. 

As  has  been  indicated  previously  there  appears  to  be  no  legal 
obligation  to  depreciate  "Goodwill"  (Wilmer  v.  M'Namara),  but 
the  student  will  note  that,  in  the  accounts  under  review,  an  amount 
of  £90,000  has  been  written  off  this  item.  During  the  period 
covered  by  the  accounts,  Deferred  Ordinary  shares  amounting  to 
£150,000   were  converted  into  60,000  Ordinary  shares  of  £1  each 
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LIMITED 

made  up  to  June  30,  1908 


Cr. 


By  Ooodwi:i  of  the  Business  in  this  Country,  United 
States  of  America,  Australia,  and  elsewhere,  Frie- 
hold  Land  and  Buildings,  Leasehold  Premises, 
Plant,  Furniture,  Fittings,  and  Works  of  Art,  as 

at  June  30,  1907 £602,936  16 

Less  Goodwill  written  down  as  explained  in  the 
Directors'  Report 90,000    0 


Expended  during  the  year. 


512.936  15     5 
l'.721     9  lu 


Trade  and  other  Debtors 42,191  10 

Bills  Receivable 12,005    2 

Stork-in-Trade,  including  Advertising  Stock,  Horses, 

Vans,  etc.,  as  per  Inventories 

Cash  at  Bankers  on  Deposit  and  Current  Account,  and  in  hand 

Investments  (at  cost) 

viz.— £70,000  2^  per  cent.  Consols, 


£30,000  2^  per  cent.  Metropolitan  Consolidated  Stock. 

£27,760  The  Company's  5  percent.  Debenture  Stock. 

(There  is  at  present  a  Depreciation  in  the  Market  Va.ue 

of  these  Secr.ritie8  amounting  on  balance  to  £15,163.) 


514,658 


64,796 


18r., 

55, 
132, 


731 


£943,257 


for  the  year  ended  30th  June,  1908 


Cr. 


1908. 
Tune  30 

„30 

By  Balance  of  Trading  Account  after  making  provision  for  Bad 

and  Doubtful  Debts 

„  Interest  on  Investments,  and  on  Cash  on  Deposit 

£ 

158,135 
.5,085 

8. 

4 
10 

2 
2 

£163,220 

H 

4 

and  the  £90,000  liability  thus  released  was  wisely  used  to  reduce 
the  item,  Goodwill. 

"  Investments  at  cost,  £132,790  12s.  5c^.,"  are  qualified  by  the  note 
that  depreciation  (at  present  market  values)  exists  to  the  extent  of 
£15,163.  It  has  been  previously  stated  (Chapter  X)  that,  in 
cases  of  this  sort,  it  is  usual  to  ignore  market  fluctuations  unless  the 
depreciation  is  believed  to  be  permanent,  and  in  any  case  this  Com- 
pany possesses  ample  reserves  with  which  to  meet  the  depreciation. 

The  student  will  note  that,  as  is  frequently  the  case,  the  interest 
and  dividends  payable  out  of  profits  are  deducted  from  the  balance 
of  the  Profit  and  Loss  as  shown  in  the  Balance  Sheet,  instead  of  in 
the  Profit  and  Lose  Account  itself. 
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HARLOW  AND  SAWBRIDCEWORTH  €AS  COMPANY 

YEAB  ENDED  Slat  DECEMBES,  1908. 


^0.  1. 


8TATXM£17T  OF  CAPITA!.  BTOCK  on  tha  3Ist  Becamber,  1909. 


I  Dividcsd  mathor 

k»ith  Gu  M  U)  i> 

price  or  3>.  lie 


;fl  0,500 


;f  10.500 


;f  I2,C00 


/33.000 


No.  8.                       sTATsianrT  of  loan 

CAPITAL 

oa  tha  Slat  Oacamb 

er,  1909. 

Act  of  P».Ii«m»i.l  reUliac  u>  d» 
U^CpicU. 

D.«ipa-.r 

Rite  per  ce«(. 

^°^.rr' 

R..^.«,  J.  !>. 

Tot  J  ..nn»l 
AutliuiKd. 

Hajlow  &  Siwbridgeworth  Gu  Act.  1904 

Pe^inal  Debenture 
£>iock. 

l\ 

count  00  I          IS 

S^     J— ^^,.895 

Z5.605 

/r.500 

No.  8. 

CAPITAL  ACCOUNT. 

E.,^^,^ 

'-     1 

Receive.)  lo 
]l.l  Dec.  ,90t. 

Receive.!  liiKC 
Ikudue. 

TotiJto 
3ifl  Dec  1909. 

To  Expenditure  lo  ji»l  Dec.,  1908     .. 
Sinci  that  dat»~ 

..    New  md  Addiiionil  Storet 

£.    ••  *«. 

.2    5    8 

35    »    6 

28    0    9 

13,324  10    0 
(5    8  II 

By  Oricioil  Ordiniry  Stock 
„  Perpetuil   Debenture 
Stock 

Le«  DLwonnI  on  Deben- 
ture Suxk      . 

,.  BJ«c« 

21,000    0    0 
1.925    0    0 

£,    i.    d- 

/£     ».    d. 

2l,00O     0     0 
1.925     0     0 

„   New  ind  Addiiionil  Meien 

,.    New  .nd   Addilioiul  M«tM  led 

JO    0    oj 

21,925    0    0 

JO     0     0 

„    Totil   Eipenditure  to  3m  Dec., 
1909           ..         ..         .. 

..    Nominal  Amount  idded  by  Con- 
»eriion       



13.409  18  II 
10,500    0    0 

22,895    0    0 


22,895    0    0 
1,014  18  11 

^23.909  18  II 

,413,909  18  It 

BEVSISUS  ACCOUNT. 


<R)  MANUFACTUtt  OF   GaS— 

Coals,  including  Carriage  and  1 

penses  

Pori^ng  and  Malerii)s 
Wages  and  Catboniring 
Salaries  of  Engineer,  etc. 
Repairs  and  Renewals  of  Plant 

lo  DisTHBtmoM  or  Gas  — 

Wages 

Repairs  and  Maintenance  of  Mains  and 

Service  Pipes . , 

Repairs  and  Renewal  of  Meters 
Diilo  ditto  Slovcf 

To  Puaitc  Laufs— 

Lighting  and  Repairing  ..         .. 

To  Kk»t,  Rates  amd  Taxm 
To  Makagiuent— 

Directors'  Fees i. 

Auditors*  Fees 

Secretary's  Salary  

Stationery,  Printing,  etc 

Gcoeral  Charges 


{.     ••    d. 


1693  II  t 

11  18  9 

»5J  '5  * 

7    8  9 

3'0    ♦  » 

36    o  o 

«3»    6.  4 

57  «8  o 

49     I  7 


104  15 
134  16 


130    o   o 

880 

•35    o   o 

35  '»    I 

6  13    o 


To  Bad  Dots  

Total  Ezpenditure     .. 
To  Balaoca  canted  to  FroBt  and  Loaa  Accooat 


31S  '3 
8    o 


3i3r    9    i 
1218    4    6 


1^4355  «3    7 


Sale  or  Gas- 

Ptivale  Ligbtiog            2362  7 

„        by  S;-;  Meters        ..  637  19 

PubUc  Lighting 188  4 


Bt  Rental  or  Meteis      

By  Rental  or  Stoves       

Bt  ResidlaI,  Peoducts— 

Coke       ..        681  10 

Breeie 24     7 

Tat  22    a 

Sulphate  of  Ammonia (>6    1 

B»  PnBuc  Lamm— 

Lighting,  Cleaniog,  Uaintenaace,  etc        •. 
By  TKAKSfBE  Fus 


3188    10    II 

81    8    a 
84  «S    7 


894    «    S 


•06    1    6 
•S    » 


if4iss  '3  r 
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No.  «. 


PROFIT   AND  LOSS  ACCO'ITITT  (Vkt  Revende)   for  thi  Year  enitJ  Dictmher  jist,  i()o(t. 


To  Dividend  for  Half-y^ar  ending  December  31st,  190S 

paid  i6lh  Febiuary,  1909 S'S     O    O 

„  Interest  on  Debenture  Stock  to  Jnne  30lh,  1909  ..  33  '3  9 
„   Dividend  for  Half-year  ending  June  30th,  1909,  paid 

5tb  August,  1909 S^S    o    o 

„  Interest  on  Debenture  Stock  to  Deceinber  31st,  1939  33  13  9 
„   Bsnliere  Interest  on  Temporary  Loan  ..         ..         11   16    O 

„   Balance  of  Net  Profit  to  be  carried  to  next  Account, 

subject  to  Dividend  for  the  Half-year  ending  Dec. 

3151,1909 928     6     7 


£'-°il  10    I 


By  Balance  brougbt  for%»ard  3tst  December,  1908 

„  Interest  on  Investments  

„  Revenue  Account  Profit  for  Year  ended  December 

31st,  1909 1218 


£  «■  d. 
•i^S  »  S 
HI* 


No.  e. 

BESSBVE  FUND  ACCOUNT. 

To  Bahnce  on  31st  December,  1909 

.    £     «•  d. 

,.     1050    0    0 

By  Balance  on  31st  December,  tgoS 

£     :  d. 
,.     1050    0    0 

No.  7. 

INSlfKANCE  FUND  ACCOUNT 

To  Balance  on  3Ut  December,  1909 

£     s.  d. 
..        ..      5'5    0    0 

By  Balance  on  31st  December,  1908 

£     »    d. 

..        ..      5-5    0    0 

No.  8. 

STATEMENT 

OP  COALS, 

Dcscripiion  of  CoJ. 

I>  Store  3iuD<c,  1908. 

Received  iailag  tbe  Year. 

Carboniied  dur.n(  the  Ye». 

UkJ  mi  Sold 
duriug  the  Vear. 

In  Store 
3111  Dec,  1909. 

Common            ..         .. 

IS 

T.          C. 

1878      0 

T.          C 

1883      0 

- 

6S 

No.  e. 

BTATEICENT  OF  BESIDUAL 

PRODUCTS. 

In  Store 
311I  December.  looS. 

Made  during 
the  Year/ 
Etlimaled. 

the  Year* 
E.limaied. 

Soldd^u^rini 

In  Store 
Jltt  December,  igo*. 

Coke 

Tar 

Sulphate  of  Ammonia    - 

..       Tons 
..  Gallons 
..       Tons 

45 
400 

1.125 

1 9,  J.)  8 
10  Tons  6  Cwt. 

39S 

705 

19.448 

10  Tons  6  C«f. 

70 
200 

8TATXUENT  OF  OA3  KADX,  SOLD,  &c. 


Quaalhr  made 
a<  per  Meier. 
Ealimaied. 

Quantity  S^ld. 

Quantity  used 

^  on  Works. 

Estimated. 

Qtianlily 
accounted  for. 

„o..^:;ij,^. 

?u'i,itf 

of  Gaa. 

Public. 

Private. 

TotaL 

Liih,.. 

Coal. 

'9.279.5W 

1,037.000 

15.380.400 

16,417.400 

985.000 

17,402,400 

1.877,100 

«s=> 

GENERAL  BALANCE  SETBET, 


To  Profit  and  Loss  Accou.vr  (Net  Rcrrnnc)  (No.  S)— 
Balance  at  credit  thereof      ,.         ...        ,.         .. 
„  Reserve  Fund  Account  (No.  6)— 

Balance  at  credit  thereof      '. ,         . .         , ,         , . 
„  Insurance  Account  (No.  7)— 

Balance  at  credit  thereof 

„  Sundr)'  Tradosmen,  aroaunts  owing  by 

,  for  Coal,  Stores,  etc 

„  Temporary  Loan  from  Banken  •  • 


£  1.  d.. 

,.        ..  928  6  7 

.,        ..  1050  o  o 

..  SiS  o  o 

the  Company 

..    .    ..  3S9  '4  S 

M          .,  400  0  O 


Br  Capital  Account  (No.  si- 
Balance  at  Debit  thereof     . . 

„  Ca>h  at  Bankers 

„  Ditto  ia  hand       ..        •• 


£      I.  d.     £      s.  d. 
1014  18  It 


11    5    2 


„  Stock  on  hand,  31st  December,  1909  .. 

„  Amounts  due  to  the  Company— 

Ga,s  and  Siove  Rentals         ..         ..     102$    8    8 
Residual  Product!,  &c 330     I     t. 

n  iNTEsniEirr- 

Metropolitan  Consols  3  per  cent.  Stock  at  par     . . 


138  17    ^ 
»53  '4    t 


135s    9  to 
500    o    a 


/Calf's 
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Being  incorporated*  under  Act  of  Parliament  the  Harlow  and 
Sawbridgeworth  Gas  Company,  whose  accounts  are  given  above,  is 
subject  to  the  provisions  of  the  Comimnies  Clauses  ConsoLidatifm  Ad, 
1845,  and  the  rather  numerous  subsequent  enactments  which 
amend  and  amplify  that  Act.  The  most  important  of  these  supple- 
mentary acts,  from  the  book-keeper's  point  of  view,  is  the  Gas  Worlcs 
Clauses  Act,  1871,  which  prescribes  (in  Schedule  B)  the  form  in 
which  the  annual  accounts  of  gas  undertakings  must  be  published. 

The  student  will  note  that  the  main  feature  of  these  accounts  is 
that  they  require  the  adoption  of  the  double-account  system,  and 
entail  a  careful  analysis  of  items  of  income  and  expenditure. 

As  is  the  case  with  every  undertaking  working  under  the  double- 
account  system,  all  the  expenditure  which  has  been  necessary  in 
order  to  construct  and  equip  the  works  up  to  the  point  when  they 
are  capable  of  earning  revenue,  is  capitalized  and  appears  in  State- 
ment No,  3.  All  further  expenditure  upon  the  work  for  main: 
tenance,  repairs,  and  renewals  must  be  charged  to  Revenue  >.s  was 
explained  to  be  the  case  with  railway  companies. 

Fresh  capital  expenditure  and  a  legitimate  portion  of  the  cost  of 
reconstructions  f  may  of  course  be  treated  as  expenditure  properly 
chargeable  in  Statement  No.  3.  Section  2  of  the  Companies  Clauses 
Act,  1845,  allows  expenditure  of  an  exeeptional  nature  to  be  spread 
over  a  period  of  years. 

Turning  to  the  accompanying  accounts  it  will  be  noted  that  the 
first  three  statements  relate  to  the  issue  of  share  and  loan  capital 
and  show  the  purposes  for  which  the  money  raised  has  been  ex- 
pended. Although  somewhat  diflferent  in  form,  these  accounts  are 
identical  in  principle  with  the  forms  employed  in  the  case  of  Rail- 
way Companies  dealt  with  on  pp.  524-529.  Under  a  standing 
order  passed  in  1877,  all  new  capital  issued  by  gas  undertakings 
must  be  offered  by  public  auction  or  tender,  and  may  not  be  offered 
pro  rata  to  the  existing  shareholders  as  is  the  case  in  an  ordinary 
commercial  company.  The  statistical  share  Registers  are  identical 
with  those  in  common  use  and  have  already  been  explained  in  this 
treatise. 

The  Bevenne  Account  takes  the  place  of  the  Trading,  or  Manu- 
facturing, Account  in  an  ordinary  business,  and  shows  the  cost  of 
manufacturing  and  distributing  the  gas  produced  and  the  proceeds 
realized  by  its  sale. 

The  Gas  Works  Clauses  Act,  1847,  introduced  what  is  known  as 
the  Sliding  Scale,  with  reference  to  the  dividends  payable  to  share- 
holders. Prior  to  this  Act  the  maximum  dividends  allowable  were 
fixed  by  the  special  act  or  provisional  order.  Under  the  1847  Act 
every  reduction  made  by  the  Company  of  \d.  per  1,000  cubic  feet  in 
the  "standard  price  of  a;as"  supplied  to  customers  carries  with  it 
the  right  to  an  increase  of  5s.  per  cent,  in  the  standard  rate  of 
dividend.  In  this  manner  both  shareholders  and  consumers  benefit 
by  the  reduction  made  in  the  standard  price  of  gas  as  fixed  in  the 
act  or  order. 

*  It  is  not  essential  that  a  Gas  Company  should  be  incorporated,  and  there  are 
still  in  existence  some  old  Companies  working  under  the  Cuinpanies  Acts.  In  the 
absence  of  the  powers  grapted  by  incorporation,  however,  non-statutory  gas 
undertakings  unless  conducted  on  a  very  small  scale  are  greatly  handicapped  by 
lack  of  power  to  take  up  the  public  roads  fur  the  purpose  of  laying  or  repairing 
the  mains,  service  pipes,  etc. 
_t  For  example,  if  larger  mains  arc  laid  in  place  of  the  small  old  ones  a  proper* 
tiouate  part  of  the  cost  may  be  legitimately  capitalized. 
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Gas  is  sold  to  private  consumers  by  meter,  but  in  the  case  of 
public  supplies  contracts  are  frequently  entered  into.  These  two 
forms  of  supply  must,  in  compliance  with  the  Act,  be  set  out 
separately.  The  readings  of  the  gas  consumed  by  customers,  as 
taken  by  the  inspectors,  are  recorded  in  the  State  of  Meter  Book, 
which  is  posted  to  the  Gas  Ledger,  kept  on  the  tabular  method, 
similar  in  form  to  the  Water  Company's  Consumers  Ledger,  given 
on  page  358,  subject,  of  course,  to  such  alterations  as  ma,y  be  necessary 
to  meet  the  needs  of  the  case. 

An  Allowances  Book  is  kept  for  the  record  of  all  allowances  made 
to  customers,  and  in  due  course  is  posted  to  a  column  provided  for 
the  purpose  in  the  Gas  Ledger.  Li  many  Companies  Bad  Debts  are 
also  passed  through  the  Allowances  Book. 

In  cases  where  gas  fittings,  stoves,  etc.,  are  sold  by  the  Company, 
a  special  Fittings  Ledger  is  kept. 

The  "residuals"  resulting  from  the  manufacture  of  gas  form  an 
increasingly  important  source  of  income,  and  are  preferably  treated 
as  a  separate  department.  It  is  customary  to  record  all  sales  of 
these  materials  in  a  suitably  ruled  Eesiduals  Sales  Book  upon  the 
columnar  system.  In  due  course  the  book  is  posted  to  an  ordinary 
personal  Ledger,  called  the  Eesiduals  Ledger.  A  separate  Cash 
Book  and  Ledger  are  usually  kept  to  record  the  deposits  which  in 
many  cases  are  demanded  from  customers  prior  to  the  supply  of  £;as. 

The  purchases  and  expenditure  of  a  gas  undertaking  are  dealt 
with  in  a  like  manner  to  those  of  an  ordinary  commercial  concern 
and  the  columnar  Purchases  Journals  and  Cash  Books,  with  which 
the  student  is  already  familiar,  will  efficiently  record  transactions 
of  this  nature. 

It  will  be  noted,  on  reference  to  the  statutory  form  of  Revenue 
Account,  that  the  amount  expended  upon  wages  in  the  manufacture 
and  distribution  of  gas  must  be  separately  stated.  It  is  customary 
in  order  to  meet  these  requirements  to  employ  a  Wages  Book,  in 
columnar  form,  analyzing  the  wages  as  between  the  handling  of  coal, 
carbonizing,  purifying,  and  the  other  processes  of  manufacture. 
Columns  are  also  provided  for  the  wages  expended  upon  repairs  of 
mains,  service-pipes,  meters,  public  lamps,  inspectors,  and  other 
costs  of  distribution.  Further  columns  are  necessary  for  the  wages 
expended  in  new  capital  outlay. 

The  General  Ledger  contains,  in  the  usual  form,  the  necessary 
share  and  loan  capital  accounts,  and  the  various  asset  accounts 
under  suitable  headings,  and  in  no  way  diflfers  from  the  methods 
with  which  the  student  is  already  familiar. 

In  cases  where  a  Sinking  Fund  has  been  established  for  wasting 
expenditure  upon  leasehold  property,  or  for  other  purposes,  the 
necessary  annual  charge  appears  in  t^e  Revenue  Account.  Such 
provision  should,  with  interest,  of  course,  be  adequate  to  replace 
the  asset  upon  the  expiration  of  the  lease. 

In  cases  where  it  is  desired  to  create  a  Reserve  Fund,  the  amounts 
transferred  would  be  charged  in  the  net  Revenue  Account,  as  such 
a  Fund  can  only  be  raised  by  contributions  from  the  amount  avail- 
able for  distribution  amongst  the  ordinary  shareholders  in  excess  of 
the  standard  rate  of  dividend.  Such  funds  are  frequently  raised 
for  the  purpose  of  equalizing  dividends.     An  Insurance  Fund,*  for 

*  Such  a  fund  maybe  provided  to  meet  "any  extraordinary  claim  or  demand 
■which  may  arise  from  accident,  strikes,  or  other  circuuistances  which  due  care  or 
management  cwuld  not  have  prevtutod." 
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the  purpose  of  meeting  possible  losses,  may  also  be  raised,  but  must 
be  limited  to  an  amount  equal  to  one-twentieth  of  the  paid-up 
loan  and  share  capital.  Both  Funds  must  be  represented  by  moneys 
invested  outside  the  undertaking.  The  income  derived  frooi  these 
investments  must  be  added  to  the  respective  funds. 

The  conditions  under  which  funds  of  the  above  nature  may  be 
created  are  set  forth  in  the  Gas  Works  Clauses  Act,  1847. 

The  Profit  and  Loss  or  net  Revenue  Account  deals  with  the 
amount  available  for  distribution  and  its  allocation  for  debenture 
interest  and  preference  dividends.  Any  income  arising  from  outside 
investments  also  appears  in  this  account.  The  final  balance  of  the 
account  represents  the  amount  available  for  dividend  on  the  ordinary 
share  capital. 

The  General  Balance  Sheet  is  similar  in  form  and  principle  to  that 
which  we  have  already  examined  in  the  case  of  railway  companies, 
and  is  self-explanatory. 

The  accounts  of  gas  undertakings  are  closed  as  on  December  31, 
in  each  year,  and  copies  of  them  must  be  filed  with  the  proper 
local  authorities  on  or  before  March  25  annually. 
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The  annual  statements  of  the  Malay  States  Tobacco  Plantations, 
Ltd. ,  offer  a  good  example  of  the  accounts  published  by  an  English 
company  owning  and  working  a  plantation  abroad. 

The  tobacco  crop  is  not  ready  for  shipment  until  the  close  of  the 
year,  and  does  not  reach  Amsterdam  (the  tobacco  market  of  Europe) 
for  sale  before  May  in  each  year.  This  fact  leads  to  the  somewhat 
unusual  position  disclosed  in  the  accounts  under  review.  The 
student  will  note  that  the  "Crop  Cost  Account"  deals  with  the 
crop  of  the  previous  year  (1907)  which,  during  the  year  1908, 
reached  Europe  and  was  sold  for  £84,596  16s.  Ad.  The  tobacco 
is  sold  outright  by  auction  and  tender,  so  that  there  are  no  stocks 
to  be  dealt  with  in  the  accounts. 

Reference  to  the  Balance  Sheet  will  disclose  an  item  :  *^ Expenditure 
to  date  on  1908  Crop,  £64,450  18s.  6rf."  This  represents  the  cost  of 
the  '«1908  Crop"  up  to  December  31,  1908,  and  is,  in  fact,  within 
a  short  amount  of  the  final  total  cost  of  the  crop  which,  by  this 
date,  is  in  the  drying  sheds.  As  this  amount  entirely  represents 
expenditure  relative  to  the  crop  which  is  to  be  sold  for  the  benefit 
of  the  coming  year's  accounts,  it  is  carried  forward  as  an  asset  in 
suspense  so  far  as  the  current  accounts  are  concerned.  In  due 
course,  when  the  expenditure  upon  the  tobacco  is  complete,  the 
whole  amount  will  be  transferred  to  the  '*  1908  Crop  Cost  Account." 

It  will  be  noted  that  the  Crop  Cost  Account  practically  takes  the 
form  of  a  Trading  Account,  and  contains  the  whole  of  the  expendi- 
ture, upon  the  plantation,  of  the  moneys  remitted  from  this  country 
to  the  Company's  manager  in  the  East.  The  *'  Replacements  and 
Repairs,  £8,102  14s.  6f?.,"  will  appear  to  be  heavy  at  first  sight,  but  it 
is  the  usual  practice  of  all  companies  of  this  character  to  charge  all 
building  and  other  kindred  expenditure  against  the  revenue  of  the 
year.  The  tropical  climate,  white  ants,  and  other  causes  render 
the  life  of  the  wooden  or  rattan  erections  in  general  use  of  short 
duration  only,  and  expenditure  of  this  nature  is  therefore  very  rarely 
capitalized  unless  unusually  heavy  in  amount,  in  which  case  it  is 
spread  over  a  term  of  years.  It  is  not  uncommon  among  tea-planters 
— in  India  especially — to  treat  Machinery  and  Plant  in  the  same 
manner.  In  these  cases,  therefore,  the  "Plantation  Account," 
"  Estate  Account,"  or  '*  Block  Account,"  appearing  in  the  Balance 
Sheet,  as  representing  the  chief  asset,  remains  at  a  fixed  figure  from 
year  to  year. 

The  "  Loss  ly  death  of  Coolies,  £1,228  lO,'?.  4^^.,"  arises  from  the  fact 
that  the  labour  used  on  the  plantation  is  imported,  and  upon  leaving 
home  an  advance  is  made  to  Coolies  and  treated  as  a  loan  to  be 
worked  off  in  labour  subsequently.  When  Coolies  die,  therefore, 
any  sums  still  to  their  debit  on  "  Advance  Account  "  become  a  loss 
to  the  Company  and  must  be  written  off  as  such. 

The  Profit  and  Loss  Account  deals  with  the  London  expenditure 
of  the  Company,  including  the  dividends  paidj  and  is  self- 
explanatory. 

Reference  to  the  Balance  Sheet  will  show  that  this  is 'a  case  where 
the  Plantations  Account  is  maintained  at  a  fixed  figure,  no  additions 
having  been  capitalized  during  the  year. 

The  "  Sundry  Debtors,  £10,941  10s.  6rf.,"  is  almost  entirely  com- 
posed of  **  Advances  to  CooKes,"  and,  as  previously  explained,  does 
not  contain  any  outstanding  accounts  for  tobacco  sales,  which  are 
'*  Cash  Sales  "  to  all  intents  and  purposes. 

The  remaining  items  in  the  Balance  Sheet  do  not  require 
explanation. 
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Messrs.   JAMESON,  CONWAY 
PROFIT  AND   LOSS  ACCOUNT. 


Dec.  31 

„  31 

„  31 

„  31 

.,  31 

»  31 


1903. 

Dec.  31 

„  31 

„  31 

„  31 

„  31 

„  31 

„  31 

»  31 

„  81 

.,  31 


Dec  31 


To  Counsels'  Fees 

„  Disbursements  (made  on  behalf  of  Clients  and   cliarged 

bills  as  per  Contra) 

,,  Stationery  on  behalf  of  Clients  

„  Shorthand  Writers  on  behalf  of  Clients  

,,  Advertising  on  behalf  of  Clients  

„  Balance  carried  down  


31 


To  Salaries  of  Staff  

„  Housekeeping,  Coal,  Gas,  Water  and  Rates,  etc. 

„  Office  Expenses  and  Incidentals  

,,  Office  Suitionery 

,.  Rent 

,,  Certificate  Duty 

„  Arrountants'  Charg-s 

,,  Allowances  an'j  Bad  Debts 

,,  Proportion  of  Lease  Account  written  off. 

..  Balance  carried  down  


£ 

3,650 

8,485 

1,095 

140 

109 

23,4o0 


To  Mr.  Jameson — 

Interest  on  Capital £300    0    0 

Share  of  Profit  6,530    0    4 


£36.932 

1 

3 

6,844 

19 

6 

568 

10 

2 

639 

16 

6 

894 

16 

9 

700 

0 

0 

83 

10 

0 

100 

0 

0 

809 

10 

6 

£00 

0 

0 

14,525 

0 

8 

£24,466 

4 

1 

„  Mr.  Conway— 

Interest  on  Capital £250    0    0 

Share  of  Profit  4,147  19    4 


Mr.  Phelps—  | 

Interest  on  Capital £150    0    0, 

Share  o;  Profit 4,147  10    0 


.. 

d. 

6 

6 

10 

6 

8 

6 

9 

8 

16 

9 

9 

4 

5,830 
4,397 
4,297 


£1 1,525 


10 


0  !    8 
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BALANCE  SHEET 


1908. 
Dec.  31 


31 


31 


To  Partners'  Capital  Accounts- 
Mr.  Jameson  £6,000    0  0 

Mr.  Conway    5,000    0  0 

Mr.  Phelps 3,000    0  0 

,,  Partners'  Drawing  Accounts- 
Mr.  Jameson £2,100    0  0 

Mr.  Conway  1.S50    0  0 

Mr.  Phelps 1,520    0  0 

,,  Sundry  Cr»  ditors — 

Sundry  Clients £3,200  10  2 

Counsels'  Fees  uni)aid   2,840  11  0 

Parliamentary  Disbursements 3,800  11  2 

Sundry  Persons    450  10  1 


14,000 


5.470 


10,292 


£29,762 


AND  PHELPS,  Solicitors 

for  the  year  ended  December  31,  1908 


547 


Cr. 


IPOS. 
)ec.  31 


!  1908. 

t 

Dec.  31 
„  31 
„  .SI 
„  31 
„   31 


1908. 
)ec.  31 


By  Costs  fharged  out  to  Clients  (including  Disbursements 
as  yer  Contra  made  ou  behalf  of  Clients  charged 
in  bills)— 

Chancery £5.641  10    2 

Common  Lhw  3,261     5    9 

Parliamentary  9.962  16    8 

Agency  17,896  10     4 

„   Copies  of  Docnments  supplied 

By  Balance  brought  down  

,,   Premiums  from  Articled  Clerks  

„  Interest  and  Commission  

„   Rents  (Subletting-j) 

,,  Directors'  Fees  earned  by  the  Partners 


By  Balance  brought  down 


169 


£36,932 


23,450 
500 
125 
240 
150 


£24,466 


14,525 


£14,525 


2  11 

18  I  4 


0   8 


December  31,  1908 


Cr. 


By  Premium  on  Lease  Account,  as  on  Dec,  31. 1907    £920    0  0 

ie««  Amount  written  otf 300    0  0 

,,   £200  Consols  (Stamp  Duties,  Investment)  at  cost 

,,    Furniture  and  Fittings,  as  on  December  31,  1907 

,,   Sundry  Debtors— 

Chancery   £5,842    9  1 

Common  Law S,241  16  4 

Parliamentarj' 6,891  14  1 

Agency 5,814    6  4 

„   Cash  at  Bank £1452  10  6 

„   Cash  held  on  belialf  of  Clients 2,562    0  0 

,,   Cash  on  De|io.sit 2  000    0  0 

„  Cash  in  hand 109  16  1 


620 

197 

1,000 


21,820 


10 


£29,762 


548        BOOK-KEEPING  AND  ACCOUNTS 

The  annual  accounts  of  Messrs.  Jameson,  Conway  and  Phelps, 
solicitors,  furnish  an  example  of  a  form  frequently  employed, 
especially  by  the  larger  firms  in  the  profession. 

The  student  will  note  that  the  first  section  of  the  Profit  and  Loss 
Account  is  credited  with  the  gross  amount  of  the  bills  of  costs  for 
the  year's  work.  The  debits  appearing  in  the  same  section  relate 
solely  to  the  various  disbursements  which  have  been  made  on  behalf 
of  clients,  and  have  been  duly  included  in  the  costs  appearing  on 
the  credit  side  of  the  account.  The  balance  of  this  account  does 
not,  therefore,  represent  ia  any  way  the  gross  profit  made,  but 
merely  shows  the  net  amount  of  the  fees  earned  during  the  year  for 
the  professional  work  accomplished. 

The  second  section  of  the  Profit  and  Loss  Account  (to  which  the 
above  net  total  of  fees  earned  has  been  carried  down)  is  charged 
with  all  the  expenses  incidental  to  the  carrying  on  of  the  office  work 
of  the  firm,  such  as  Salaries,  Stationery,  Rent,  etc.,  and  shows  a 
balance  which  represents  the  Net  Profit  earned  by  the  firm.  This 
Net  Profit  is  carried  down  to  the  appropriation  section,  and,  after 
charging  interest  upon  capital,  is  then  divided  amongst  the  partners 
in  accordance  with  the  terms  of  the  partnership  agreement. 

Duplicate  copies  of  all  the  bills  of  costs  sent  in  are  usuall}'  collected 
every  half-year,  and  bound  in  half-3'early  departmental  volumes. 
In  addition  to  the  bills  actually  sent  in  there  will  always  exist  in  a 
solicitor's  office  bills,  frequently  termed  *'  loose  bills,"  which  consist 
of  loose  sheets  on  which  the  charges  on  uncompleted  matters  are 
entered.  In  order  that  the  actual  work  completed  within  the 
year  may  be  properly  taken  credit  for,  it  is  necessary  to  pass  a 
Journal  entry  through  the  books  debiting  in  detail  the  individual 
clients  concerned,  and  crediting  '*  Costs  Account"  with  the  total  of 
the  amount  represented  by  these  loose  bills.  Care  must,  however, 
be  taken  to  reverse  these  entries  when,  in  due  course,  the  bills  are 
completed  and  bound  in  their  respective  half-yearly  volumes. 

In  some  firms  it  is  the  practice  to  take  credit  for  such  bills  only 
as  have  been  actually  delivered,  the  matter  being  treated  upon  a 
cash  basis.  This,  however,  is  an  unsatisfactory  method  of  pro- 
cedure, as,  if  large  matters  remain  open  at  the  close  of  any  given 
period,  the  succeeding  Profit  and  Loss  Account  is  unduly  credited 
with  work  which  has  been  largely  accomplished  in  a  previous  period. 

On  the  other  hand,  solicitors  frequently  receive  payment  in  ad- 
vance for  work  which  they  mndertake  to  perform.  In  such  cases 
care  must  be  taken  that  credit  is  only  taken  for  such  portion  of  the 
work  as  has  been  actually  completed  within  the  period  covered  by 
the  accounts.  The  balance  of  the  payment  in  advance  must  be 
treated  as  clients'  moneys  in  hand. 

It  will  be  noted  that  the  sum  received  as  **  Premiums  from 
Articled  Clerks,  £500,"  has  been  credited  to  the  Profit  and  Loss 
Account  for  division  amongst  the  partners,  together  with  the  general 
profits. 

It  is  the  practice  with  some  firms  to  credit  all  premiums  received 
from  this  source  to  the  individual  partner  to  whom  the  clerk  or 
clerks  in  question  are  articled.  In  these  cases  the  premiums  would 
not,  of  course,  appear  in  the  Profit  and  Loss  Account,  but  would  be 
credited  direct  to  the  Drawing  Account  of  the  particular  partner 
concerned. 

When,  as  sometimes  happens,  such  premiums  are  paid  in  advance 
in  a  lump  sum,  they  should  be  apportioned  in  appropriate  instal- 
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ments  over  the  period  they  cover,  usually  five  years,  the  unearned 
balance  being  carried  forward  by  means  of  a  Suspense  Account. 

The  small  cash  fees  earned  by  the  partners  as  Commissioners  of 
Oaths  for  affidavits,  declarations,  etc.,  are  almost  invariably,  as  in 
the  present  case,  treated  as  the  personal  earnings  of  the  individual 
partner  concerned,  and  do  not  appear  in  the  accounts  of  the  firm 
at  all. 

On  referring  to  the  Balance  Sheet  it  will  be  noted  that  the  Capital 
Accounts  of  the  partners  consist  of  "fixed"  amounts,  and  that  all 
drawings,  interest  and  share  of  profits  are  dealt  with  in  the  separate 
Drawing  Accounts  of  the  partners  in  the  manner  previously  explained 
on  page  230.  The  credit  balances  of  these  accounts  are  separately 
set  out  in  the  Balance  Sheet,  and  show  the  amount  which  each 
partner  is  entitled  to  withdraw  as  at  the  date  of  the  Balance  Sheet. 

It  will  also  be  noted  that  a  premium  has  been  paid  for  the  lease 
of  the  offices  occupied  by  the  firm,  which  is  being  gradually  extin- 
guished by  means  of  transfers  to  the  debit  of  the  Profit  and  Loss 
Account. 

The  Investment  (Consols  £200)  stands  in  the  Aames  of  the  senior 
partner  and  the  Secretary  of  Inland  Revenue,  and  is  maintained  in 
order  that  stamp  duties  may  be  paid  by  cheque  instead  of  by  cash 
only.  When  this  procedure  is  followed,  cheques  will  be  accepted 
at  Somerset  House  in  paj-ment  of  stamp  duties,  and  this  practice 
affords  considerable  convenience. 

It  will  be  noted  that  the  furniture  has  not  been  depreciated,  a 
recent  valuation  having  proved  higher  than  the  sum  at  which  the 
furniture  stands  in  the  books  of  the  firm. 

The  student  will  note  that  no  credit  has  been  taken  for  the  stock 
of  stationery  in  hand  at  the  close  of  the  period.  The  value  of  such 
stock  frequentlv  amounts  to  a  considerable  sum,  and,  strictly  speak- 
ing, it  should  be  credited  in  the  Profit  and  Loss  Account,  and  set 
out  in  the  Balance  Sheet  as  an  Asset  in  the  ordinary  way. 

It  will  also  be  noted  that  all  moneys  held  on  behalf  of  clients  are 
stated  separately,  and  are  represented  by  distinct  and  separate 
accounts  at  the  firm's  bank.  This  is  a  healthy  practice  in  the  case 
of  a  professional  firm.  A  recommendation  that  clients'  moneys 
should  be  so  dealt  with  was  contained  in  the  report  of  the  Special 
Committee  of  the  Incorporated  Law  Society  (April  1900). 

The  accounts  are  otherwise  self-explanatory.     , 
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The  Balance  Sheet  of  the  Consolidated  Gold  Fields  of  South 
Africa,  Ltd.,  illustrates  a  typical  Balance  Sheet  of  a  large 
financial  company.  The  company  in  question  has  formed  and  floated 
a  number  of  subsidiary  companies  to  work  individual  gold-mining 
areas,  and,  as  the  "parent"  company,  holds  large  blocks  of  shares  in 
these  undertakings,  together  with  many  other  properties. 

The  item  calling  for  special  notice  on  the  Liabilities  side  of  the 
Balance  Sheet  is  the  Reserve  of  £2,000,000  ;  this  is  shown  as  being 
invested  to  the  extent  of  one-half  "in  the  business,"  the  balance 
being  invested  in  British  Government  Securities,  the  corresponding 
investments  for  which  appear  as  amounting  to  £935,016  8s.  M..  on 
the  credit  side  of  the  statement  ;  the  diflference  between  the  Invest- 
ments enumerated,  and  the  nominal  amount  of  the  Invested  Reserve 
(£1,000,000)  is  presumably  due  to  depreciation  or  other  causes. 

The  balance  of  the  Reserve  (£1,000,000),  as  stated  above,  is  "  in- 
vested in  the  business  "  ;  in  other  words,  none  of  the  investments  or 
assets  held  are  specifically  earmarked  as  representing  it,  and  the 
Reserve  is  merely  covered,  in  company  with  the  Share  Capital,  by 
the  General  Assets  of  the  undertaking. 

There  appear  on  the  Balance  Sheet  as  a  memorandum  (not 
included  in  the  additions  of  the  Balance  Sheet  columns)  contingent 
Liabilities  amounting  to  £106,051  2s.  6rf.  in  respect  of  "  Uncalled 
Capital  on  Investments."  This  item  represents  the  uncalled  portion 
of  the  shares  held  by  the  Company,  the  amount  of  which  it  is  liable 
to  be  called  upon  to  pay  at  any  time. 

In  the  Profit  and  Loss  Account  it  will  be  noticed  that  a  net  sum 
of  £733,885  13s.  lie?,  was  made  by  realizing  investments,  by  divi- 
dends, commissions  and  other  items,  after  allowing  for  an  unspecified 
provision  for  depreciation  and  losses  of  various  descriptions  ;  the 
stating  of  this  combined  net  total  is  doubtless  due  to  a  desire, 
similar  to  that  of  trading  companies,  not  to  prejudice  the  company 
by  disclosing  to  its  rivals  complete  details  of  its  internal  working. 
A  further  sum  of  £200,526  6s.  2d.  is  written  off  as  depreciation  of 
investments  in  the  second  portion  of  the  account. 

Probably  the  asset  which  presents  the  greatest  difficulty  from  the 
valuation  point  of  view  is  "Property  and  Ventures,  £74,065  12s.  8c?." 
This  item  presumably  consists  largely  of  mining  ••claims"  in  various 
etages  of  development,  and  expenditure  upon  •*  exploration"  and 
other  ventures.  In  cases  where  mining  development  is  in  its  early 
stages,  the  stock  of  gold-bearing  earth  or  rock  which  has  been 
accumulated  on  a  gold-mining  property  often  presents  great  diffi- 
culties from  a  stocktaking  point  of  view.  Of  course  in  the  case  of 
alluvial  mines,  where  the  gold  is  free  and  uniform  in  character,  the 
local  Banks  will  generally  buy  the  dust  outright,  and  valuation 
difficulties  are  not  therefore  great.  But  in  cases  where  the  gold 
has  to  be  retorted  from  quartz,  valuations  of  the  "  banked  "  material 
present  much  greater  difficulties.  In  many  cases  low-grade  ores 
entail  heavy  expenditure  in  "dressing"  before  they  are  marketable, 
or  before  smelting  or  other  process  can  be  proceeded  with. 

The  remainder  of  the  items  are  of  a  comparatively  simple  nature 
and  are  self-explanatory. 
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PENINSULAR  AND  ORIENTAL 

STATEMENTS  OF  ACCOUNT 

Op.  general  WORKING 


Expenditure. 

Expense  of  Navigating  Ships,  etc. — 

Coal,  including  freiglit  and  all  charges £743,860  19    0 

Lubricating  and  Liirap  Oils  and  Water 36,47117    4 

Port  and  Light  Dues,  Pilotage,  Towage,  and  Miscel- 
laneous Ships' Charges 215,514    4  11 

Pay  of  Commanders,  Officers  and  Crews 828,180    1    2 

Provisioning  of  Passengers,  Commanders,  Officers  and  Crews  

Buez  Canal  Dues— On  Ships  and  Passengers 


General  Administration  at  Home  and  Abroad,  viz.— 

Directors' and  Auditors' Fees £5,105    0    0 

Salaries  and  Wages  of  Employees  at  Home  and  Abroad, 

all  Stations 116,916    4  10 

Rents,  Taxes,  Fire  Insurance  and  Repairs  of  Premises, 

all  Stations 15,592    8  10 

Telegran)S,  Telephones,  and  Stamps,  all  Stations 10,549    4    1 

Adveriisiuff,  all  Stations  15,80110    0 

Stationery  and  Printing,  aif  5«a«ona 6,815    0    1 

Office  and  House  Expenses,  Travelling  Cliarges,  etc., 

all  Stations 14,306    4  10 


Reduction  of  Establishments — 
Payments  during  the  year  on  this  Account 

Miscellaneous  Expenses- 
Damages,  Claims  on  Cargo,  and  Law  Charges £23,794  7  11 

Life  Assurances  of  Employees— Company's  Contribu- 
tion    4,043  2    1 

Expenses  of  Steamers  laid  up 11,345  7    2 

Quarantine  Charges 1,860  0    9 


Ships'  Repairs,  Stores,  and  General  Maintenance  Charges  during  present 

year 

Income  Tax  on  Profits  (balance) 

Interest  on  3J  percent.  Debenture  Stock 


Insurance  Charges,  viz.— 
Fire  Insurance  in  Port,  and  risks  to  and  from  Antwerp, 

etc £8,531    5 

General  Average  claims.  Damages  tlirough  stress  of 
weather,  and  other  casualties 12,455    2 


Stock  in  Ships — 
Amount  carried  to  that  Account  for  Dei)reciation  on  Fleet  during  the 
year -      

Surplus — 
Dividends  dne  June  i,  1908,  viz. — 
On  Preferred  Stock,  2J  per  cent. , 
On  Defen-td     do.     Si      „ 


Dividends  due  December  18,  1908— 
On  Preferred  Stock,  2^  per  cent. ... 
On  Deferred     do.     6^      ,, 

Bonus  on  do.       do.     3       „ 


Balance    to    be    carried    forward 
1908-1909 58,425 


£29,000 
40,600 

0  0 
0  0 

£29,000 
75,400 
34,800 

0  0 
0  0 
0  0 

139,200 
58,425 

0  0 
3  11 

69,600    0    0 


197,625    3  11 


£ 

«. 

1,324,027 
304,704 
329,576 

2 

12 
13 

18-1,585 

7 

260 

0 

41,042 

17 

185,308 
3,208 
63,000 

1 
2 
0 

20,986 

7 

374,143 

17 

267,225 

3 

£3,098,068 

6 
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STEAM  NAVIGATION  COMPANY 
for  the  year  ended  September  30,  1908 
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ACCOUNT 


Cr. 


Receipts. 

Amount  brought  forward  from  last  Account £157,328  19    9 

less  Dividends,  etc.,  due  December  17, 1907 139,20t)    0    0 

Passage  Money £1,168,265  15    0 

Freight,  Charters,  and  Miscellaneous  Services 1,520,080  19    6 

Government  Contract  Services — 

India,  China  and  Australia  (net  amount) 

Russian  Government — Settlement  effected  through  the  Foreign  Office 

for  seizure  of  s.s.  "Malacca" 

Interest,  Discount,  and  Exchange — 
Balance  of  Account 


£ 

s. 

18,128 

19 

688,846 

14 

309,921 

16 

10,000 

0 

71,670 

15 

£3,098,068       5 
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The  Peninsular  <nd  Oriental  Steam  Navigation  Company  is  one 
of  the  greatest  of  the  British  Shipping  lines,  and  its  accounts  form 
a  good  illustration  of  the  published  accounts  of  a  company  owning 
a  fleet  of  vessels  both  for  cargo  and  passenger  service. 

The  most  lengthy  statement  published  is  the  General  Working 
Account,  i.  e.  the  Trading  or  Profit  and  Loss  Account. 

In  connection  with  this  statement  it  will  be  noted  that,  in  con- 
trast with  some  of  the  trading  companies  previously  dealt  with,  the 
Company  under  review  appears  to  have  found  it  feasible  to  publish 
a  full  statement  of  its  trading. 

Turning  to  the  Working  Account,  it  will  be  noted  that  the 
largest  items  on  the  credit  side  are  those  of  receipts  for  Passage 
Money  from  passengers  (£1,168,265  155.),  and  those  for  the  con- 
veyance of  Goods  (Freight),  the  leasing  of  vessels  (Charters),  and 
miscellaneous  services  (£1,520,080, 19s.  bd.).  The  Company  possesses 
Government  contracts  for  the  conveyance  of  mails,  and  has  received 
£309,921  16s.  Id.  under  this  heading.  An  exceptional  receipt  also 
appears  on  this  side  of  the  account,  viz.  a  sum  of  £10,000  paid  by 
the  Russian  Government,  presumably  as  compensation  for  the 
seizure  of  the  steamship  Malacca. 

On  the  debit  side  of  the  account  are  set  forth  the  various  items 
of  loss  or  expenditure  incurred  during  the  year — the  heaviest  ex- 
penditure being,  as  is  natural,  that  upon  coal.  The  dues  payable 
to  the  Suez  Canal  authorities  for  the  use  of  the  canal  are  large 
(£329,576  13s,  8rf.),  as  also  is  the  amount  written  off  the  Company's 
fleet  (£374,143  17s.). 

The  Reserve  and  Suspense  Accounts  show  that  the  Company 
possesses  accumulations  of  profits  amounting  to  one  and  a  half 
million  pounds. 

The  Balance  Sheet  has  been  prepared  (according  to  modern 
British  practice)  with  its  sides  reversed,  the  Liabilities  appearing 
on  the  credit  side,  and  the  Assets  on  the  debit  side  ;  this  practice 
is,  however,  customary  both  on  the  Continent  and  in  America. 

The  items  set  forth  in  the  Balance  Sheet  are,  for  the  most  part, 
self-explanatory,  reference  may  however  be  made  to  the  item  of 
*'  Sundry  Balances  and  Accounts  not  closed,  £1,074,488  16s.  lid" 
What  this  item  really  represents  it  is  impossible,  in  view  of  the 
vagueness  of  the  description,  to  say.  Any  and  every  Balance  on 
either  side  of  a  Balance  Sheet  could  be  thus  described  or  grouped 
together,  and  the  item  cannot  be  regarded  as  lucid.  It  might  be 
entirely  composed  of  amounts  owing  to  creditors,  or  again  it  might, 
though  it  is  hardly  likely,  be  entirely  an  additional  reserve.  The  item 
doubtless  includes  the  amounts  owing  to  the  Company's  creditors  ; 
but  beyond  this  it  is  impossible  to  say  what  the  description  covers. 

The  Cash  Balance  is  stated  as  follows,  viz.  "Cash  at  Bankers, 
in  hands  of  Agents,  and  ln\es.tm&[iis  {less  Acceptances),  £2,679,974  7s. 
This  entry  lacks  lucidity,  and  could  be  amplified  with  advantage  ; 
the  balance  of  "Cash  at  Bankers"  should,  in  the  author's  opinion, 
have  been  stated  separately,  and  not  merged  with  the  less  readily 
realizable  assets  of  Book  Debts  and  Investments.  Again,  the  sums 
due  from  agents  should  have  been  set  forth  in  a  separate  total.  The 
Investments  should  preferably  have  been  stated  separately,  and  their 
nature  and  valuations  added.  Finally,  the  deduction  of  acceptances 
outstanding  [i.  e.  certain  liabilities)  from  the  cash  balance,  or  the 
total  of  the  liquid  assets,  is  a  form  of  entry  which,  in  a  book-keeping 
sense,  cannot  be  approved. 
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BARCLAY,    PERKINS 
BALANCE  SHEET, 


To  Capital— 

10,200  Ordinary  Sl>ares  of  £100  each  issued  fully 

paid £1,020,000    0    0 

180,000  4  per  cent.  Cumulative  Preference  Sliares 

of  £10  each,  fully  paid 1,800,000    0    0 


3J  per  cent.  Mortgage  Debenture  Stock- 
Part  of  Authorized  Amount  of  £1,700,000  secured 

by  Tr'ist  Deed  and  fully  paid £1,450,000    0    0 

Interest  accrued  thereon 12,687  10    0 


Special  Reserve  Account- 
Balance  as  per  last  accmnt £101,739    8    3 

Less  Losses  on  Loans  to  Publicans, 

written  off,  etc £22,954    1     7 

Less  Loss  by  Fire  on  Bishop  Stort- 

ford  Maltings 4,667  13    7 

Less  Provision  for  depreciation  of 

Tenancy  Loans 20,534    2    2 

48,155  17    4 


Mortgage  Sinking  Fund  Account. 
General  Reserve  Account 


63,583  10  11 
72.752  15  4 
60,000  0  0 
82,489    5    0 


Depreciation  of  Investments  Reserve. 

Liabilities  on  Mortgage  of  Public  Houses,  Loan  and  Intere-'t  accrued 

Publicans'  Trade  and  other  Deposits,  with  Interest  nccrued 

Loans  secured  on  Investme  its 

Outstanding  Interest  and  Dividends 

Sundry  Creditors,  Trade  and  other  Accounts £56,546  16    8 

Beer  Duty  (March) 17,758    7    0 


Profit  and  Loss  Account-  - 

Balance  as  at  March  31,  1908 £21,638  12 

Less  Transferred  to  Mortgage  Sinking  Fund 14,255  15 


AM  Profit  as  per  annexed  Account. 


7,377  17    0 
90,704  10    1 


Leu  Preference  Dividends. 


98,082    7    1 
72,000    0    0 


2,820,000 


268,825 

82,643 

176.431 

825,000 

140 


74,305 


£5.236.116 


10 


NoTB.— Contingent  Liability  on  Goarantee  of  Customers'  fixed  term  Mortgages,  subject  to 
value  of  Property  so  charged,  less  value  of  Sub-Mortgage  held  by  Company,  £579,200. 
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PROFIT  AND  LOSS  ACCOUNT, 


To  Depreciation  of  Buildings,  Machinery,  Leasehold  Property  and 
Furniture,  etc.,  other  than  Depreciation  on  Tenancy  Loans 
charged  to  Special  Reserve „ 

„  Interest  on  First  Mortgages,  Loans,  etc 

„  License  Compensation  Levies 

,j  Income  Tax  Debit 

y  Balance  carried  down 

..  Interest  3J  per  cent.  Debenture  Stock 

..  Balance  carried  to  Balance  Sheet 


40,430 

11,934 

6,458 

178 

141,454 


£199,457 


50,750 
90,704 


£141,454 


10 


10 


&  CO.,   LIMITED 
March  31,  1909 
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By  Freehold  and  Leasehold  Brewery,  Plant,  Machinery, 
etc. — 

Balance  as  per  last  Account £''97,791  15    8 

Additions  to  date 21,852  19    7 

719,6)4  15    3 
Zfss  Depreciation  and  Sales,  etc 18,668  12    2 

Goodwill 

,5  Freehold  and  Leasehold  Public  and  other  Houses,  Reversions  and 

Equities* 

,,  Loans  to  Publicans  and  Interest  accrued  thereon  to 

date,  including  Houses  in  hand,  Trade  Debtors  and 

Outstandiiip  Accounts £2,738,782    3    6 

Zc«s  Reserve 327,519  19    0 

„  Stocks  of  Beer,  Malt,  Hops,  nnd  Supplies  (at  cost),  Casks,  Horses, 
Drays,  Motor  Wagons  and  Furniture 

.,  Investments  at  Cost,  viz. — 

British  Railway  Debentures  and  Preference  Stocks 
and    Municipal    Loans,   with    Interest   accrued 

thereon  (value  at  date,  £345,435) £492,748    8  11 

Sinking  Fund,  Trade  and  other  Investments 125,905  12    3 

„  Cash  at  Bankers  and  on  hand 


700,976 
858,988 

948,287 


,411,262 
188.121 


618,654 
14,826 


£5,286,116 


*  The  deeds  of  four  of  the  above  properties,  valued  at  £23,212  8a.  Od.,  have  been  deposited 
as  collateral  security  for  contingent  liability  per  contra. 

for  the  year  to  March  31,  1909  Cr. 


By  Gross  Profit  on  Trading,  after  making  Provision  for  Bad  and  Doubt- 
ful Debts 

£ 

184,630 

14,710 

61 

55 

8. 

3 
12 
3 
3 

d. 

7 

,,  Interest  on  Investments 

0 

,,  Interest  on  Deposit  with  Bankers , 

8 

„  Transfer  Fees 

0 

„  Income  Tax  Credit 

£199,457 

1 

10 

„  Balance  brought  down , 

£ 
141,454 

8. 

10 

d. 
1 

£141,454 

10 

1 
=89 

560       BOOK-KEEPING  AND  ACCOUNTS 

Messrs.  Barclay,  Perkins  &  Co.,  Ltd.,  are  brewers,  and  their 
Balance  Sheet  may  be  taken  as  typical  of  the  Balance  Sheets 
published  by  the  great  brewery  companies. 

The  principal  point  calling  for  consideration  in  the  case  of  a 
brewery  company  arises  out  of  its  commitments  in  regard  to  what 
are  known  as  "  tied  houses."  For  many  years  past  it  has  been  the 
practice  of  the  big  brewery  companies  to  invest  largely  in  the 
leaseholds,  freeholds,  and  goodwill  of  numerous  public-houses, 
doubtless  in  order  that  they  shall  possess  an  assured  and  sufficient 
series  of  depots  for  the  sale  of  their  products.  Tlie  great  majority 
of  these  establishments  were  sub-let  to  individual  publicans  ;  and,  in 
addition,  many  individual  tenants  of  hotels,  restaurants  and  public- 
houses  were  granted  substantial  advances  on  first  or  other  mortgage 
of  their  promises  or  goodwill,  in  order  to  enable  them  to  acquire 
their  premises,  or  to  start  in  business  for  themselves.  It  was  always, 
of  course,  a  sine  qud  non  in  regard  to  these  sub -leases,  or  loans,  that 
no  malt  liquors  should  be  sold  at  the  houses  in  question  other 
than  those  produced  by  the  particular  brewery  making  the  advance, 
hence  the  derivation  of  the  term  "  tied  houses."  At  the  time  when 
this  extensive  amount  of  financing  took  place,  there  was  current  a 
'*  boom  "  in  the  value  of  licences,  partly  arising  out  of  the  competi- 
tion to  buy  them  among  dififerent  brewers,  and  partly  due  to  the 
limited  supply — the  magistrates  frequently  refusing  to  grant  licences 
to  newly-erected  houses. 

Of  late  years,  many  brewery  companies  have  suffered  severely 
through  losses  arising  out  of  their  tied  houses ;  it  may  be  said 
that  almost  without  exception  the  value  of  licensed  properties  has 
fallen  throughout  the  country  owing  to  various  causes,  and  that  the 
brewers,  in  whose  hands  the  majority  of  this  class  of  property  had 
become  collected,  either  as  owners  or  mortgagees,  have  naturally 
sustained  serious  losses.  In  many  cases,  the  amount  lent  upon,  or 
invested  in  tied  houses,  largely  exceeded  all  the  other  assets  appear- 
ing in  a  brewery  company's  Balance  Sheet ;  and  the  company  became 
not  only  brewers,  but  also  constant  lenders  of  funds  upon  property 
connected  with  the  sale  of  their  manufactured  products. 

The  losses  sustained  through  tied  houses  are  exemplified  in  many 
brewery  companies'  Balance  Sheets  more  conspicuously  than  in  the 
one  under  review,  in  which  the  losses  are  not  striking ;  but  even  in  this 
Balance  Sheet  the  largeness  of  the  sum  locked  up  in  loans  on  licensed 
property  is  evident.  The  loans  to  publicans  (with  interest),  includ- 
ing houses  in  hand  (i.  e.  houses  taken  possession  of  under  the  mort- 
gage for  one  reason  or  another),  trade  debtors  and  outstanding  ac- 
counts amount  in  the  Balance  Sheet  set  out  above  to  £2,41 1 ,262  4s.  Qd. , 
i.  c.  nearly  half  the  total  assets  of  the  concern.  In  addition  to  this, 
£943,287  18s.  Qd.  has  been  invested  in  the  acquisition  of  Freehold 
and  Leasehold  Public  and  other  Houses,  Reversions  and  Equities. 
As  against  these  two  large  totals  of  assets  two  transfers  from  the 
Special  Reserve  Account,  apparent  on  the  debit  side  of  the  Balance 
Sheet,  are  of  a  significant  nature,  viz.  that  for  "  Losses  on  Loans  to 
Publicans  written  off",  etc.,  £22,954  Is.  7c?.,"  and  "Provision  for 
Depreciation  of  Tenancy  Loans  {i.  e.  loans  to  tenants  of  licensed 
premises  owned  by  the  Brewery),  £20,534  2s.  2d. "  In  order  to  be  in  a 
position  to  lend  freely  on  licensed  property  many  brewery  companies 
receive  money  on  deposit  at  interest  from  the  public.  In  the  Balance 
Sheet  under  review  these  liabilities  appear  under  "  Publicans'  Trade 
and  other  deposits,  with  interest  accrued,  £176,431  17s.  Id." 


THE  FORM  OF  PUBLISHED  ACCOUNTS    561 

The  Company  owns,  as  shown  by  its  Balance  Sheet,  investments 
of  the  book  value  of  £492,748  8s.  \\d.  (the  market  value  of  which  is 
£345,435)  and  Sinking  Fund,  Trade  and  other  Investments  amount- 
ing to  £125,905  12s.  36^.  These  investments  are  not  entirely  at  the 
Company's  disposal,  as  a  reference  to  the  Liabilities  side  of  the 
Balance  Sheet  shows  that  it  has  raised  loans,  secured  on  them, 
amounting  to  £325,000. 

The  Company  has  further  created  a  sinking  fund  for  the  redemp- 
tion of  certain  mortgages,  and  has  set  aside  a  sum  of  £72,752  15s.  M. 
as  a  reserve  in  this  direction  out  of  profits.  The  setting  aside  of  the 
reserve  appears  to  have  been  accompanied  by  the  withdrawal  of  a 
corresponding  amount  of  cash  from  the  business,  and  its  investment 
in  the  form  of  a  sinking  fund  policy  taken  out  with  an  Insurance 
Company  {i.  e.  a  policy  to  secure  the  payment  of  a  fixed  sum  at  a 
given  date,  an  annual  or  other  periodical  premium  being  payable 
until  that  date  arrives). 

The  "  Licence  Compensation  Levies,  £5,458  7s.  Oc?.,"  are  obligatory 
contributions  towards  a  fund  established  by  the  Government  for  the 
compensation  of  the-owners  of  licensed  premises,  the  licence  of  which 
is  withdrawn  by  the  magistrates  on  grounds  other  than  the  default 
of  the  licencee. 

There  appears  on  the  liabilities  side  of  the  Balance  Sheet  an 
amount  of  £17,758  7s.  Od.  owing  by  the  Company  in  respect  of  "Beer 
duty  for  the  month  of  March  1909  "  {i.  e.  the  last  month  of  the  period 
covered  by  the  accounts).  This  represents  the  amount  of  the 
Government  Duty  on  the  beer  manufactured  during  the  month  in 
question,  and  is  owing  to  the  Excise  authorities.  In  order  to  facili- 
tate the  due  collection  of  this  duty,  all  breweries  are  obliged  to  keep 
a  book  called  an  *'  Excise  Brewing  Book,"  which  is  always  open  to 
the  inspection  of  the  Excise  officer,  and  from  this  book  is  derived 
the  information  upon  which  the  duty  payable  to  the  Government  is 
calculated ;  it  contains  details  of  the  materials  and  quantities 
employed  in  brewing  the  beer,  of  the  resultant  manufactured 
product,  and  much  other  technical  information. 

The  note  appended  on  the  liabilities  side  at  the  foot  of  the 
Balance  Sheet  is  one  which  discloses  the  existence  of  a  contingent 
liability  for  a  considerable  amount,  and  one,  moreover,  which 
appears  to  have  arisen  out  of  the  practice,  common  among  breweries, 
of  financing  and  assisting  their  customers  in  various  ways  on  con- 
dition of  their  becoming  "tied"  to  the  brewery  as  regards  the  saje 
of  malt  liquors.  There  exists  "a  contingent  liability  on  guarantee 
of  customers'  fixed  term  mortgages,  subject  to  value  of  property  so 
charged,  less  value  of  sub-mortgage  held  by  company  for  £579,200." 
This  note  would  appear  to  convey  the  fact  that  the  brewery  com- 
pany has  guaranteed  to  the  persons  from  whom  certain  of  its 
customers  have  borrowed  money  on  mortgage  of  their  premises,  the 
due  repayment  of  the  sums  so  lent  to  the  customers  ;  the  brewery 
doubtless  taking,  by  way  of  security,  a  sub-mortgage  of  the  pre- 
mises so  hypothecated,  the  customer,  at  the  same  time,  becoming 
••  tied  "  to  the  exclusive  sale  of  the  brewery's  products. 

The  remainder  of  the  items  in  the  Balance  Sheet  are  to  a  great 
extent  of  an  ordinary  nature,  and  require  no  special  mention. 
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J.  LYONS  &  CO., 
PROFIT  AND   LOSS  ACCOUNT, 


To  Salaries,  Wages,  Rents,  Rates,  Repairs,  MaintenaTice,  Horse-keep 

and  other  expenses 

,,  Balance  carried  down 

„  Depreciation 

„  Debenture  Stock  Interest 

^  Balance  carried  to  Balance  Sheet 


681,454 
287,t51 


£969,305 


£ 

67,452 

17,625 

202,773 


£287.851 


16 


10 


«.  d. 

17  I     3 

0  i    0 

14  '     8 


11  I  11 


BALANCE  SHEET, 


Capital  and  Liabilities. 

To  Capital  Authorized— 

400,000  Ordinary  Shares  of  £1  each £400,000    0 

600,000  5  per  cent.  Cumulative  Preference  Shares  of 
£1  each 500,000    0 


£900,000    0    0 


Capital  Issued — 

331,000  Ordinary  Shares  of  £1  each  fully  paid 

500,000  5  per  cent.  Cumulative  Preference  Shares  of  £1  eacli  fully 
I«id 


Liabilities? — 

First  Mortgage  Debenture  Stock  at  4  per  cent £300,000    0  0 

Accrued  Interest  on  ditto, /m  tax 2,850    0  0 

4i  per  cent:  Debentuie  Stock 125,000    0  0 

Accrued  Interest  on  ditto,  ^e««  tax 1,835  18  9 

Trade  and  other  Creditors,  and  Credit  Balances 137,865    0  4 

Dividends  unclaimed 529  18  4 


Reserve . 


Profit  and  Loss  Account — 

Balance  as  per  last  Account £121,267  13 

Less  Final  Dividend  on  Ordinary 
Shares  for  half-year  ending  March 
81,  1908,  at  the  rate  of  40  per  cent, 
per  annum £66,200    0    0 

Transferred  to  Reserve 40,000    0    0 

Proportion  of  Preference  Sliare  Divi- 
dend to  March  31,  1908 8,833    6    8 


114,533    6    8 


£6,734    7    0 
To  Balance  from  account  for  the  year  ending  March 
31.  1909 202,773  14    8 


Z««s  Preference  Dividend  from  date  of 

last  Balance  Sheet  to  Nov.  30, 1908  £16,666  13    4 
Interim  Dividend  on  Ordinaiy  Shares 

already  paid  for  half-year  ending 

September  30, 1908,  at  the  rate  of  25 

per  cent,  per  annum 41,375    0    0 


£209,508    1    8 


58,041  13    4  ! 


331,000 
500,000 


667,080 
480,000 


151.466 


£2,029,547 


LIMITED 

for  the  year  ending  March  31,  1909 
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By  Gross  Profit  on  Trading,  etc.,  after  deducting  special  Exhibition 
expenses  to  March  31   1909                                             .            

£ 

962,734 
6,571 

«. 

8 
8 

d, 
0 

„  Interest  and  Transfer  Fees,  etc 

10 

£969,305    1  16  '  10 

„  Balance,  being  Profit  for  the  year  ending  Marc''  31,  1909 

£ 
287,851 

s. 
11 

d. 

£287,851 

11 

11 

March  31,  1909 


Property  and  Assetc. 

By  Freehold  Land,  Buildings  and  Leasehold  Premises, 
Fixtures,  etc.,  as  last  year  (after  dejireciation) 
and  subsequent  outlay,  including  Expenditure 

on  Uncompleted  Works £1,125.380  14    2 

Less  Estimated  Depreciation  for  the  year 22,010    0    6 


Outlay  for  sundry  installation  expenses 
Less  written  off 


J.245  16    4 
1,261    0    4 


„  Goodwill,  as  per  last  Account 

„  Stoclc-in-Trade,  as  per  Inventories,  etc.,  at  cost  or  under 

„  Sundry  Debtsrs  (after  providing  for  bad  and  doubtful  debts)  and 
other  Debit  balHncea 


Insurances,  Rents,  etc.,  Paid  in  Advance,  and  Deposits  on  Stocks 
in  Bond 


Plant,  Machinery,  Fittings,  Ovens,  etc.,  as  Jast  year 

(after  depreciation)  and  subsequent  outlay £299,222  17    9 

Less  Estiujated  Depreciation  for  the  j  ear 45,442  16    9 


Sundry  Investments  and  Secured  Loans  and  Interest  accrued  after 
providing  an  Estimated  Depreciation 


Cash  at  Bankers  on  Current  and  Deposit  Account,  and  in  Hand. 


1,103,370 

4,984 
39.189 

247,946 
54,754 
42,778 

258,780 
202,918 
79,824 


£2,029,547 
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Messrs.  J.  Lyons  &  Co.,  Ltd.,  are  the  well-known  firm  of 
caterers,  restaurant  and  tea-shop  proprietors  owning  numerous 
restaurants  and  depots,  principally  situate  in  London. 

The  majority  of  the  items  in  the  Balance  Sheet  are  of  a  compara- 
tively simple  nature,  and  do  not  call  for  explanation.  The  amount 
shown  among  the  assets  for  Goodwill  is  £39,189  10s.  Od.,  which  is 
doubtless  far  below  the  real  value  of  the  asset  in  question,  and 
indicates  a  sound  condition  of  aflfairs.  The  profits  for  the  year  end- 
ing the  31st  of  March,  1909,  are  shown  as  being  over  £200,000,  a 
figure  which  aflfords  a  striking  contrast  to  the  low  valuation  placed 
upon  the  Goodwill. 

In  a  company  engaged  in  a  highly  competitive  business  such  as 
this,  the  Profit  and  Loss  Account  can  usually  only  be  shown  in 
summarized  form.  This  procedure  has  been  adopted  in  the  Profit 
and  Loss  Account  subjoined,  in  which  the  Gross  Profit  on  trading 
and  the  expenses  of  the  business  appear,  in  each  case,  in  the  form 
of  a  single  total  of  large  amount. 

Among  the  liabilities,  it  will  be  noted  that  the  item  "Trade 
Creditors,  etc.,"  embraces  also  "Credit  Balances."  It  is  to  be 
presumed  that  sundry  reserves  and  suspense  accounts  have  been 
provided  in  the  Company's  books  for  accrued  liabilities  or  antici- 
pated losses  or  wastages.  It  has  not,  however,  been  deemed 
necessary  to  disclose  the  natu.-e  of  these  provisions  in  the  published 
accounts. 

The  depreciation  provided  for  the  wastage  which  has  occurred 
during  the  year  in  connection  with  the  "Leasehold  Premises, 
Fixtures,  etc.,"  viz,  £22,010  Os.  6rf.,  is  probably  one  of  the  most 
important  items  in  the  accounts  of  the  Company.  The  accuracy  of 
the  profit  figure  arrived  at  depends,  of  course,  upon  the  adequacy  or 
otherwise  of  this  estimate.  Doubtless  in  the  case  of  the  Company 
under  review  ample  provision  has  been  made. 

It  will  be  noted  that  the  "  Stock  in  Trade,  £247,946  10s.  Id.  "  has 
been  valued  at  cost  or  under. 

The  "Debit  Balances"  included  with  the  Sundry  Debtors  con- 
sist presumably  of  certain  accrued  but  unpaid  income,  and  of 
sundries  of  the  opposite  nature  to  those  which  are  provided  for  in 
the  item  "Credit  Balances"  referred  to  above  as  appearing  among 
the  liabilities. 

It  will  be  noted  that  the  investments  in  hand,  £202,918  17s.  Od.^ 
are  not  ear-marked  as  being  held  on  account  of  the  "  Reserve."  It 
must,  therefore,  be  assumed  that  the  Reserve  shown,  £480,000  Os.  Od. , 
is  invested  in  the  business  generallj'.  The  nature  of  the  investments 
held  might  have  been  appended  with  advantage  ;  presumably  they 
are  to  a  certain  extent  of  the  "gilt-edged"  or  readily  realizable 
variety,  but  to  what  extent  it  is  impossible  to  state ;  it  is  also 
possible  that,  under  the  heading  of  "Sundry  Investments,"  interests 
in  subsidiary  companies  and  allied  undertakings  are  included. 
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The  accounts  of  Water  Companies  are  scheduled,  amongst  those 
of  other  undertakings,  in  the  syllabuses  of  several  examining  bodies, 
and  inquiries  are  naturally  made  by  the  student  as  to  the  form  and 
nature  of  accounts  of  such  concerns.  The  above  accounts  of  the 
well-known  Colne  Valley  Water  Company  will  prove  interesting 
and  instructive  to  the  student. 

The  student  will  note,  in  the  first  instance,  that  the  form  of  the 
above  account  is,  subject  to  the  needs  of  the  case,  almost  precisely 
similar  to  that  employed  by  Gas  Companies.  The  various  acts 
regulating  the  formation  and  management  of  Water  Companies  do 
not  stipulate  that  the  accounts  shall  be  prepared  in  any  particular 
form.  The  statutory  forms*  applicable  to  Gas  Companies  have  by 
general  custom  been  largely  adopted  by  Water  Companies.  The 
Double  Account  system  is  employed  and  the  usual  statement  of 
' '  Capital "  is  followed  by  a  "  Capital  Account, "  "  Revenue  Account " 
and  *'  General  Balance  Sheet." 

The  position  of  a  Water  Company  is  almost  identical  with  that 
of  a  Gas  Company.  Under  certain  restrictions  the  Company  has 
practically  been  granted  a  monopoly  for  the  supply  of  a  prime 
necessit}'  to  a  given  district.  Water  is  used  for  Domestic,  Trade 
and  Public  purposes,  and  suitable  records  of  each  class  of  supply  are 
necessary.  The  parliamentary  powers  possessed  by  tiie  Company 
regulate  the  charges  made  for  domestic  supplies,  but  the  charge  is 
almost  invariably  based  upon  the  rental  value  of  the  house  occupied 
by  the  customer.  Supplies  for  trade  and  public  purposes  are 
frequently  made  under  contract  arranged  by  bargain  between  the 
customer  and  the  Company. 

The  bulk  of  4,he  book-keeping  of  a  Water  Company  represents  the 
detailed  record  of  the  domestic  supplies.  A  form  of  a  Water 
Company's  Consumers  Ledger  is  given  on  page  358  and  its  uses 
are  explained  on  page  357.  In  the  case  of  large  Companies  separate 
Ledgers  of  this  description  are  kept  for  each  district  served  by  the 
Company.  As  a  general  rule  such  Ledgers  are  provided  wiih 
sufficient  columns  to  last  about  four  years.  Bad  Debts,  and  similar 
losses,  are  passed  through  the  "allowances"  columns.  In  cases 
where  water  is  supplied  at  a  given  rate  per  1000  gallons,  the 
procedure  and  record  are  practically  identical  with  those  of  a  Gas 
Company.  A  Meter  Book,  or  Laid  on  Book,  is  kept  containing 
particulars  of  the  water  consumed  as  taken  by  the  inspectors. 
This  book  is,  in  due  course,  posted  to  the  Meter  Eent  Ledger, 
which  is  ruled  in  the  necessary  number  of  columns  and  contains 
information  similar  to  that  given  in  a  Gas  Rental  Ledger  (see 
p.  539). 

The  general  book-keeping  of  a  Water  Company  differs  but  little 
from  that  of  an  ordinary  commercial  concern.  The  income  from 
the  various  sources  is  collected  in  the  General  Cash  Book  in  daily 
or  weekly  totals  from  the  subsidiary  Cash  Books.  The  Purchases 
Journal  is  kept  in  columnar  form,  and  great  care  is  necessary  in  the 
analysis  of  purchases  as  between  Capital  and  Revenue,  a  large 
number  of  columns  being  provided,  as  is  the  case  with  Gas 
Companies,  for  the  analysis  of  the  purchases  under  the  various 
Capital  and  Revenue  headings  appearing  in  the  published  accounts. 

In  similar  manner  the  wages  need  careful  analysis  under  the  same 
headings  and  for  the  same  purpose.     Under  the  Companies  Clauses 

*  Schedule  B,  Gas  Works  Clauses  Act.  1871. 
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Consolidatiori-  Act,  1845,  a  Register  of  Shareholders,  Shareholders' 
Address  Book,  Register  of  Mortgages  and  Bonds  and  a  Register  of 
Stock,  are  necessary.  Under  the  JVatenoorks  Clauses  Act,  1847, 
the  dividends  distributed  by  Water  Companies  shall  not  exceed  the 
prescribed  rate,  or,  where  no  rate  is  prescribed,  10  per  cent,  on  the 
paid  up  capital.  Deficiencies  in  the  prescribed  rate  which  have 
occurred  in  previous  years  may,  however,  be  made  up.  A  Eeserved 
Fund  may  be  accunnilated  at  compound  interest  out  of  any  profits 
remaining  after  the  payment  of  the  prescribed  rate  of  dividend, 
until  such  fund  has  reached  the  sum  prescribed  in  the  Company's 
Act,  or  to  a  sum  equal  to  one-tenth  of  the  nominal  capital,  in  cases 
where  no  prescribed  limit  has  been  fixed  for  the  Reserved  Fund. 
Such  Fund  is  available  for  the  equalization  of  dividends  or  to  meet 
any  extraordinary  claim  or  demand  that  may  arise.  When  the 
Reserved  Fund  has  reached  the  prescribed  limits,  the  income  arising 
from  the  investment  of  the  Fund  may  be  applied  to  the  general 
purposes  of  the  undertaking.  A  copy  of  the  published  accounts 
must  be  sent  annually,  on  or  before  January  31,  to  the  Clerk  of 
the  Peace  for  the  County  in  which  the  water  works  are  situated. 
The  principle  to  be  observed  in  the  allocation  of  expenditure  as 
between  Capital  and  Revenue,  already  described  with  reference  to 
Gas  Company  Accounts,  applies  in  precisely  similar  manner  to 
Water  Company  Accounts.  The  reservoirs,  plant,  and  equipment 
are  deemed  to  be  permanent  in  character,  and  all  repairs  and 
renewals  are  charged  to  Revenue.  In  some  cases  a  fixed  annual 
amount  is  charged  to  Revenue  and  carried  to  a  Renewals  Account, 
against  which  the  expenditure  actually  incurred  is  charged.  This 
method  appears  to  be  the  best  that  can  be  adopted.  It  has  the 
advantage  of  equalizing  the  charge  in  respect  of  Renewals,  which 
often  fluctuates  considerably. 
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The  accounts  of  the  Salvation  Army  are  kept  upon  modern  and 
br.sines3-iike  methods,  and  it  is  a  matter  of  regret  that  the  same 
commendation  cannot  be  applied  tj  the  accounts  of  many  othei 
religious  and  charitable  institutions. 

Owing  to  limitations  of  space  the  Balance  Sheet  only  is  reproduced 
he-e.  The  published  accoimts  consist,  in  addition,  of  a  General 
Income  and  Expenditure  Account,  Foreign  Service  General  Fund, 
Foreign  and  Colonial  Territories  Fund,  Indian  Famine  Fund,  Rents 
and  Interest  Account,  and  Self-Denial  Fund.  All  these  Income 
and  Expenditure  Accounts  are  kept  upon  efficient  Double  Entry 
principles,  and  are  presented  with  ample  detail.  The  resulting 
balances  of  the  accounts  are  transferred  to  the  second  section  of 
the  General  Income  and  Expenditure  Account,  the  net  balance  of 
which,  in  turn,  is  carried  to  the  "Salvation  Army  Fund,  '  as  shown 
in  the  accompanying  Balance  Sheet. 

T)ie  student  will  note  that  wastages  of  various  classes  are 
provided  for  by  means  of  Reserve  and  Sinking  Funds,  the  total 
Reserves  so  created  amounting  to  £177,364  7s.  Id.  The  Reserve  for 
••  Specific  Legacies "  will  probably  present  a  new  item  to  many 
Rtudents.  The  need  for  such  a  Fund  arif?es  from  the  fact  that  from 
time  to  time  legacies  are  left  to  the  Salvation  Army  on  condition 
that  the  income  derived  therefrom  is  to  be  applied  to  some  specific 
purpose  {e.g.  the  Army's  work  in  India).  In  these  cases  the  moneys 
so  left  are  not  available  for  ordinary  Revenue  purposes,  and  it 
becomes  necessary  to  create  a  Liability  in  the  shape  of  a  Reserve 
Fund,  represented,  upon  the  Assets  side  of  the  Balance  Sheet,  by 
specially  ear-marked  Investments,  forming  part  of  the  total  Invest- 
ments held. 

The  items  "Self-Denial  Fund"  and  "Colonial  and  Foreign 
Territories  Fund "  are  the  credit  balances  outstanding  upon  these 
funds,  and  represent  moneys  yet  to  be  allocated  to  various  branches 
of  the  Army's  work. 

The  ' '  Salvation  Army  Fund  "  takes  the  place  of  the  Capital 
Account  in  a  commercial  concern,  and  represents  the  amount  by 
which  the  Assets  exceed  the  Liabilities.  The  student  may  perhaps, 
at  first  sight,  wonder  why  a  sum  representing  Donations  and 
Subscriptions  has  been  taken  direct  to  the  Capital  Account.  As 
these  donations  were  given,  however,  for  the  specific  purpose  of 
erecting  buildings,  it  will  be  seen,  upon  consideration,  that  they  are 
"Capital"  donations,  and  could  not  with  propriety  have  been 
passed  through  the  Income  and  Expenditure  Account. 

It  will  be  readily  understood  by  the  student  that  in  an  Institution 
with  so  many  ramifications  and  varied  interests,  the  books  of  the 
Salvation  Army  necessarily  contain  a  vast  amount  of  detail  of 
varying  natures.  In  order  that  the  immense  amount  of  work 
involved  may  be  expeditiously  and  economically  dealt  with,  books 
upon  the  "  Columnar"  system  (as  explained  in  Chapter  XVIII)  are 
emploj'^ed  as  far  as  possible,  and  all  Ledgers  are  designed  upon  the 
"  Self  Balancing"  system,  the  advantages  of  which  are  explained  in 
the  early  part  of  the  san\e  chapter. 
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A  perusal  of  the  accounts  of  the  Midland  Blast  Furnaces,  Ltd., 
will  probably  introduce  to  the  student  a  form  of  presenting  trading 
results  with  which  he  is  not  familiar.  But  although  the  form  of 
these  accounts  is  unfamiliar,  the  principles  upon  which  they  have 
been  drawn  are  those  which  the  student  has  been  instructed  to 
employ  in  order  to  arrive  at  the  trading  results  of  ordinary 
commercial  undertakings. 

It  is  of  paramount  importance  to  the  iron-master  to  ascertain 
exactly  what  the  pig-iron  he  produces  is  costing  him  per  ton.  The 
•'  Furnaces  Account "  has  been  drafted  with  a  view  to  supplying  this 
information.  All  expenses  which  form  any  part  of  the  actual  cost 
of  producing  the  pig-iron  in  a  condition  ready  for  sale  are  debited 
against  the  account.  The  only  credits  appearing  in  relief  of  such 
cost  are  {a)  the  sales  of  "  slag,"  the  waste  product  largely  used  for 
road  repairing,  which  is  removed  from  the  furnaces  when  drawing 
off  the  molten  iron,  and  {h)  the  sale  of  surplus  sand  in  which  the 
"  pigs  "  are  cast  in  the  "pig  beds,"  into  which  the  molten  iron  is  run 
off  every  12  hours.  The  small  item  of  "Wagon  Hire"  represents 
income  earned  by  the  Company's  Coal  and  Mineral  Wagons  in  the 
haulage  of  materials  for  neighbours.  The  balance  of  the  "  Furnaces 
Account,"  thus  arrived  at,  shows  the  actual  cost  of  ihe  pig-iron 
produced  by  the  furnaces  during  the  year,  and  enables  the  cost 
price  per  ton  (in  this  case  37s.  b%d.)  to  be  accurately  ascertained. 

The  balance  of  the  "  Furnaces  Account "  is  carried  forward  to  the 
debit  of  the  "  Pig-iron  Trading  Account,"  to  which  are  also  debited 
the  "Trade  charges,"  incurred  in  selling  the  iron  produced,  and 
the  initial  stock  with  which  the  trading  for  the  period  was  com- 
menced. The  net  sales  of  pig-iron  are  credited  to  the  account, 
together  with  a  small  item,  "pig-iron  consumed  in  Foundry," 
representing  iron  t^ken  out  of  stock  for  use  in  the  Company's 
foundry  and  repairing  shop.  After  crediting  the  final  stock  on 
hand  at  the  close  of  the  year,  the  balance  of  this  account  represents 
the  Gross  Profit,  which  is  carried  forward  to  the  Profit  and  Loss 
Account.  The  usual  items  are  debited  and  credited  in  this  account, 
and  the  balance,  representing  the  net  amount  of  profit  available  for 
distribution,  is  carried  down. 

The  Profit  and  Loss  Account,  as  deccribed  above,  takes  the  place 
of  the  "Net  Profit  and  Loss  Account"  or  the  "Appropriation 
Section  "  of  a  Profit  and  Loss  Account  prepared  upon  normal  lines. 

If  any  interim  dividends  had  been  paid  during  the  year  they 
would  have  been  shown  in  this  account. 

The  Balance  Sheet  follows,  in  due  course,  and  is  prepared  upon 
lines  in  which  the  Assets  are  set  out  in  the  reverse  order  of  their 
realizability.  The  student  will  note  that  the  "  Stock  on  hand  " 
contains  stocks  of  coal,  coke,  ironstone,  etc.,  which  are  not  set  out 
in  the  Trading  Account.  This  arises  from  the  fact  that,  in  the 
accounts  representing  these  purchases,  the  initial  and  final  stocks 
are  passed  through  the  Ledger  Accounts  themselves,  and  the 
balances,  representingthe  net  purchases  for  the  year,  are  transferred 
to  the  debit  of. the  "Furnaces  Account." 
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For  example,  the  *'  Coal  Account,"  through  which  the  carriage  on 
coal  is  also  charged,  would  appear  in  the  Ledger  as  follows — • 


COAL  ACCOUNT 


Dr. 


Cr. 


1907. 
Dec.  31 

1908. 
Dec.  31 


1908. 
DeaSl 


To  Stock  at 
this  date.... 

,,  Purchases 
for  the  year 

„  Carriage  on 
same 


To  Stock 
brought 
down 


L.F. 


& 
850 

5,668 
642 


a.d. 


6,660  112,  3 


2  1 


1908. 
Dec.31 


31 


By  Stock  at 
this  date, 
carried 
down 

,,  Transfer  to 
"  Furnaces 
Account"., 


L.F. 


The  Coke,  Ironstone  and  Limestone  Accounts  are  treated  in 
precisely  the  same  manner,  the  net  balances,  representing  the  actual 
cost  (including  carriage)  of  the  raw  material  when  placed  in  the 
furnaces,  being  transferred  to  the  "  Furnaces  Account. "  The  student 
will  realize,  therefore,  that  under  this  method  the  debit  balances 
representing  the  Stocks  of  these  materials  carried  forward  to  the 
next  year,  are  outstanding  as  Assets  upon  the  Ledger,  and  must  be 
set  out  in  the  Balance  Sheet  together  with  the  stock  of  finished  pig- 
iron  credited  in  the  "  Pig-iron  Trading  Account." 

The  remainder  of  the  Balance  Sheet  is  self-explanatory. 


THE  FORM  OF  PUBLISHED  ACCOUNTS    575 


C     CQ 


•S  3 


-     8 


8 

il 


i  s 

i  ^ 

?! 
I? 

e 


1 1. 

^"1 


I  ^ 

I  § 

S    (a 


2       5 


n 


il 


576       BOOK-KEEPING  AND  ACCOUNTS 


D     5 

Q     S 
2     « 

O 

s   < 


<     o 

O       o^ 

U     13 

OS 


C/)        erS 

<    Q 

W  CO 


£       t.    d. 

2.805.0C9    5     3 
233.802     1     7 
65,000    0    0 

1,984,849    a    2 

909.186  19  11 
565,000    0    0 
200,000     0     0 
128.395  10     1 

33.424,266     7    0 

o 
o 

s 

Claims  under  policies  paid  and  oulsUnding  :— 

By  death               ...        /2,529,301     3    S 

By  maturity...                 ...                '...                  53,261     8     2 

Bonus  additions  paid  to  31st  December               222,506  13     5 

Surrenders         ...                 ...    " 

Bonus  to  Superintendents  and  Agents  ... 
Commission  : — 

Agency  charges,  including  salaries  of  17.863 
agents  for  the  weekly  collecuoo  of  premium 
from  17.211.492  policies                 ...        ;^1.343,n5     0     7 
Special  new  business  charges             ...               641.734     I     7 

Expenses  of  management  :— 

Policy,  postage,   and  receipt   stamps  (Head 
Office  only)                  ...                ...             ;^. 8,557  12    3 

Supcrintendency  charges...                 ...                246.270  16     3 

Medical  fees                     ...                 ...                  61.330  18     5 

Head  Office  expenses     •...                 ...               523.027  13    0 

Dividends  and  bonus  to  shareholders    ... 
Amount  transferred  to  investments  reserve  fund... 
Balance  of  bonus  under  life  policies  reserved  for  distribution 
Amount  of  life  assurance  fund  at  the  end   of  the   year,  as  per 
Third  Schedule 

£      '.   d. 

.,649.396    8    9 

90,902     ?    6 
7,426,316  13     8 

1,148.954     0     1 

o  '■ 
to    ' 

Amount  of   life   assurance    fund   At 

beginning  of  the  year         ...                ...    ^^31,543,696    8    5 

Amount  transferred  from  Ordinary  Branch 

under  Regulations  of  the  company         ..              105,700    0    0 

Balance  of  bonus  imder  life  policies  reserved  for  distribution  at 

the  beginning  of  the  year 
Premiums 

Interest,  dividends  and  rents                  ...        ;£;i,211.864  11     4 
Zm/ income  tax  thereon      ...                ...                62,910  11     3 

".  1 

St 

60     5 
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Assurance  Companibs  Act,  1909. — Third  Schedul*.  ^ 
BALANCE    SHEET    of  the    PRUDENTIAL    ASSURANCE  COMPANY   LIMITED. 

BEING    THE    SuMMARY    OF    BOTH     BRANCHES    ON     THE    3 1  ST     DECEMBER,     I9IO. 


UABILITIES. 

ASSETS, 

r* 

£       >.i. 

£      ..    i. 

Slureholdm' apitU          ^        ...        .-        

1,000.000  0  0 

Mortgigei  on  property  wtlhia  the  United  KJngdoa  ... 

8,oo,m  n  t 

i        *-*■ 

Mortgagea  on  property  oat  of  the  United  Kingdom    ... 

nit 

Life  Mwnnce  fand- 

Loani  on  parochial  and  other  pabUc  ratei       

14.797.498  18    S 

Or&uuy  Branch            ....       „.     «1,42».«8J    «    0 

Loans  on  Life  InteresU »      .... 

1,127,263    8  11 

IMt  iMuimnce  fund- 

Loans  on  Reveraoni        

102,6*1  11    8 

IndostriU  Branch           33.424,J6«    7    0 

74.85^*18  IS    0 

Loans  on  Stocks  and  shares        ...        .;.        

104,000    0    • 

Loans  on  Company's  policies  within  ihetr  smiinder 

iBTMtmeots  reserre  fiina 

1,376,000    0     0 

values 

8,082.811  18    S 

CUims  admitted  or  iniimtled  but  sol  paid        

173.590  13    9 

Loans  on  Personal  security        

nil 

Annuities  due  and  unpaid 

2,011    >    2 

Loans  to  Educational  InsUtutions  secured  on  income,  etc. 

S1.2IS  11    T 

Balance    of    bonus    under    life    poUcia    nxrved    ibi 

Investments:—                       . 

diitribation         ^        ...       _ 

128,395  10     I 

Deposit    with  the    High  Court  tCIi.WO  2^  % 

I 

ConsoKdaled  stoclc)       

19.820    0    0 

/ 

British  Government  securities       

2.707,777  10  10 

/ 

Bank  of  England  .toclc      

152,902  18    t 

/ 

Municipal  and  county  securities.  United  Kingdom 

864.654  15    < 

/ 

Indian  and  Colonial  GoTemment  securities       ... 

6,670,176  14    0 

/ 

Indian  and  Colonial  provincial  securities 

956.178  11     I 

/ 

Indian  and  Colonial  municipal  securiUes 

2.341,331     3     S 

/ 

»,137,900  13    9 

/ 

Foreign  provincial  securities          ...        

152,368    9     a 

/ 

Foreign  municipal  securities         

1,640,863    9     4 

/ 

Railway  and  other  debentures    and    debenture 

/ 

stocks  and  gold  and  sterling    bonds— Home 

/ 

and  Foreign        

13,221,420    0  II 

/ 

Railway  and    other  preference  and  guaranteed 

/ 

stocks  and  shares            

3,468,557     7     5 

/ 

Railway  and  other  ordinary  stocks  and  shares 

3,734,754     I     4 

/ 

Rent  charges           

35J.308     7    3 

/ 

Freehold  ground  renu  and  Scotch  feu  duties     ... 

4,749.200  19    0 

/ 

Leasehold  ground  rent.     ...         

7.921     1     I 

/ 

House  property        

3.933,671  17    9 

/ 

Life  interest!          

34,626  14    « 

/ 

Reversions 

1,«5,196  12    « 

/ 

Agents' bdance.             

5,713     3    4 

/ 

Outstanding  premiums     ...        ._        

«56.294     3     i 

/ 

Outrtanding  interest  and  renu 

70.806     9  11 

/ 

613.464    2  10 

/ 

BilUrecei«Ue      ,          

nil 

/ 

Cash!- 

/ 

On  deposit 

20.000   0   0 

/ 

443.255  10     i 

C^l.i^'>,^2»    •  o 

/Cn.iM.iW    6     0 

The  values  of   the  S'.uck    Excbaoge  Kcuriues  are  determinrd,  under  the  regulatxms  of  the  Company,  by  the  Directors.     These  values  have  been 
with  the  middle   market  prices  on   jist  December.    1910.  due  allowance  being  made  for  accrued  interest,  and  the  difference  is  more  than 
provided  for  by  the  investisenu  reserve  fund. 

We   certify    that    in    onr    belief  the  Asieu  set  forth  in  the  Balance  Sheet  are    in    the    aggregate  fully  of  the    value   stated    therein  lets    ihe 
invettments  reserve  fund  taken  into  account. 

FREDK.  SCHOOLING.     \  ,„_  ^^ 9- -"^i  .^J-^^^^'    ]  J,.^  S^,tanc.  THOS.  C   DEWEY.  a..v»«». 


A.  C  THOMPSON. 


\  Joint  Uanajtn 


J.  SMART, 


The  accounts  of  the  Prudential  Assurance  Company,  Limited,  will 
be  especially  interesting  to  the  student  who  is  familiar  with  the 
accounts  of  assurance  companies  as  hitherto  published  under  the 
regulations  of  the  Act  of  1870.  The  Assurance  Companies  Act,  1909, 
came  into  force  on  July  1,  1910,  and  the  accounts  of  all  assurance 
companies  must  now  be  framed  in  accordance  with  the  schedules 
attached  to  that  Act.  The  accounts  printed  here  are  the  first  issued 
by  the  Company  under  the  new  Act,  aad  will  repay  careful  exarai- 
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nation  and  comparison  with  those  published  under  the  old  regula- 
tions. 

The  first  thing  the  student  will  probably  notice  is  that  the  new 
Act  has  not  embraced  the  opportunity  afforded  of  bringing  assurance 
accounts  into  line  with  modern  accounting  principles.  The  items 
of  which  the  Revenue  Account  is  composed  still  appear,  as  formerly, 
on  the  wrong  sides  of  the  account  from  the  modern  book-keeper's 
point  of  view.  It  is  not  the  Company,  it  should  be  noted,  but  the 
statute  which  is  in  fault,  as  the  first  schedule  of  the  Act  of  1909 
prescribes  the  form  here  employed.  Reference  to  the  Balance  Sheet 
will  show  that  outstanding  items  of  both  income  and  expenditure 
have  been  taken  into  account,  e.g.  "Annuities  due  and  unpaid," 
' '  outstanding  premiums, "  '  *  outstanding  interest  and  rents, "  etc.  It 
will  be  clear,  therefore,  that  the  form  prescribed  is  not  a  Cash  Account 
but  an  Income  and  Expenditure  Account,  and  it  is  a  matter  of 
regret  that  the  account  has  not  been  brought  into  technical  accord 
with  the  accepted  form  as  employed  under  Double  Pantry  methods. 

Turning  to  the  details  appearing  in  these  Revenue  Accounts,  it 
will  be  noticed  that  the  Interest  and  Dividends  are  stated  gross  and 
the  income  tax  deducted  therefrom  in  accordance  with  the  new 
regulations.  On  the  other  side  of  the  account  the  claims  are  sepa- 
rated as  between  payments  upon  "death"  and  at  "maturity,"  and 
the  words  "paid  and  outstanding"  are  added.  In  the  Revenue 
Account  of  the  Industrial  Branch  it  is  interesting  to  find  that  some 
analysis  of  the  "Expenses  of  Management"  is  given.  This  is 
doubtless  a  convenient  proceeding,  although  the  terms  of  the  First 
Schedule  do  not  call  for  the  information.  The  same  remark  applies 
to  the  item  "  commission." 

It  will  also  be  noted  that,  in  accordance  with  the  requirements  of 
the  third  schedule,  the  Balance  Sheet  gives  considerably  more  detail 
with  regard  to  the  Investments  than  was  formerly  required.  The 
Assets  are  now  classified  under  thirty-four  headings  as  against  the 
twenty- two  of  the  old  Balance  Sheet. 

The  investment  of  the  deposit  of  £20,000,  required  by  Section  2  of 
the  new  Act,  will  be  seen  under  the  heading  "  Investments." 

As  no  separate  Annuity  Fund  appears  in  the  Balance  Sheet  it  is 
presumed  that  this  fund  is  merged  in  the  Life  Assurance  Fund. 

The  Schedules  of  the  1909  Act,  as  published  by  every  assurance 
company,  in  so  far  as  they  apply,  arc  filed  annually  with  the 
Board  of  Trade,  and  are  printed  in  a  "  Blue  Book,"  which  in  due 
course  finds  its  way  to  the  table  of  the  House  of  Commons. 

In  the  Revenue  Account  (Ordinary  Branch)  the  student  will  note 
that  the  claims  paid  are  not  now  described  as  "after  deduction  of 
sums  re-insured."  As  the  Schedule  prescribes  that  all  premiums 
must  be  stated  net,  the  addition  of  these  words  is  unnecessary. 

The  terms  "  Ordinary  "  and  "  Industrial,"  as  applied  to  the  two 
branches  of  the  above  Company's  business,  indicate,  in  the  former 
case,  those  policies  the  premiums  upon  which  are  paid  quarterly, 
half-yearly  or  annually.  The  latter  term  indicates  those  policies 
the  premiums  upon  which  are  payable  weekly  or  monthly. 

The  item  ' '  Surrenders  "  represents  the  sums  paid  by  the  Company 
to  those  of  the  Policy-holders  who  elect  to  discontinue  the  policies 
they  hold,  receiving  therefor  a  proportionate  sum  of  the  amount 
covered  by  the  policies  they  surrender.  No  policy  carries  any  "  sur- 
render value  "  until  the  premiums  for  at  least  three  years  have  been 
paid  in  the  ' '  Ordinary "  Branch,  or  those  for   five  years  in  the 


THE  FORM  OF  PUBLISHED  ACCOUNTS    579 


"  Industrial  "  Branch  in  the  case  of  "  Endowment  "  policies.  Under 
certain  circumstances  a  surrender  value  is  allowed  upon  Industrial 
policies  also,  but  such  payments  are  ex  gratia,  and  not  a  matter  of 
right.  The  item  "  Bonuses  in  Cash "  does  not  appear  in  the 
accounts  of  this  year.  Such  payments  represent  that  portion  of 
the  Company's  profits  which  are  allocated  to  the  Ordinary  policies, 
the  average  i-ate  of  the  bonuses,  in  the  case  of  the  Company  under 
review,  being  32s.  per  cent,  per  annum. 

The  item  "Commission  "  represents  the  sum  paid  during  the  period 
to  the  Company's  agents  by  way  of  a  percentage  upon  the  premiums 
collected  upon  the  Policies  issued  through  the  efforts  of  the  agents. 

It  will  be  noted  that  the  Revenue  Account  (Ordinary  Branch)  is 
charged  with  an  amount  of  £300,000  to  meet  the  shrinkage  in  the 
market  values  of  the  Investments  held  by  the  Company.  The 
Industrial  Branch  is  charged  with  a  like  transfer,  amounting  to 
£200,000.  Tlie  Reserve  Fund  to  which  these  transfers  have  been 
made  is  included  in  the  item  "In  vestments  Reserve  Fund  £1,375, 000" 
appearing  among  the  Liabilities  in  the  Balance  Sheet.  This  Re- 
serve Fund  has  been  considerably  reduced  in  recent  years  by  large 
sums  written  off  the  value  of  securities  held. 

It  will  be  noted  that  the  Balance  shown  upon  the  Revenue 
Account  is  carried  forward  to  the  next  financial  period,  and  is 
shown  in  one  sum  among  the  Liabilities  in  the  Balance  Sheet.  This 
item  does  not  in  any  sense  represent  the  profit  earned  during  the 
period.  The  profits  of  an  assurance  company  can  only  be  ascer- 
tained by  means  of  a  periodical  valuation,  which  takes  place,  in  the 
case  of  the  Company  under  review,  every  year,  but  in  the  case  of 
most  Companies  every  fifth  year. 

An  account  called  a  "Valuation  Balance  Sheet"  is  prepared, 
and  the  unexpired  risks  running  upon  the  whole  of  the  policies 
issued  by  the  Company  are  ascertained  by  means  of  an  actuarial 
valuation,  and  the  total  of  the  outstanding  Liability  thus  arrived  at 
is  debited  in  the  above  account,  and  on  the  other  (credit)  side  the 
Assets  available  to  meet  the  total  Liabilities  as  disclosed  by  the 
valuation  are  set  out,  the  balance  of  the  two  sums  being  the  surplus, 
or  the  deficiency  for  the  period,  as  the  case  may  be, 

A  specimen  of  a  Valuation  Balance  Sheet  of  the  above  Company 
is  as  follows — 


VALUATION     BALANCE    SHEET 


•Liability  under 
Assurance  and  An- 
nuity Transactions 
(as  per  Summary 
Statement  provided 
in  Schedule  S) 

Sickness  Assurance ... 


Surplus 


16,244,497 
220 


16,244,717 
912,234 


£17,156,951 


Life  Assurance  and 
Annuity  Funds  (as 
per  Balance  Sheet 
under  Schedule  4) 

Sickness  Assurance 
Fund 


17,156,393 
558 


£17,156,951 


0( 
0   0 


*  In  the  ordinary  branch  valuation  the  "  Institute  of  Actuaries  (HM)  Table  "  is 
used,  and,  in  the  Industrial  branch,  "Dr.  Farr's  English  Life  Table  No.  3,"  the 
rate  of  interest  in  both  cases  being  3  per  cent. 
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The  item  *'  Agents'  Balances,"  scheduled  in  the  Balance  Sheet  as 
an  Asset,  may  appear  to  be  heavy.  It  must,  however,  be  remem- 
bered that,  in  the  case  of  the  Industrial  Branch,  each  agent  remits 
the  premiums  collectible  (known  as  the  Agents'  "  Collectible  Debit ") 
for  the  one  week  during  the  course  of  the  following  week,  and  that, 
therefore,  at  any  given  date,  a  considerable  sum  is  necessarily  in  the 
hands  of  the  Company's  agents  awaiting  remittance.  The  item  in 
question  will  also,  doubtless,  include  some  "arrears";  no  agent, 
however,  is  allowed  to  remain  in  the  Company's  debt  to  a  greater 
extent  than  an  amount  representing  three  times  the  amount  of  his 
weekly  "  collectible  debit. " 

The  student  will  be  wise  carefully  to  study  the  accompanying 
accounts  in  conjunction  with  the  chapter  on  "  Assurance  Accounts'* 
(Chap.  XXIV.),  where  the  new  forma  of  accounts  are  fully  dis- 
cussed. 


CHAPTEE  XXVI 

HINTS   TO   EXAMINATION   CANDIDATES 

It  has  fallen  to  the  author's  lot,  for  many  years  past, 
to  examine  papers  in  book-keeping  and  accountancy 
subjects  in  greater  number,  perhaps,  than  falls  within 
the  experience  of  many  men.  It  has  been  suggested 
from  several  quarters  that,  for  this  reason,  therefore, 
some  hints  to  candidates  arising  out  of  the  experience  thus 
gained  might  prove  helpful.  It  is  possible,  and  indeed 
probable,  that  much  that  is  set  down  hereunder  may 
prove  trite  and  commonplace .  to  many  readers ;  but,  on 
the  other  hand,  there  may  be  others  who  will  glean  some 
helpful  suggestion  from  one  or  other  of  the  hints  which 
follow,  and  if  this  should  prove  to  be  the  case  the  present 
chapter  will  have  justified  its  inclusion  in  this  treatise. 

The  subject-matter  under  consideration  divides  itself 
naturally  into  two  divisions,  viz. — 

1.  How  to  acquire  the  necessary  knowledge. 

2.  How  to  use  knowledge  acquired  to  the  best  advant- 

age in  the  examination  room. 

To  take  the  first  point — 

The  acquisition  of  Knowledge,  or  Preparation. — Which 
is  the  best  way  of  acquiring  a  good  knowledge  of  book- 
keeping ?  The  problem  is  not  an  easy  one,  nor  is  any 
dogmatic  prescription  available.  The  solution  of  the 
question  must  always  depend  largely  upon  the  circum- 
stances surrounding  it,  and  the  opportunities  available  to 
the  individual  student  in  question.  There  will,  however, 
be  general  agreement  that  book-keeping  is  probably  one 
of  the  most  difficult  of  subjects  to  teach  theoretically  in 
School  or  Class.  Practical  experience  is  apparently  more 
essential  for  the  development  of  a  really  good  book-keeper 
than  is  the  case  with  almost  any  other  branch  of  know- 
ledge. There  is  only  one  school  in  which  practical  book- 
keeping can  be  satisfactorily  learned,  and  that  school  is  a 
counting-house ;  actual  experience  must  always  be  the 
best  of  teachers.  Obviously,  however,  with  a  large  pro- 
portion of  students,  practical  work  follows,  and  is  to  some 
extent  the  result  of  preliminary  preparation. 

The  first  advice  the  author  would  offer  to  the  student, 
therefore,  is  to  urge  him  not  to  attempt  to  teach  himself 
book-keeping.     It  is  pre-eminently  a  subject  upcn  which 
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an  ounce  of  practical  teaching  is  worth  the  proverbial  ton 
of  theoretical  reading. 

If  it  is  in  any  way  possible,  the  student  should  join  some 
school  or  class  under  a  qualified  teacher.  There  is  now, 
fortunately,  no  lack  of  competent  teaching  of  practical  and 
tnodern  methods.  Indeed  the  improvement  in  this  direc- 
tion, as  evidenced  by  the  worked  examination  papers  sent 
in  by  examinees,  as  compared  with  the  standard  attained 
only  a  few  years  ago,  is  most  marked  and  encouraging. 

It  is  particularly  urged  that  the  student  should  make 
himself  thoroughly  acquainted  with  the  most  modern 
forms  of  Cash  Books,  Petty  Cash  Books,  Sales  and 
Purchases  Journals,  etc.  It  is  upon  books  of  this  nature 
that  the  young  recruit  will  probably  be  first  set  to  work 
upon  his  entry  into  commercial  life,  and  it  is  important 
that  he  should  have  as  little  as  possible  to  unlearn,  in 
connection  with  the  work  he  will  have  to  undertake. 
The  author's  advice  to  the  young  student  is:— Choose 
the  easier  task,  therefore,  and  learn  in  the  first  instance 
the  uses  and  methods  employed  in  keeping  books 
of  this  class  in  their  latest  and  most  modern  forms. 
Examination  work  furnishes  ample  evidence  that  there 
is  still,  in  some  instances,  much  to  be  learnt  in  connection 
with  the  detailed  working  of  subsidiary  books  of  this  nature. 
Make  sure,  therefore,  that  the  knowledge  you  are  now 
gaining  laboriously  will  not  fail  you  when  put  to  the  actual 
test  of  the  requirements  of  modern  practical  book-keeping. 

It  will  be  unnecessary  to  urge  as  another  axiomatic 
fact  that  no  student,  however  able,  can  hope  to  pass  the 
test  of  modern  examinations  without  diligent  and  metho- 
dical study,  supplemented  by  the  expert  help  and 
friendly  criticism  of  a  qualified  teacher.  Yet  lack  of 
method  in  preparation  is  the  only  too  evident  cause  of 
failure  in  the  case  of  a  considerable  percentage  of 
students.  Portions  of  the  subject  have  been  well 
mastered,  whilst  other  equally  important  and  even  pre- 
liminary steps  to  the  foundation  of  a  sound  knowledge  of 
book-keeping  have  been  neglected.  For  instance,  some 
students  can  prepare  a  Profit  and  Loss  Account  and 
Balance  Sheet  from  a  given  Trial  Balance  with  accuracy 
and  good  knowledge,  whilst  failing  entirely  to  submit 
correct  work  in  entering  up  the  subsidiary  books  from 
which  a  Trial  Balance  has  to  be  built  up ;  yet,  of  course, 
it  is  just  upon  the  keeping  of  these  subsidiary  books 
that  the  young  book-keeper's  first  essay  upon  practical 
commercial  life  is  to  begin. 
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Be  careful,  therefore,  that  your  preparation  is  methodi- 
cal and  thorough.  Do  not  attempt  to  fly  before  you  can 
walk ;  consider  carefully  your  own  weak  points  or  ask 
advice  upon  them ;  and  devote  special  time  and  attention 
to  their  rectification. 

In  this  direction  should  be  found  one  of  the  great 
benefits  to  be  obtained  from  class  attendance,  as  the 
student  to  a  large  extent,  at  any  rate,  is  kept  to  a 
methodical  course  of  preparation. 

Up  to  this  point,  therefore,  the  author's  advice  is  (1) 
Acquire,  at  all  costs,  method  in  your  preparation.  Map 
out  a  clear  and  careful  plan  of  campaign  for  your  prepara- 
tory work,  and  a  methodical  time-table  of  working 
hours,  and  adhere  loyally  to  it.  (2)  Eead  consecutively 
through  the  selected  text-book,  and  master  the  funda- 
mental principles  of  book-keeping  before  you  undertake 
any  of  the  kindred  subjects  that  the  examination  you 
are  preparing  for  may  embrace. 

Having  selected  your  text-book,  the  next  question  to 
decide  is  which  is  the  best  method  to  adopt  in  endeavouring 
to  digest  its  contents.  The  consideration  of  this  point  raises 
all  the  bristles  of  the  much-vexed  question  of  note-taking. 
It  would  probably  be  hard  to  find  a  subject  upon  which 
students  differ  more  radically  than  in  their  methods  and 
manner  of  note-taking.  Upon  a  matter,  into  the  solution 
of  which  the  idiosyncrasies  of  the  individual  student  must 
so  largely  enter,  dogmatism  is,  of  course,  out  of  place. 
The  author  is,  however,  of  opinion  that  a  careful  synopsis 
of  each  chapter  read  will  prove  of  value  to  the  student ; 
not  only  for  future  reference,  but  as  a  means  of  com- 
pelling him  to  think  out  and  analyze,  in  a  carefully- 
digested  form,  the  various  aspects  of  the  matter  he  has 
read,  and  to  single  out  the  points  it  is  essential  for  him  to 
commit  to  memory.  The  mere  fact  that  information 
exists  in  a  student's  note-book  does  not,  of  course, 
ensure  its  being  in  his  head  also — the  two  things  are 
not  necessarily  synonymous,  care  must  however  be  taken 
to  make  them  so.  A  note-book  prepared  with  care  and 
discrimination  and  well  digested  mentally  is,  without 
doubt,  a  valuable  aid  to  the  great  majority  of  students. 

In  the  author's  opinion  a  portion  of  the  student's 
preparation,  which  is  almost  as  important  as  the  acquisi- 
tion of  the  necessary  knowledge,  is  often  omitted  by  many 
students,  and  that  is,  ample  practice  in  putting  down  in 
writing f  in  clear  and  concise  language,  answers  to  exercises 
and  examination  questions  which  have  been  previously  set. 
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The  usual  practice  with  many  students  is  to  run  hastily 
through  sets  of  old  examination  questions  with  a  brief 
"  Oh,  I  know  all  that ! "  or,  in  case  of  doubt  or  ignor- 
ance, a  short  reference  is  perhaps  made  to  the  text- 
book ;  having  done  which  the  student  passes  on  his  way. 
Now,  it  is  of  course  easy  to  pass  by  questions,  as  satis- 
factorily answered,  with  ejaculations  of  the  above  charac- 
ter, but  it  is  quite  another  thing  to  put  down  in  writing  a 
clear  and  concise  answer  that  will  carry  good  marks  upon 
examination.  The  student  may  think  that  the  importance 
of  this  point  is  unduly  emphasized  or  exaggerated.  This 
is  not  the  opinion  of  the  author.  The  one  thing  that 
stands  out  pre-eminent  in  the  experience  of  examiners 
on  book-keeping  subjects,  is  the  small  percentage  of 
students  who  appear  to  be  able  to  properly  complete 
the  work  set  within  the  limit  of  the  time  allowed. 
There  is,  of  course,  an  ancient,  and  probably  irremovable, 
conviction  amongst  candidates,  that  every  examination 
paper  is,  as  a  matter  of  course,  unfairly  long.  In  the 
great  majority  of  cases  the  conviction  is  legendary; 
but  the  fact  remains  that  a  large  number  of  candidates 
fail  to  do  themselves  justice  in  the  examination  room 
owing  to  their  inability,  through  lack  of  practice,  to 
convert  knowledge  possessed  clearly  and  concisely  into 
words  on  paper  within  a  reasonable  time. 

The  author's  advice,  therefore,  upon  this  point  is,  as 
will  already  have  been  gathered,  to  answer  in  writing, 
just  as  you  luould  in  an  examination  room,  as  many 
exercises  and  past  examination  questions  as  you  can 
secure  the  time  for.  Indeed  the  student  may  wisely  devote 
at  least  one-fourth  of  the  whole  of  the  time  set  apart  for 
preparation  work  to  the  answering  of  questions  in  this  way. 

It  will  be  helpful  discipHne,  too,  for  the  student  to 
time  himself  when  answering  complete  papers;  in  this 
way  he  will  obtain  a  useful  gauge  of  his  progress. 

This  takes  us  to  the  second  point  of  our  subject: 
How  to  use  acquired  knowledge  to  the  best  advantage  in 
the  examination  room. 

There  is  probably  no  prospective  candidate  who  reads 
these  words  who  could  not  explain  his  views  as  to 
examination  questions  in  general  with  eloquence.  The 
author  does  not  propose  to  enter  into  the  controversy. 
The  trouble,  it  is  feared,  is  not  epidemic,  but  chronic,  and 
the  symptoms  are  apparently  common  to  the  genus 
candidate  all  the  world  over.  The  author  has  frequently 
noticed,  however,  that,  as  a  rule,  those  gentlemen  who 
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have  had  the  least  to  say  to  the  questions  inside  the 
examination  room  have  invariably  the  most  to  say  about 
them  outside  that  room. 

Another  firmly-rooted  conviction  still  surviving  amongst 
some  examinees  appears  to  be  that  the  majority  of 
examination  papers  contain  some  deep  and  dangerous 
trap  or  pitfall  for  the  unwary  candidate.  Under  this 
convicfcion  some  candidates  waste  much  precious  time 
hunting  for  the  bogey. 

If  the  author's  assurance  is  accepted  upon  this  point, 
the  student  may  dismiss  all  such  unworthy  suspicions 
from  his  mind.  It  is  of  the  first  importance  that  the 
examinee  should  enter  the  examination  room  with  the 
comfortable  conviction  that,  whether  he  passes  or  fails,  he 
will  be  justly  and  even  generously  dealt  with.  He  will 
do  far  better  work  under  this  conviction,  and  this  is  a 
feeling  which  he  may  confidently  entertain  with  reference 
to  the  examinations  of  all  bodies  of  recognized  standing. 

Having  entered  the  examination  room,  therefore,  in  a 
proper  frame  of  mind,  the  author  would  advise  the 
candidate  to  read  through  the  whole  paper  carefully. 

Some  candidates  answer  the  questions  in  the  order  in 
which  they  are  set  without  reading  through  the  paper  as 
a  whole,  or  making  any  attempt  to  roughly  apportion 
the  time  allotted  to  them  amongst  the  questions  set. 
It  is  far  wiser  for  the  candidate  to  intelligently  read 
the  whole  paper  through,  selecting  the  one  or  two 
questions  about  which  he  feels  most  confident,  and 
answering  them  as  a  commencement  of  his  task.  When 
the  candidate  has  dealt  with  a  few  questions  the  answers 
to  which  he  knows  are  more  or  less  correct,  he  will  feel 
much  more  confident,  and  will  then  be  able  to  tackle 
the  longer  and  more  difiicult  questions  with  a  far  greater 
likelihood  of  success.  It  is  particularly  important  that 
candidates  of  nervous  temperament  should  ensure  the 
measure  of  equanimity  which  is  gained  by  the  feeling 
that,  at  any  rate,  a  few  well  answered  questions  stand 
to  their  credit  before  they  embark  upon  the  longer 
problems  set  them. 

In  the  case  of  those  questions  where  certain  closing 
adjustments,  outside  the  Trial  Balance,  are  necessary 
before  completing  the  preparation  of  the  Profit  and  Loss 
Account  and  Balance  Sheet,  it  is,  in  the  author's  opinion, 
a  wise  plan  to  draft  the  closing  adjustments  in  the  form 
of  Journal  entries^  ticking  them  off  one  by  one  as  they  are 
passed  into  the  accounts.    In  a  large  percentage  of  cases 
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where  the  examination  candidate  fails  to  "balance"  his 
accounts  the  error  arises  through  some  careless  slip  or 
omission  in  dealing  with  one  entry  only  of  some  adjust- 
ment he  is  asked  to  make.  Disconcerting  mistakes  of 
this  nature  will  become  impossible  if  the  course  suggested 
above  is  carefully  carried  out. 

In  examination  Exercise  II  on  page  613,  for  example,  the 
necessary  adjustments  would  be  journalized  as  follows — 
JOURNAL 


Depreciation  Account ...Dr. 

To  Sundries- 
Machinery  and  Plant  Account. 

Buildinp  Account 

For  Depreciation  for  the  year  ended 
Dec.  31,  1907,  at  6  per  cent,  and  3  per 
cent,  respectively. 

Profit  and  Loss  Account Dr. 

To  Depreciation  Account 

For  Transfer  of  the  Balance  of  this 

account. 

Stock  Account Dr. 

To  Trading  Account •: 

For  the  Stock  on  hnnd  as  on  Dec.  81, 

1907,  as  per  valuation. 

Profit  and  Loss  Account Dr. 

To  Reserve  for  Bad  and  Doubtful 
Debts 

Being  the  additional  amount  required 
in  order  to  carry  forward  a  Reserve  of 
5  per  cent,  npnn  tlie  outstanding 
Sundry  Debtor  Balances  as  on  Dec. 
81,  1907  (£52,500X 

Profit  and  Loss  Account Dr. 

To  Patents  Account 

For  amount  written  off"   this  account 

during  the  year. 

Profit  and  Loss  Account Dr. 

To  Sundry  Creditors  (Directors'  Fees) 
For  fets  due  to  the  Directors  for   the 

year   ended   Dec.    31,    1907,    as  per 

Articles  of  Association. 


Insurance  Paid  in  Advance Dr. 

To  Insurance  Account 

For  the  value  of  Unexi)ired  Insurance 

Premiums  carried  forward  to   next 

year. 

Profit  and  Loss  Account Dr. 

To  Managing  Director 

For  10  per  cent,  connuission  upon  the 

Net  Profits  for  the  year  ended  Dec.  81, 

1907,  as  per  Agr«eiueut. 

Profit  and  Loss  Account Dr. 

To  Reserve  Account 

Being  the   amount  added  to  the  fund 

during  the  year  ended  Dec.  SI,  1907. 


2,803 


2,808 


23,700 


500 


500 


90 


2,500 


10 


10 


2,136 
667 


2,803 


28,700 


25 


600 


500 


90 


2,500 


10 


UMTS  TO  EXAMINATION  CANDIDATES    587 

These  Journal  entries  have  been  set  out  above  just  as 
they  would  appear  in  the  Company's  books,  but  they  may 
be  curtailed  by  the  candidate,  for  the  present  purposes, 
to  such  entries  as  will  ensure  the  safe  arrival  of  each  item 
at  its  correct  destination  in  the  accounts  he  is  preparing. 
Each  item  should  be  carefully  marked  off  when  dealt 
with.  If  these  precautions  are  followed,  errors  in  the 
final  "balance,"  from  this  source,  are  thus  completely 
avoided. 

If  the  candidate  has  no  certain  knowledge  of  any 
question  set  he  will  be  well  advised  to  leave  it  alone 
altogether.  The  practice  of  "having  a  shot"  at  questions, 
although  popular  amongst  some  candidates,  is  fraught 
with  great  danger,  and  is  not  unlikely  to  prejudice  the 
remainder  of  the  paper. 

Candidates  should  endeavour  to  arrange  their  answers 
methodically.  Let  the  data  you  supply  the  examiner 
with  be  "  edited  "  as  far  as  possible  with  suitable  under- 
lined headings;  especially  is  method  of  this  description 
desirable  when  answering  questions  which  contain  one 
or  more  points.     To  take  a  simple  example — 

Question. — What  'ta  your  opinion  with  reference  to 
the  employment  of  "  Loose  Leaf  Ledgers  "  ? 

Answer. — Advantages  may  be  claimed  for  "  Loose 
Leaf  Ledgers  "  under  several  headings — 

1.  Accounts  that  are  "  dead"  may  be  eliminated  from 

the  Ledger. 

2.  The  pages  of  an  account  that  have  been  "  settled" 

may  be  removed  and  filed  elsewhere  so  that  the 
bulk  of  the  Ledger  may  be  kept  within  reasonable 
limits. 
Etc.,  etc. 

Disadvantages  also  exist  in  connection  with  this 
system  in  that — 

1.  Pages  of  an  account  when  once  removed  may  be  lost. 

2.  Unless  care  is  exercised  in  the  issue  of  fresh  pages 

fraud  may  be  covered  by  the  substitution  of  pages 
containing  altered  figures. 
Etc.,  etc. 

Method  of  this  description  is  more  likely  to  cover  all  the 

points  raised  by  the  questions  set  than  the  methodless 

and  disconnected  answers  so  often  sent  in  by  examinees. 

When  answering  questions,  candidates  should  endeavour 
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to  strike  the  happy  medium  between  verbiage  and  the 
opposite  extreme  of  cryptic  brevity  affected  by  some 
students.  Answers  should  be  full,  in  the  sense  that 
they  should  deal  efficiently,  but  concisely,  with  all  the 
points  covered  by  the  question  set.  The  verbose  candi- 
date goes  much  further  than  this.  He  is  apparently 
of  opinion  that  however  little  the  examiner  wants,  "  he 
wants  that  little  long."  Accordingly,  he  proceeds  to  drag 
in  all  manner  of  irrelevant  matter,  thereby  wasting  his 
own  time  and  that  of  the  examiner. 

On  the  other  hand,  all  candidates  will  be  aware,  of 
course,  that  a  mere  "yes"  or  "no''  carries  no  marks 
upon  examination.  The  candidate  must  furnish  some 
reasonable  evidence  to  the  examiner  that  his  answer  is 
based  upon  real  knowledge,  and  is  not  merely  the  result 
of  a  fortunate  guess. 

In  book-keeping,  as  in  almost  every  other  subject, 
there  are  points  of  treatment  in  which  experts  differ. 
In  answering  questions  of  this  type  the  candidate  should 
avoid  dogmatism.  In  dealing  with  questions  upon  which 
strongly  opposed  views  are  held,  it  is  wiser  to  state  briefly 
the  contentions  of  the  differing  schools  of  opinion,  stating 
plainly  your  own  personal  views,  and  giving  reasons,  with- 
out violence,  for  the  faith  that  is  in  you.  Whatever  the 
particular  views  held  by  the  examiner  may  be,  if  you 
justify  your  answer  with  moderate  and  sensible  argu- 
ment, your  claim  for  a  fair  share  of  the  marks  carried  by 
the  question  will  be  sure  to  be  recognized. 

Many  questions  contain  two  or  more  points  of  equal 
importance  with  which  the  candidate  is  asked  to  deal. 
It  is  a  matter  of  experience,  however,  that,  in  the  case 
of  questions  of  this  type,  there  are  always  a  number  of 
examinees  who  lose  marks  by  neglecting  to  deal  with  both 
or  all  the  points  raised  by  the  question  before  them.  This 
failing  is  often  due  to  careless  forgetfulness  and  lack  of 
method.  A  second  reading  of  the  question  before  the 
candidate  passes  on  to  his  next  answer  would  discover 
the  omission,  and,  occupying  but  little  time,  would  fre- 
quently save  many  marks  which  would  otherwise  be  lost. 
Obviously  the  examiner  cannot  give  marks  for  work 
which  is  not  sent  in,  however  certain  he  may  feel  that 
the  omission  is  due  to  mere  carelessness. 

Another  point  to  which  it  would  be  thought  there 
would  be  no  necessity  to  refer,  is  the  fact  that  some 
examinees  place  too  literal  an  interpretation  upon  some 
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phrase  or  word  employed  by  the  examiner,  without  paus- 
ing to  consider  its  context  in  the  question.  This  again, 
doubtless,  is  often  a  phase  of  carelessness,  for  the  false 
issues  raised  are  frequently  so  ridiculous  that  a  very  brief 
re-consideration  of  the  question  should  have  avoided  the 
loss  of  time  and  marks  entailed.  Any  one  who  has  under- 
taken examination  work  will  freely  admit  that  it  is  a  most 
difficult  task  to  frame  an  examination  question  so  that 
the  desired  meaning  shall  be  clear  to  all.  If  some  other 
interpretation  be  evolvable  by  any  stretch  of  imagination, 
however  daring,  some  candidate  is  sure  to  be  present  who 
is  equal  to  the  task.  '      -  . 

For  example,  the  author  once  asked,  in  a  book-keeping 
examination,  for  a  definition  of  the  term  "  Eoyalty." 
One  candidate  replied  that  "  Eoyalty  was  anything 
appertaining  to  the  Koyal  Family "  !  The  dictionary 
would  probably  support  this  view.  But  one  would  hardly 
have  thought  that  a  candidate,  in  a  book-keeping  examina- 
tion of  some  difficulty,  would  place  such  an  interpretation 
upon  the  term. 

The  illustration  is,  of  course,  an  extreme  one ;  but  it 
suffices  to  emphasize  the  warning  that,  in  many  cases, 
marks  are  lost  owing  to  the  too  literal  interpretation  of 
some  word,  or  phrase,  without  due  regard  to  its  contextual 
position  or  to  the  examiner's  probable  meaning. 

If  the  candidate  finds  that  he  can  place  two  different 
and  reasonable  interpretations  upon  any  item  in  a  question 
set,  he  will  be  wise  to  use  the  item  in  the  sense  of  the 
most  probable  of  its  interpretations,  and  to  append  a  clear 
and  concise  note  to  his  accounts  stating  that  there  is  also 
the  other  possible  interpretation  which,  if  adopted,  would 
have  been  dealt  with  in  such  and  such  a  manner,  briefly 
showing  how  the  accounts  would  have  been  affected. 

There  are  other  candidates,  unfortunately  far  too 
numerous,  who,  although'  evidently  possessing  a  good 
knowledge  of  book-keeping,  spoil  their  chances  of  dis- 
tinction by  making  stupid  arithmetical  errors,  often  in 
the  simplest  of  calculations.  Errors  of  this  nature  may 
not  fail  a  candidate  who  showed  otherwise  a  good  know- 
ledge of  the  subject,  but  they  must  obviously  handicap 
him  in  obtaining  class  distinction.  It  is  well  worth  the 
short  time  occupied  in  making  sure  that  the  arithmetical 
calculations  necessary  in  working  out  questions  have  been 
correctly  made  before  passing  them  into  the  accounts 
you  are  asked  to  prepare. 
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When  the  candidate  has  answered  all  the  questions  he 
can,  he  will  be  well  advised  not  to  hand  in  his  paper  at 
once,  and  hurry  out  of  the  examination  room,  as  so  many 
candidates  do.  However  good  the  paper  may  be,  there 
is  sure  to  be  some  weakness  which  can  be  remedied  upon 
a  careful  revision.  Neatly  rule  up  and  bring  down  the 
balances  of  the  Ledger  accounts.  Ked  ink  the  Profit  and 
Loss  Account  and  Balance  Sheet,  and  re-write  any 
answers  or  parts  of  answers  the  wording  of  which  can 
be  made  clearer  or  more  concise. 

The  last  few  minutes  of  an  examination  spent  in  careful 
revision,  in  this  way,  may  make  all  the  difference  to 
the  place  which  the  examinee  may  ultimately  secure 
upon  the  pass  lists.  Experience  shows,  especially  in  a 
large  examination,  that  the  leading  candidates  are  re- 
markably near  to  each  other,  as  often  as  not -a  mark  or 
two  only  separating  them.  The  final  revision  of  the 
paper,  therefore,  may  prove  of  vast  importance  to  the 
candidate's  success. 

To  sum  up  briefly  these  few  suggestions,  the  author 
would  again  emphasize  the  fact  that,  in  his  opinion, 
many  of  the  detrimental  weaknesses  by  which  examination 
candidates  are  handicapped  may  be  largely  overcome  if 
they  will  train  themselves — 

Firstly,  to  acquire  method  in  preparation,  or,  in  other 
words,  a  methodical  "  habit  of  study." 

Secondly,  to  acquire  method  in  marshalling  and  ex- 
pressing knowledge  possessed  when  dealing  with 
actual  examination  questions. 

If  the  student  will  work  studiously  and  honestly  upon 
these  lines  for  a  period  suitable  to  his  individual  require- 
ments, examinations  need  have  no  terrors  for  him.  He 
may  rest  assured  that  he  will  be  justly  and  fairly  dealt 
with  by  his  examiners,  if  he  has  dealt  justly  and  fairly 
with  himself,  and  the  work  he  has  undertaken.  Let  him 
also  remember  always  that,  to  be  successful,  the  account- 
ant and  book-keeper  must  continually  remain  earnest 
students.  Even  the  youngest  amongst  us  is  on  the  road 
to  success  when  he  fully  reahzes  how  little  he  knows. 
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HOW   TO   ANSWER   EXAMINATION   PAPERS 


Examination  Exercise  I 

The    following    exercise    was    set    at    a    well-known 
examination — 

John  Druce,   a   cycle  dealer,  had,  on  December   31,  1907,  the 
following  Assets — 

^                                                              £  s.  d. 

Cash  at  Bank 300  0  0 

„      in  hand 25  0  0 

Stock 650  0  0 

Furniture  and  fittings 120  0  0 

Bills  Receivable  : 

A.  Graves,  due  Jan.  9,  1908         .         .         .         75  0  0 

B.  Walters,  due  Jan.  10,  1908     .         .         .       125  0  0 
Owing  by  : 

A.  Brown 25  0  0 

J.  Smith 45  0  0 

A.  Graves 20  0  0 

B.  Walters 10  0  0 

M.  Robinson 105  0  0 

£1,500  0  0 

His  liabilities  on  the  same  date  were — 

£  5.  d. 

Due  to  H.  Sweeting         .         .         .         .         .       150  0  0 

,,    „  A.  Fisher 75  0  0 

Bills  Payable  : 

S.  Unwin,  due  Jan.  6,  1908  .        .        .         .        90  0  0 

F,  Lord,  due  Jan.  8,  1908    .        .        .        .        85  0  0 

£400  0  0 


John  Druce  agreed  to  take  M.  Robinson  into  partnership 
conditionally  upon  the  amount  owing  by  him  to  John  Druce  on 
December  31,  1907,  being  paid  at  once  ;  and  upon  his  bringing 
into  the  business,  in  cash,  the  same  amount  of  capital  as  was 
standing  to  the  credit  of  John  Druce's  Capital  Account  at  this  date  ; 
one-half  of  this  latter  amount  was  to  be  paid  out  in  cash,  by  way  of 
premium,  to  John  Druce  and  was  to  appear  in  the  books  of  the 
partnership  as  Goodwill.  These  conditions  were  duly  carried  out  as 
on  January  1,  1908. 

You  are  required  to  make  the  necessary  entries  recording  the 
above,  and  to  pass  through  the  proper  books  the  following  trans- 
actions— 
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1908. 

Jan.  1.    Bought  of  H.  Sweeting  1  dozen  bicycle  frames  at  155.  each. 
,,    1.    Ditto,  for  cash,  4  dozen  wooden  crates  at  Ss.  each. 
„    2.    Sold  A.  Brown  3  bicycles  at  £7  10^.  each,  one  of  which 

was  returned  on  January  3. 
,,3.     J.    Smith  paid   his  account,   deducting  £2  for  bicycle 

damaged  in  transit. 
,,    3.    Sold   B.    Walters  2  bicycles  at  £8   8«.    each,  charging 

him  with  2  crates  at  3s.  6cZ.  each. 
„    3.    Bought  of  A.  Fisher  6  pairs  of  wheels  at  30s.  a  pair  and  a 

job  lot  of  accessories  for  £5. 
,,    4.    Paid  office  salaries  and  wages,  drawing  and  cashing  a 

Cheque  for  same,  £6  10s. 
.,    4.    Each  partner  drew  out  in  cash  £3  on  private  account. 
„    6.    Paid  A.  Fisher  by  Cheque  £25  on  account. 
„    6.    Bill  payable  (S.  Unwin),  due  this  day,  paid  by  Bank. 
,,    6.    Sold  J,  Smith  one  bicycle  for  £7  10s.    upon  which  he 

paid  £2  on  account. 
„    7.    Bought  for  cash  two  second-hand  bicycles  at  15s.  each, 

one  of  which  was  sold  for  cash  the  same  day  for  25s., 

which  25s.  was  paid  direct  into  the  Bank. 
„    7.    Cashed  Cheque  for  £10  for  petty  cash  purposes. 
,,    8.    Bill  payable  (F.  Lord),  due  this  day,  paid  by  Bank. 
„    8.    B.  Walters  paid  the  balance  of  his  account  as  on  this  day, 

deducting  5  per  cent,  discount,  which  was  disallowed. 
„    9.    Bill  receivable  given  by  A.  Graves  returned  dishonoured  : 

a  new  bill  at  one  month  being  given  for  the  whole  of 

his  account. 
„    9.    Sold  to  B.  Walters  20  brakes  at  2s.  each  and  6  lamps  at 

5s.  each. 
, ,    9.    Bought  of  F.  Lord  6  dozen  lamps  at  3s.  each. 
„  10.    Bill  Receivable  (B.  Walters)  duly  met. 
,,  10.    Sold  A.  Graves  a  second-hand  bicycle  for  30s. 
,,11.    Paid   office   salaries  and    wages,    drawing  and  cashing 

Cheque  for  £6. 
,,  11.    Each  partner  drew  in  cash  £3  for  private  purposes. 
,,11.    A.  Brown  accepted  a  bill  at  3  months  drawn  upon  him 

for  the  balance  owing  by  him  at  this  date. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  accounts  as  on  January  11,  1908,  bring  down  the 
balances  and  extract  a  Trial  Balance. 

N.B. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be  prepared. 

In  order  to  open  John  Druce's  books,  and  before  con- 
sidering how  M.  Eobinson's  admission  as  a  partner  may 
affect  the  position,  it  is  necessary  to  incorporate  in 
the  books  (which  after  Eobinson's  admission  will  become 
the  books  of  the  firm),  the  financial  position  of  John 
Druce  as  on  December  31,  1907. 

Upon  reviewing  the  question  before  us,  it  will  be  seen 
that  John  Druce's  Assets  total  up  to  £1,500,  and  that  his 
liabilities  amount  to  £400,  his  "  capital,"  as  at  December 
31,  1907,  is  consequently  £1,100. 
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A  Journal  entry  to  record  these  facts  is  accordingly- 
first  put  through  the  books,  debiting  to  their  respective 
Ledger  accounts  all  the  Assets  held,  and  crediting  to 
their  respective  accounts  all  the  Liabilities  outstanding. 
The  Journal  entry,  as  will  be  noted,  is  made  to  agree  by 
the  inclusion  of  John  Druce's  Capital,  £1,100,  this  being 
the  sum  which  represents  the  difference  between  his 
Assets  and  Liabilities  as  on  December  31,  1907. 

The  books  having  been  opened  by  means  of  these 
entries,  it  becomes  possible  to  deal  with  the  arrangement 
arrived  at  between  John  Druce  (the  previous  owner  of  the 
business)  and  M.  Eobinson  (the  incoming  partner). 

The  proposal  is  as  follows — 

(1)  That  M.  Eobinson  shall  at  once  pay  the  £105 

due  from  him. 

(2)  That  he  shall  bring  into  the  business,  in  cash, 

as  his  capital,  a  sum  equal  in  amount  to  the 
capital  standing  to  the  credit  of  John  Druce 
as  on  December  31,  1907,  viz.  £1,100. 

(3)  That  of  this   £1,100  one-half  (£550)    shall   be 

permitted  to  be  withdrawn  by  John  Druce  as 
a  payment  to  him  by  the  new  firm  by  way  of 
"  premium  "  {i.  e.  as  the  purchase  price)  for  the 
goodwill  of  the  business.  On  admitting  a  new 
partner  upon  equal  terms  with  himself,  John 
Druce  becomes  the  owner  of  only  one-half  of 
the  goodwill  of  the  business  and  half  the 
profits,  instead  of,  as  heretofore,  possessing 
both  business  and  profits  entirely,  it  is  thus 
only  just  and  fair  that  he  should  demand  from 
the  new  firm  and  the  incoming  partner 
something  by  way  of  compensation  for  this 
concession  on  his  part. 

It  is  stated  in  the  question,  that  this  arrangement  was 
duly  carried  out,  and,  as  a  necessary  consequence,  the 
following  transactions  must  be  recorded — 

(1)  M.  Robinson  paid  into  the  Bank  of  the  new  firm 

the  £105  due  from  him. 

(2)  M.  Robinson  paid  into  the  Bank  £1,100  as  his 

capital. 

(3)  /.  Druce  withdreio  from  tJie  Bank  £550  as  the 

agreed  purchase  price  to  the  new  firm  (consisting 
of  himself  and  M.  Robinson)  of  the  Goodwill. 
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For  transaction  No.  (1)  the  necessary  entnj  is — 

Debit  the  Bank  Account  with  £105,  because  the  Bank 
has  received  the  money,  and  credit  M.  Eobinson 
because  he  has  paid  that  amount.  It  is,  of  course, 
M.  Eobinson's  old  current  account  as  an  ordinary 
debtor  in  the  Ledger  which  must  be  credited  in 
this  instance,  and  not  the  Capital  Account  to  be 
subsequently  opened  in  his  name,  which  will  be 
referred  to  hereafter. 

For  transaction  No.  (2)  the  entry  is — 
Debit  the  Bank  Account  with  £1,100  because  it  has 
received  the  money,  and  Credit  M.  Eobinson  (Capital) 
Account  because  it  is  "  M.  Eobinson "  who  has  paid 
the  money,  and  because  it  is  in  order  to  furnish  his 
"  Capital "  in  the  new  business  that  he  has  paid  in  the 
£1,100. 

For  transaction  No.  (3)  the  entry  is — 

Credit  the  Bank  Account  with  £550  because  £550  has 
been  withdrawn  from  this  account,  and  Debit  the  "  Good- 
will" Account  with  £550  because  in  exchange  for  this 
sum  an  asset,  viz.  the  Goodwill,  valued  at  £550,  has  been 
acquired  by  the  new  firm. 

The  remaining  transactions  set  out  in  the  question, 
and  the  manner  of  their  treatment  in  the  books,  are  set 
out  hereunder — 

Jan.  1.  Bought  of  H.  Sweeting  1  doz.  bicycle  frames 
at  15s.  each  (£9). 
Debit  "  Purchases  "  (in  the  Purchases  Book  for  subse- 
quent entry  to  the  debit  of  the  Purchases  Account  in  the 
Ledger)  because  goods  to  the  value  of  £9  have  been 
acquired,  and  Credit  H.  Sweeting  because  he  has  parted 
with  goods  to  that  amount. 

Jan.  1.     Bought  for  cash  4  doz.  wooden  crates  at  3s. 

each  (£7  4s.). 

Credit  "  Cash ''  with  £7  4s:  because  that  amount  of  cash 

has  gone  out  of  the  business,  and  Debit  the  "Purchases" 

Account,  because  goods  of  that  value  have  come  into  the 

business. 

Jan.  2.     Sold  A.  Broion  3  bicycles  at  £7  10s.  each, 
one  of  which  was  returned  on  January  3. 
Debit  A.  Brown  with  the  cost  of  3  bicycles  at  £7  10s. 
each  (£22  10s.)  because  he  has  received  them  from  the 
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business,  and  Credit  the  "  Sales  "  Account  {via  the  Sales 
Book)  because  bicycles  of  that  value  have  been  parted 
with  by  the  business.  For  the  bicycle  which  was  re- 
turned on  January  3  an  entry  for  £7  10s.  must  be  passed 
through  the  books  as  though  the  returned  bicycle  repre- 
sented a  repurchase  from  A.  Brown. 

The  second  entry  consequently  is — 

Debit  "Eeturns  Inwards"  (in  the  "  Eeturns  Inwards 
Book  "  for  subsequent  posting  to  the  debit  of  the  "  Ee- 
turns  Inwards  Account"  in  the  Ledger)  for  the  goods 
returned  because  they  have  come  back  into  the  business 
and  have  been  put  into  stock  again,  and  Credit  A.  Brown 
with  £7  10s.,  representing  the  value  of  the  bicycle 
returned  by  him. 

Jan.  3.  J.  Smith  paid  his  account  (£45^,  deducting 
£2  for  bicycle  damaged  in  transit. 

For  the  £43  thus  paid  by  J.  Smith — 

Debit  the  Cash  Book  with  £43,  since  the  money  has 
been  received,  and  Credit  J.  Smith  with  £43  because  he 
has  paid  that  sum. 

To  record  the  £2  allowance  made  to  J.  Smith — 

Debit  "  Allowances  "  Account  with  £2  because  money 
has  been  lost  in  this  direction,  and  Credit  J.  Smith  with 
£2  because  the  allowance  to  him  is  the  equivalent  of  a 
cash  payment  received  from  him,  which  would,  of  course, 
have  been  placed  to  his  credit.  This  latter  entry  passes 
through  the  Journal  proper,  there  being  no  other  book  of 
original  entry  in  which  it  can  be  appropriately  recorded. 

Jan.  3.  Sold  B.  Walters  2  bicycles  at  £8  8s.  each^ 
charging  him  with  2  crates  at  3s.  6<i.  each. 

This  transaction  must  be  treated  as  a  sale  to  B.  Walters 
of  bicycles  and  crates,  no  difference  in  treatment  being 
made  between  the  bicycles  and  the  crates  which  con- 
tained them. 

The  necessary  entry  is  therefore — 

Credit  "  Sales  "  (through  the  Sales  Book)  with  £16  16s. 
for  the  bicycles  sold  and  with  7s.  for  the  accompanying 
crates,  all  these  articles  having  been  parted  with,  and 
Debit  B.  Walters  with  their  value  because  he  has  received 
them. 

Jan.  3.     Bought  of  A.  Fisher  6  joairs  of  wheels  at  30s. 
per  pair,  and  a  job  lot  of  accessories  for  £5. 
Debit  "  Purchases  "  Account  {via  the  Purchases  Book) 
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with  the  cost  of  the  wheels  (£9)  and  of  the  accessories 
(£5),  because  these  goods  have  come  into  the  business, 
and  Credit  A.  Fisher  because  he  has  supphed  the  firm 
with  them. 

Jan.  4.     Paid  office  salaries  and  wages,  drawing  and 
cashing  a  Cheque  for  same  (£6  10s.). 
This  transaction  is  in  fact  twofold,  as  follows — 

(1)  £6  10s.  has  been  withdrawn  from  the  Bank  for 

Office  cash  purposes. 

(2)  Out  of  the  Office  cash  £6  10s.  has  been  paid  away 

in  salaries  and  wages. 

For  transaction  No.  (1)  the  following  entry  is  neces- 
sary— 

Credit  the  "  Bank  "  column  in  the  Cash  Book,  repre- 
senting the  withdrawal  of  the  £6  10s.  from  the  Bank, 
and  Debit  the  "  Cash "  column  in  the  Cash  Book,  in 
order  to  record  the  receipt  of  the  money  by  the  Cashier. 

For  transaction  No.  (2) — 

Credit  the  "  Cash"  column  in  the  Cash  Book,  represent- 
ing the  fact  that  £6  10s.  has  gone  out  of  the  Cashier's 
hands,  and  Debit  "Office  Salaries"  and  "Wages"  Ac- 
counts, in  order  to  record  the  fact  that  the  money  has 
been  used  in  these  directions. 

Jan,  4.  Each  paring  drew  out  in  cash  £3  on  private 
account. 

It  is  better  to  debit  sums  thus  withdrawn  for  private 
purposes  by  the  partners  in  a  firm,  at  the  time  of  their 
occurrence,  to  separate  "Drawing  Accounts"  kept  for 
each  partner ;  these  Drawing  Accounts  can,  at  any  desired 
date,  be  closed  by  the  transfer  of  the  total  withdrawals  to 
date  to  the  debit  of  the  respective  Capital  Accounts  of 
the  members  of  the  firm. 

It  is  moreover  a  wise  precaution  for  the  entry  of  with- 
drawals for  private  purposes  to  bear  the  initials  of  the 
partner  concerned  against  the  item  as  and  where  it 
appears  in  the  Cash  Book. 

The  necessary  entries  therefore  are — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  two 
sums  of  £3,  representing  the  fact  that  £6  in  money  has 
been  paid  out,  and  Debit  "J.  Druce,  Drawing  Account" 
and  "  M.  Bobinson,  Drawing  Account "  with  £3  in  each 
case  because  it  is  to  the  partners  that  the  money  in 
question  has  been  paid. 
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Jan.  6.     Paid  A.  Fisher  £25  hy  Cheque  on  account. 
Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £25 
because  that  sum  has  been  withdrawn  from  the  Bank, 
and  Debit  A.  Fisher  with  <£25  because  he^  has  received 
the  money. 

Jan.  6.  Bill  Payable  {S.  Unwin)  due  this  day  paid 
by  Bank  (£90). 
Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £90 
because  this  sum  has  been  parted  with,  and  post  the  item 
to  the  Debit  of  the  "  Bills  Payable  "  Account  in  the  Ledger 
because  the  holder,  for  the  time  being,  of  this  Bill  Payable 
has  received  the  money. 

Jan.  6.  Sold  J.  Smith  1  bicycle  for  £7  10s.,  upon 
which  he  paid  £2  on  account. 

This,  again,  is  not  a  single  transaction  for  book-keeping 
purposes,  but  two,  viz.  (a)  the  sale  of  a  bicycle  for  £7  10s. 
to  J.  Smith,  and  (b)  the  receipt  of  £2  in  cash  from 
J.  Smith. 

To  record  the  sale  to  J.  Smith  an  entry  is  made  in  the 
Sales  Book,  crediting  "  Sales "  with  £7  10s.  because 
goods  to  that  value  have  been  parted  with,  J.  Smith 
being  at  the  same  time  debited  in  his  Ledger  account 
with  £7  10s.  because  he  has  received  the  bicycle. 

In  order  to  record  the  receipt  of  the  £2  on  account  the 
"  Cash  "  column  in  the  Cash  Book  is  debited,  because  the 
money  has  been  received,  and,  to  complete  the  entry,  J. 
Smith's  Ledger  account  is  credited  with  the  like  amount 
because  it  is  John  Smith  who  has  paid  the  money  into 
the  business. 

Jan.  7.     Bought  for  cash  2  second-hand  bicycles  at 

15s.  each,  one  of  which  was  sold  for  cash  on  the  same 

day  for  25s. 

This  is  an  example  of  a  "  Cash  "  purchase  (2  bicycles  at 

15s.  each)  followed  by  a  "  Cash  "  sale  (1  bicycle  at  25s.), 

the*two  transactions  being  separate  and  distinct. 

In  order  to  record  the  purchase  for  cash  of  2  bicycles 
for  30s.— 

Credit  the  "  Cash  "  column  in  the  Cash  Book  because 
30s.  in  cash  has  been  parted  with,  and  Debit  the 
"Purchases"  Account  in  the  Ledger  because  goods  to 
that  value  have  been  received. 

It  will  be  remembered  that,  in  actual  practice,  "  Cash 
sales  "  and  "  Cash  purchases  "  do  not  pass  through  the 
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"Sales"  or  "Purchases"  Journals,  these  books  being 
reserved  for  transactions  upon  credit.  If  numerous,  such 
Cash  sales  and  purchases  are  either  recorded  in  special 
books  kept  for  that  purpose,  the  totals  of  which  are 
periodically  carried  into  the  Cash  Book,  or  they  are  ac- 
commodated in  columns  specially  provided  for  them  in  the 
Cash  Book  itself,  the  totals  of  which  are  posted  monthly 
to  the  Ledger. 

In  order  to  record  the  sale  for  cash  of  oae  bicycle  for 
25s.  the  entry  is — 

Debit  the  "Bank"  column  in  the  Cash  Book  with  25s. 
because  that  sum  in  cash  has  been  received,  and  Credit 
the  "  Sales  "  Account  in  the  Ledger  because  goods  have 
been  parted  with  to  that  amount. 

Jon.  7.  Cashed  Cheque  for  £10  for  Petty  Cash 
purposes. 

This  transaction  consists  of  the  withdrawal  of  £10 
from  the  Bank  and  the  placing  of  it  in  the  OfiQce  Cash  to 
be  used  for  Petty  Cash  disbursements. 

The  necessary  entry  is  consequently — 

Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £10, 
representing  the  withdrawal  of  the  money  from  the  Bank, 
and  Debit  the  "  Cash  "  column  in  the  Cash  Book  with  the 
same  sum,  because  the  Cashier  has  received  the  money. 

Jan.  8.     Bill  Payable  (F.  Lord)  due  this  day  paid  by 

Bank  (£85). 

Credit  the  "  Bank"  column  in  the  Cash  Book  because  the 

Bank  has  parted  with  £85,  and  Debit  the  "  Bills  Payable  " 

Account  in  the  Ledger  because  the  holder  of  the  Bill 

Payable,  whoever  he  may  be,  has  received  the  money. 

Jan.  8.    B.  Walters  paid  the  balance  of  his  account 

as  at  this  day,  deducting  5  per  cent,  discount,  which 

was  disallowed. 

B.  Walters  owes  the  firm,  as  shown  by  his  Ledger 

account,  £27  3s.,  and,  doubtless  thinking  that  Messrs. 

Druce   &   Eobinson   would    allow   it,   he    has   deducted 

5  per  cent,  from  this  sum  (£1  7s.  2d.),  and  has  remitted 

a  Cheque  for  the  balance,  viz.  £25  15s.  10^.      Messrs. 

Druce  &  Eobinson,  however,  are  not  disposed  to  allow 

this  deduction,  and  the  attempt  on  the  part  of  B.  Walters 

to  obtain  an  unfair  discount  consequently  falls  to  the 

ground.     All  that  Messrs.  Druce  &  Eobinson  do  under 

these  circumstances  is  to  record  the  receipt  of  B.  Walters's 
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Cheque  for  £25  15s.  lOd.  as  a  "payment  on  account," 
leaving  the  balance  still  owing  standing  to  B.  Walters's 
debit,  doubtless  at  the  same  time  informing  him  of  this 
fact. 

The  entry  consequently  is — 

Debit  the  "Bank"  column  in  the  Cash  Book  with 
£25  15s.  lOd.  because  the  Bank  has  received  the 
money,  and  Credit  B.  Walters's  Ledger  account  with 
a  like  amount  because  he  has  paid  the  money  to  Messrs. 
Druce  &  Eobinson. 

Jan.  9.     Bill  Beceivable  given  by  A.  Graves  returned 
dishonoured,  a  new  bill  at  one  month  being  given  for 
the  luhole  of  his  account. 
The  bill  first  referred  to  above  is  for  £75,  and  in  addi- 
tion to  this  A.  Graves  owes  a  further  £20,  being  the 
balance  due  from  him  on  his  Ledger  account. 

The  above  transaction  is,  as  regards  its  book-keeping 
record,  a  triple  one,  and  consists  of  the  following  separate 
transactions — 

{a)  The  Bill  Eeceivable  for  £75  held  by  Druce  & 
Eobinson  is  assumed  to  have  been  handed 
by  them  in  the  ordinary  course  to  their 
Bankers  for'  collection,  and  for  eventual  credit 
to  their  account. 
(6)  Upon  presentation  of  the  bill  by  the  Bank  to 

A.  Graves,  payment  of  it  is  refused, 
(c)  Messrs.  Druce  &  Eobinson  presumably  at  once 
refer  to  Mr.  Graves,  who  offers  them  a  fresh 
bill  for  the  whole  amount  due  from  him,  i.  e. 
(a)  to  cover  the  dishonoured  bill  (£75)  and  (6) 
the  balance  of  his  current  account  (£20),  or 
£95  in  all. 
These  transactions  are  recorded  as  under — 

{a)  Upon  the  bill  for  £75  being  paid  into  the  Bank  for 
collection  an  entry  is  passed  through  debiting 
the  bill  to  the  Bank,  in  anticipation  of  its  being 
duly  collected. 
The  entry  is  therefore — 

Debit  the  "  Bank "  column  in  the  Cash  Book  with 
£75  because  the  Bank  is  assumed  to  have  received  the 
money  (although  in  strict  practice  the  assumption  may 
subsequently  prove  to  be  incorrect),  and  Credit  the  "  Bills 
Eeceivable  "  Account  with  a  like  amount  because  a  Bill 
Eeceivable  of  this  value  has  been  parted  with. 
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(h)  Upon  the  bill  for  £75  being  returned  dishonoured 
Messrs.  Druce  &  Eobinson  have  immediate  re- 
course for  the  amount  against  the  acceptor, 
A.  Graves,  who  becomes  their  debtor  for  the 
cash  which  should  have  been  paid  upon 
presentation  of  the  bill. 

It  is  consequently  necessary  to  place  the 
£lb  to  the  debit  of  A.  Graves'.s  Ledger  account, 
at  the  same  time  the  previous  debit  to  the 
Bank  must  be  reversed,  i.  e.  an  adjusting  entry 
must  be  made  in  the  "  Bank  "  column  in  the 
Cash  Book  upon  the  opposite  side  to  that 
upon  which  the  previous  entry  of  £75  was 
recorded,  viz.  upon  the  credit  side. 

The  necessary  entry  is  consequently — 

Debit  A.  Graves  with  £75  because  he  has  become  the 
firm's  debtor  for  the  amount  of  his  dishonoured  accept- 
ance, and  Credit  the  "  Bank  "  column  in  the  Cash  Book 
with  £75  in  order  to  reverse  the  previous  debit  entry 
in  the  Bank  Account. 

(c)  A  fresh  acceptance  for  £95  is  received  from 
A.  Graves,  due  a  month  after  the  dishonour 
of  the  previous  bill. 

The  entry  for  this  acceptance  follows  the 
ordinary  lines,  applicable  in  the  case  of  a  Bill 
Receivable  being  given  to  the  firm.  The  "  Bills 
Receivable  "  Account  is  debited  and  the  person 
(A.  Graves)  from  whom  the  bill  has  been 
received  is  credited  with  its  value  just  as 
though  he  had  paid  the  sum  in  cash. 

The  "  Bills  Receivable "  Account  is  con- 
sequently debited  (in  this  case  through  the 
Journal)  with  £95  because  a  Bill  Receivable  for 
this  amount  has  been  acquired,  and  A.  Graves 
is  credited  with  the  like  sum  because  he  has 
given  the  bill  in  discharge  of  his  indebtedness. 

Jan.  9.     Sold  to  B.  Walters  20  brakes  at  2s.  each  and 
6  lamj^s  at  5s.  each  (£3  10s.  in  all). 

Credit  "  Sales  "  (in  the  Sales  Book  for  subsequent  post- 
ing to  the  credit  of  the  Sales  Account)  with  £3  10s.,  being 
the  value  of  the  goods  parted  with  by  the  firm,  and  Debit 
B.  Walters  with  the  same  sum  because  he  has  received 
the  goods. 
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Jan.  9.  Bought  of  F.  Lord  6  dozen  lamps  at  3s.  each 
(^10  16s).  . 

Debit  "  Purchases  "  (in  the  Purchases  Book  for  subse- 
quent posting  to  the  debit  of  the  Purchases  Account)  with 
£10  16s.  because  goods  to  this  amount  have  come  into 
the  business,  and  Credit  ¥.  Lord  with  the  same  sum 
because  he  has  parted  with  the  goods. 

Jan,  10.  Bill  Receivable  (B.  Walters)  duly  met 
(£125). 

This  bill  will  have  been  paid  into  the  Bank  in  due 
course  for  collection  upon  Messrs.  Druce  &  Eobinson's 
behalf,  and  for  their  credit  in  current  account,  and  is 
duly  paid  upon  presentation. 

The  necessary  entry  consequently  is — 

Debit  the  "  Bank  "  column  in  the  Cash  Book  with  £125 
because  the  Bank  has  received,  firstly  the  bill,  and  subse- 
quently the  money  for  it,  and  Credit  the  "  Bills  Eeceivable  " 
Account  with  the  same  sum  because,  firstly,  a  Bill 
Eeceivable  held  has  been  parted  with,  and,  secondly, 
because  £125  has  been  paid  by  the  acceptor  of  the  bill. 

Jan.  10.  Sold  A.  Graves  a  second-hand  bicycle  for 
30s. 
Credit  "  Sales  "  (through  the  Sales  Book  for  subsequent 
posting  to  Credit  of  the  Sales  Account)  with  30s.,  because 
goods  to  this  value  have  been  parted  with,  and  Debit  A. 
Graves  with  the  like  sum  because  he  has  received  the 
bicycle. 

Jan.  11.     Paid  Office  salaries  and  wages,  drawing  and 
cashing  Cheque  for  £6. 
This  transaction,  for  book-keeping  purposes,  must  be 
regarded   as  twofold,  and   as  comprising   the  following 
separate  transactions,  viz. — 

(1)  The   withdrawal  of  £6  from  the  Bank  and  the 

deposit  in  the  Office  Cash  of  the  money  ob- 
tained by  cashing  the  Cheque  so  drawn. 

(2)  The  payment  of  £6  for  salaries  and  wages  by  the 

Cashier. 

Entry  No.  1  is  recorded  as  under — 

Credit  the  "  Bank  "  column  in  the  Cash  Book  with  £6 
because  the  Bank  has  parted  with  the  money,  and  Debit 
the  "  Cash  "  column  in  the  Cash  Book  with  the  like  sum 
because  the  Cashier  has  received  the  money. 
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Entry  No.  2  is  recorded  as  under  — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  £6 
because  the  Cashier  has  disbursed  the  money,  and  Debit 
the  "  Salaries  and  "Wages  "  Account  with  £6  because  this 
amount  has  been  paid  in  salaries  and  wages. 

Jan.  11.    Each  partner  drew  in  cash  £3  for  private 
purposes. 

This  entry  is  the  exact  counterpart  of  that  passed 
through  the  books  on  January  4. 

The  entry  therefore  is — 

Credit  the  "  Cash  "  column  in  the  Cash  Book  with  two 
sums  of  £3,  representing  the  fact  that  £6  in  money  has 
been  disbursed  by  the  Cashier,  and  Debit  **J.  Druce, 
Drawing  Account "  and  "M.  Eobinson,  Drawing  Account" 
respectively  with  £3  because  this  sum  has  been  paid 
to  each  partner. 

Jan.  11.     A.  Brown  accepted  a  bill  at  3  months  drawn 
upon  him  for  the  balance  owing  by  him  at  this  date. 

The  balance  owing  by  A.  Brown  at  this  date  amounts 
to  £40,  and  for  this  sum  a  bill  is  drawn  upon  him  by 
Messrs.  Druce  &  Eobinson.  A.  Brown  signifies  his 
promise  to  pay  this  bill  at  its  due  date  by  writing 
his  name  across  it,  i.  e.  by  "  accepting  it."  The  bill 
thus  "  accepted "  is  returned  by  A.  Brown  to  Messrs. 
Druce  &  Eobinson  and  consequently  becomes  one  of 
their  "  Bills  Eeceivable." 

The  necessary  entry  therefore  is — 

Debit  the  "  Bills  Eeceivable  "  Account  (by  means  of  a 
Journal  entry)  with  £40  because  a  bill  for  this  amount 
has  been  acquired  by  Messrs.  Druce  &  Eobinson,  and 
Credit  A.  Brown  with  £40  because  he  has  parted  with 
a  bill  for  this  sum. 

All  the  detailed  transactions  set  out  in  the  question 
having  thus  been  passed  through  the  books  it  remains  to 
complete  the  requisite  Double  Entry  in  the  case  of  the 
"  Sales,"  "  Purchases,"  and  "  Eeturns  Inwards  "  by  add- 
ing up  the  totals  of  these  respective  Journals  or  Day 
Books,  and  by  posting  them  to  their  appropriate  Ledger 
accounts.  Following  upon  this  procedure  the  balances 
can  be  brought  down  upon  all  the  open  accounts  in  the 
Ledger,  and  upon  the  Cash  Book,  and  a  "  Trial  Balance  " 
{%.  e.  a  list  of  all  the  balances  appearing  in  the  Ledger  and 
the  Cash  Book)  can  then  be  prepared.     The  total  of  the 
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"  Debit "  balances  shown  in  the  Trial  Balance  should,  if 
the  work  has  been  correctly  done,  agree  with  the  total  of 
the  "  Credit  "  balances  appearing  in  the  same  statement. 

The  first  step  towards  the  completion  of  the  books  is 
the  addition  of  the  "  Sales,"  "  Purchases  "  and  "  Eeturns  " 
Books  and  the  posting  of  their  respective  totals  in  their 
appropriate  Ledger  accounts. 

It  will  be  seen  that  the  "  Purchases  "  Book  adds  up  to 
£33  16s.,  the  "Sales"  Book  to  £52  3s.,  and  that 
the  "  Eeturns  Inwards  "  Book  contains  but  a  single  item, 
viz.  £7  10s. 

These  additions  having  been  duly  effected,  the  following 
postings  are  then  made  in  the  Ledger,  viz. — 

(1)  The  total  of  the  "Purchases"  (£33  16s.)  for  the 
period  is  posted  to  the  Debit  of  the  "Purchases  "  Account. 
It  will  be  remembered  that  all  the  purchases  made  on  credit 
and  recorded  in  this  book  have  already  been  posted  in 
detail  to  the  Credit  of  the  various  persons  from  whom  the 
goods  were  bought  (e.g.  the  1  doz.  frames  bought  on 
January  1  from  H.  Sweeting,  £9,  were  posted  to  the 
Credit  of  H.  Sweeting's  account  because  he  had  disposed 
of  the  goods),  and  the  Debit  posting,  to  complete  the 
Double  Entry,  is  now  effected  in  total  in  the  "Purchases  " 
Account,  because  goods  to  this  total  value  have  been 
acquired  during  the  period. 

(2)  In  similar  manner  the  total  of  the  "  Sales  "  (£52  3s.) 
for  the  period  is  posted  to  the  Credit  of  the  "  Sales " 
Account.  This  single  "total"  posting  represents  the 
fact  that  goods  to  the  amount  stated  have  "  gone  out  "  of 
the  business,  i.  e  have  been  disposed  of,  and  completes 
the  double  entry  for  all  the  sales  upon  credit  previously 
posted  in  detail  to  the  Debit  of  the  various  persons  to 
whom  they  have  been  dispatched. 

(3)  The  £7  10s.  appearing  in  the  "  Eeturns  Inwards  " 
Book  is  posted  to  the  Debit  of  the  "  Eeturns  Inwards 
Account  "  in  the  Ledger  ;  this  is  done  because  the  goods 
in  question  have  "  come  in,"  and  have  been  added  again 
to  the  general  stock  of  the  business ;  the  corresponding 
Credit  posting  in  A.  Brown's  account  was  effected  on 
January  2,  and  recorded  the  fact  that  the  goods  had  been 
received  from  him. 

The  next  process  to  be  effected  is  the  ruling  off  and 
"  balancing  "  of  the  Cash  Book  and  of  all  the  Ledger 
accounts.  It  will  be  sufficient,  for  present  purposes,  to 
explain  the  method  by  which  the  Cash  Book  is  "balanced,'* 
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and  to  indicate  thereafter  that  the  same  process  is  applied 
to  all  the  accounts  in  the  Ledger. 

The  totals  appearing  on  the  Debit  side  of  the  Cash 
Book  at  the  close  of  the  transactions  previously 
enumerated  are,  as  set  out  on  that  side  of  the  Cash 
Book,  as  under — 

TOTAL  OF   "cash"    DEBIT  TOTAL  OF   "BANK"    DEBIT 

COLUMN.  COLUMN. 

£47  105.  Od.  £1,777    Os.  lOrf. 

These  totals  would,  in  actual  practice,  be  temporarily 
inserted  in  their  respective  columns  in  pencil. 

The  corresponding  totals  appearing  on  the  Credit  side 
of  the  Cash  Book  are — 

TOTAL  OF  "cash"  CREDIT        TOTAL  OF  "  BANK  "  CREDIT 
COLUMN.  COLUMN. 

£33    45.  Od.  £847  10^.  Oti. 

These    totals    again    would,    in    practice,    be   inserted 
temporarily  in  their  respective  columns  in  pencil. 

The  differences  or  "  balances  "  between  the  respective 
totals  of  the  columns  are  consequently  as  under  (the  total 
of  the  "  Credit  "  Cash  column  being  deducted  from  the  total 
of  the  "  Debit "  Cash  column,  and  the  same  process  being 
carried  out  in  the  case  of  the  "  Bank  "  columns). 

"balance"  OF  "cash''  "balance"  of  "bank" 

COLUMNS.  COLUMNS. 

£14    6*.  Orf.  £929  10s.  \0d. 

These  "balances"  are  inserted  in  the  "Cash"  and 
"  Bank  "  credit  columns  respectively,  under  the  designa- 
tion of  "  Balances  carried  down  "  (they  represent,  in  the 
one  case,  the  amount  of  cash  remaining  in  the  Cashier's 
hands  and,  in  the  other,  the  amount  of  money  left  in  the 
hands  of  the  Bankers  at  the  close  of  all  the  above-stated 
transactions);  the  two  "Cash"  columns  and  the  two 
"Bank"  columns  are  then  added  up  and  the  totals, 
which,  by  means  of  the  insertion  of  the  balances,  have 
been  made  to  equal  one  another  as  regards  each  pair 
of  columns,  are  now  inked  in. 

The  "  Cash  "  columns  are  thus  both  of  them  arranged 
to  add  up  to  £47  10s.,  and  the  "Bank''  columns  to 
£1,777  Os.  10(Z.,  and  the  account  is  completed  by  the 
ruling  of  transverse  lines  across  the  columns  in  the 
customary  way  as  shown  in  the  Cash  Book  given 
hereafter  by  way  of  illustration. 

The  "balances"   previously  mentioned  are   now  re- 
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entered  on  the  opposite  side  to  that  upon  which  they 
have  ah*eady  been  included,  and  below  the  "  ruling  off," 
i.e.  helow  the  transverse  lines  already  ruled  across  the 
money  columns. 

These  balances  represent  the  amounts  of  Cash  in  hand 
and  at  the  Bank  at  the  close  of  the  transactions  for  the 
period  recorded,  and  form  the  balances  of  the  respective 
accounts  which  are  now  ready  for  inclusion  in  the  Trial 
Balance.  They  also  constitute  the  starting  balances  for 
the  next  trading  period. 

These  two  balances  are  then  entered  in  the  Trial 
Balance,  according  to  the  side  of  the  Cash  Book  (in  this 
case  the  Debit  side)  upon  which  they  are  brought  down. 

Every  other  Ledger  account  is  treated  in  similar 
manner,  subject  to  the  following  rules — 

(1)  That  in  the  case  of  those  accounts  where  the  total 
debit  postings  exceed  the  total  credit  postings  the  balance 
**  carried  down  "  is  necessarily  entered  on  the  Credit  side 
of  the  Ledger  account,  in  order  to  make  the  sides  agree, 
and  the  balance  "  brought  down  "  is  entered  on  the  Debit 
side  both  in  the  Ledger  account  and  in  the  Trial  Balance. 

(2)  That  in  the  case  of  those  accounts  where  the  total 
credit  postings  exceed  the  total  debit  postings  the  balance 
"carried  down"  appears  on  the  Debit  side,  and  the 
balance  "  brought  down "  appears  on  the  Credit  side 
both  in  the  Ledger  account  and  in  the  Trial  Balance. 

(3)  That  in  the  case  of  those  accounts  wherein  the  total 
debit  postings  exactly  equal  the  total  credit  postings,  all 
that  needs  to  be  done  is  the  addition  of  both  sides, 
followed  by  the  "  ruling  off "  of  the  account.  There  is, 
in  these  cases,  oi  course,  no  balance  to  enter  in  the  Trial 
Balance. 

The  Trial  Balance  thus  constructed,  simultaneously 
with  the  ruling  off  of  all  the  accounts,  is  set  out  on  page 
613,  and  it  will  be  found  to  "  agree  "  or  "  balance  "  ;  in 
other  words,  both  the  debit  and  credit  columns  in  this 
statement  add  up  to  £2,487  4s.,  and  an  inference  as  to 
the  probable  correctness  of  the  book-keeping  consequently 
arises. 

At  the  close  of  the  specimen  examination  question 
which  has  been  dealt  with  in  detail  above,  a  conspicuous 
note  is  appended  to  the  effect  that  "  No  Profit  and  Loss 
Account  or  Balance  Sheet  is  to  be  prepared."  It  would 
seem  to  be  unnecessary  to  recommend  students  to  pay 
explicit  attention  to  definite  directions  of  this  character. 
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and  yet  it  is  the  fact  that  many  students  do  (in  spite  of 
such  notes)  append  one  or  other,  or  both,  of  the  accounts 
which  are  clearly  stated  as  not  being  required,  and  for 
which,  therefore,  it  is  obvious  that  no  marks  can  be 
awarded.  In  this  manner  the  examinee  frequently 
wastes  valuable  time  through  sheer  carelessness. 


SALES    BOOK 


1908. 
Jan.    2 


10 


A.  Brown,  3  bicycles  at 
£7  10« 

B.  Walters,  2  bicycles  at 
£8  8« 

2  crates  at  3«.  6d 

J.  Smith,  1  bicycle 

B.  Walters,   20  brakes  at 

2« 

6  lamps  at  5« 

A,  Graves,  second-hand 
bicycle 

Total  credited  to  Ledger 
account 


£ 

«. 

d. 

£ 

s. 

4 

22 

10 

7 
5 

16 

16 

7 

0 
0 

17 

7 

3 

10 

7 
15 

2 

1 

0 
10 

0 
0 

3 
1 

10 
10 

£52 

3 

PURCHASES   BOOK 


1908. 
Jan.  1 


H.  Sweeting,  1  doz.  frames 
at  \b» 

A.  Fisher,  6  pairs  wheels 

at30« 

Accessories 

F.  Lord,  6  doz.  lamps  at 
3«.  eacli 

Total  debited  to  Ledger 
account  


£ 

a. 

d. 

£ 

«. 

9 

9 

0 

10 
11 
U 

9 
5 

0 
0 

0 
0 

14 
10 

0 
16 

£33 

16 

RETURNS   INWARDS   BOOK 


1908. 
Jan.    2 


A.  Brown,  1  bicycle 

Total   debited  to  Ledger 
accoimt 


£ 

«. 

d. 

£ 

8. 

4 
16 

7 

10 

£7 

10 
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JOURNAL 


1 

.i 

Dr. 

Or. 

1908.  1 
Jan.  1 

Sundries :                     Dr. 
To  Sundries,  viz.— 
Cash  at  Bank 

C. 
C. 

1 

2 
3 

4 
5 
6 
7 
8 
i^ 
10 
11 

21 

19 

5 
8 

6 
3 

4 

£ 

300 

25 

C50 

_      120 
200 
55 
45 
20 
10 
105 

0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

d. 

0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

£ 

150 
75 
175 

1,100 

s. 

0 
0 
0 

0 

d. 

Cash  in  hand 

Stock 

Furniture    and    Fit- 

Bills  Receivable 

A    Brown     . 

J.  Smith 

A.  Graves 

B.  Walters 

M  Robinson            ... 

H.  Sweeting 

A.  Fisher 

Bills  Payable 

John  Druce,  Capital 

0 
0 
0 

0 

For  Assets,   Liabilities, 
and  Capital,  as  at  this 
date 

£1,500 

0 

0 

£1,500       0 

0 

Jan.  8 
•„    9 
..,  11 

Allowances  Account  Dr. 

To  J.  Smith  for  AUow- 

ance  re   Bicycle 

damaged  in  tmnsit... 

Bills  Receivable Dr. 

To  A.  Graves,   for  ac- 
ceptance received 

Bills  Receivable Dr. 

To  A.   Brown  for   ac- 
ceptance received. ... 

2 

96 

40 

0 

0 
0 

0 

0 
0 

2 

95 
40 

0 
0 
0 

0 
0 
0 

£137 

0 

0 

£187 

0 

0 

Dr. 


1908. 
Jan.  1 


To  Balance 


LEDGER 
Stock  Account 


£ 

«. 

d. 

J. 

650 

« 

0 

£ 

650 

0 

0 

Cr. 


2 


Dr. 


Furniture  and  Fittings  Account  2 

Cr. 


1908. 
.Jan.  1   To  Balance 
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8 


Dr. 


Bills  Receivable 


Cr. 


8 


Jan.  1 


«n 


1908. 
Jan.  11 


£, 

s. 

d. 

1908. 

To  Balance— 
A-  Graves... 
B.  Walters.. 

„  A.     Graves, 
Bill  dis- 
honoured... 

„   A.  Brown  ... 

J. 
J. 

J. 
J. 

75 
125 

95 
40 

I 

0 
0 

0 
0 

0 
0 

Tan.  9   1 
10 
11 

£ 

835 

0 

0 

To    Balance 
brought  down 

v/ 

135 

1 

0 

0 

By  Cash  C. 

Cash  C. 

Balance  car- 
ried down   v/j 


185 


0   0 


335   0  0 


A.    Brown 


4 


Dr. 

Cr 

1908. 

Jan.  1 
„    2 

To  Balance 

„  Goods 

J. 

S. 

£ 

£ 
25 
22 

s.d. 

00 
10  0 

10  0 

1908. 
Jan.    2 
»    11 

By  Returns 

„   Bills  Receiv- 
able 

R. 

J. 

£ 

£       8. 

7   10 
40     0 
47    10 

d. 
0 

0 

0 

Dr. 


J.  Smith 


Cr. 


5 


1908. 
Jan.    1 


1908. 
Jan.  11 


To  Balance . 
„   Goods... 


To  Balance 
b  rought 
down 


£ 

8. 

.. 

1908. 

J. 

45 

0 

0 

Jan.     3 

s. 

7 

10 

0 

»     11 

£ 

52 

io|o 

y/ 

i 

1 

1 

5  10 

0 

3  By  Cheque 

Cash 

Allowance . 
Balance  car- 
ried down.. 


s.  d. 

0  0 
0  0 
0  0 

I 
10  0 


6 


A.  Graves 


Dr. 


Cr. 


6 


Jan. 


1908. 
Jan.  11 


To  Balance 

„   Bill   dis- 
honoured .. 
„  Goods 

To  Balanc  e 
brought 
down. 


£ 

8. 

d. 

1908. 

J. 

20 

0 

0 

Jan.    9 

c. 

75 

0 

0 

..     11 

8. 

1 

10 

0 

£ 

96 

10 

0 

^ 

1 

10 

0 

By  Bill  Re- 
ceivable.... 

„  Balance  car- 
ried down.. 


95    0 
1110 
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7  B.  Walters 

Dr. 


Cr. 


1908. 

Jan.    1 

„       3 

..      9 

1908. 
Jan.  11 

To  Balance 

„   Goods 

„  Goods 

To  Balance 
brought 
down 

J. 

S. 

s. 

& 

V 

£ 

10 
17 
3 

30 

1 

s.'a. 

0  0 

3  0 

10  0 

13  0 

1908. 

Jan.    8 

»     11 

By  Cheque 

,,  Balance  car- 
ried down.. 

C. 

£ 

£ 
25 

I      ^ 
30 

s. 

15 

17 
13 

d. 
10 

2 

0 

4 

17 

2 

M.  Robinson 


Dp. 

Cr 

1908.  1 
Jan.    li  To  Balance 

J. 

£ 

£ 
105 

105 

s. 
0 

0 

d.     1908. 
0  Jan.    1 

0 

By  Cash. 

£ 

£ 
106 

105 

g. 
0 

0 

d. 

0 

0 

9 


Dr. 


H.  Sweeting 


Or. 


1908. 
Jan.  11 


To  Balance 
carried  down.. 


159  1 0 
15910 


Jan.  1 
..    1 


Jan.  11 


By  Balance.... 
„  Goods 


By  Balance 
brought  down  i  y/ 


1   ^ 

J. 
p. 

1150 

1      9 

£ 

159 

1 

159 

10 

Dr. 


A.  Fisher 


lO 

Or. 


1908. 

Jan.  a 

..  11 


To  Cheque 

,,    Balance 
carried  down.. 


£ 

«. 

d. 

1908. 

c. 

25 
64 

0 
0 

0 
0 

Jan.  1 
»    3 

£ 

89 

0 

0 

1908. 

Jan.  11 

By  Balance . 
„  Goods  .... 


By  Balance 
brouglit  down    y/ 


64    0 


11 

Dr. 


F.  Lord 


Cr. 


11 


1908. 
Jan.  9 


By  Gooda.. 


£ 

«. 

d. 

P. 

10 

16 

0 

£ 

10 

10 

0 
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12 

Dp. 


Bills  Payable 


12 

Cr. 


1908. 

Jan.  6 

»     8 


To  Cheque. 
„  Cheque. 


£ 

8. 

d. 

1908. 

c. 
c. 

90 

85 

0 

0 

0 
0 

Jan.  1 

^ 

175 

"o 

0 

By  Balance — 
S.  Unwin... 
F.  Lord 


£!..<!. 


90  0 
85  !0 


175   0 


18 

Dp. 


Wages  and  Salaries 


13 

Cp. 


1908. 

Jan.  4 

»    11 


1908. 
Jan.  11 


To  Cash. 
„   Cash 


To     Balance 
brought  down 


1908. 
Jan.  11 


By     Balance 
carried  down 


12 


12  llO 


14 

Dp. 


Purchases  Account 


,    14 

Cp. 


1908. 
Jan.  4 

..   11 


1908. 
Jan. 11 


To  Cash 

„  Cash 

„  Sundry  pur- 
chases on 
credit,  as  per 
Purchases 
Book 


To  Balance 
brought  down 


83  |16 
42  ilO  0 


1908. 

0|Jan.  11  By  Balance 
carried  down. 


42 


10,0 


42   10  0 


15 

Dp. 


Sales  Account 


15 

Cp. 


1908. 
Jan.  11 


To  Balance  car- 
ried down. 


& 

«. 

d. 

1908. 

v/ 

53 

' 

0 

Jan.  7 
»   11 

£ 

53 

8 

0 

1908. 

Jan.  11 

By  Cash  sale . 
,  Sundry  Sales 
on    credit   as 
per    Sa  1  e  s 


?ook. 


brought  down 


£ 

.1^ 

c. 

1 

1 

5 

0 

a' 

52 

8 

0 

£ 

( 

53 

^ 

0 

~, 

8 

0 
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16 

Dr. 


Returns  Inwards 


16 

Cr. 


1908. 

Jan.  11  To  Sundry  re- 
turns as  per 
Returns  In 
wards  Book., 


^j 


17 

Dr. 

J.  Druce,  Drawing  Account 

17 

Cr. 

1908. 

£ 

... 

1908. 

£ 

.1^ 

Jan.    4 
>>    11 

To  Cash 

„  Cash 

C. 
C. 

3 
3 

0   0 
0  0 

Jan.  11 

By  Balance 
carried  down 

s/ 

6 

oL 

£ 

6 

0   0 

£ 

6 

0   0 

1908. 

, 

Jan.  11  To    Balance 
j  brought  down 

v/j 

6    0    0 

• 

18 

Dr. 


M.  Robinson,  Drawing  Account 


18 

Cr. 


1908. 
Jan.    4 
..    11 


1908. 
Jan.  11 


To  Cash 
..  Cash, 


To    Balance 
brought  down 


1908. 
Jan. 11 


By  Balance 
carried  down  I J 


6    0   0 


19 

Dr. 


Allowances  Account 


19 

Cr. 


1908.    I 
Jan.    3  To  J.  Smith  .., 


£  \8:d. 
J.      2  1 0  I  0 

£      2  ioiO 


20 

Dr. 


Goodwill  Account 


20 

Cr. 


1908. 
Jan.    1 


To     Cash    (J. 
Druce) 


550   0 

£l|550|0 
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21 

Dr. 


J.  Dnice,  Capital  Account 


21 

Cr. 


1908. 
Jan.  1 


By  Balance 


£ 
1,100 


1,100 


Dr. 


M.  Robinson,  Capital  Account 


22; 

Cr. 


1908.    I 
Jan.  1     By 


c. 

£ 
!  1,100 

s. 
0 

0 

11,100 

TRIAL   BALANCE,  January 

XI, 

1908 

i             Dr. 

1 

Cr. 

M.  Robinson,  Capital  Account.     ... 

'      £ 

6 

6 

550 

2 

7 

42 

12 

650 

120 

135 

5 

1 
4 

14 

929 

s. 

0 
0 
0 

0 
10 
10 
10 
0 
0 
0 

10 

10 
17 

6 
10 

d. 

0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

0 
0 
2 

0 
10 

£ 

1,100 
1,100 

63 

159 
64 
10 

a. 
0 
0 

8 

0 
0 
16 

d. 

a 
0 

J.  Druce,  Capital  Account 

M.  Robinson,  Drawing  Account 

Goodwill  Account 

a 

Allowances  Account 

Returns  Inwards  Account 

Purchases  Account 

Wages  and  Salaries 

Stock  Account 

Furniture  and  Fittings  Account 

Bills  Receivable 

Sundry  Debtors— 

J.Smith 

A.  Graves 

B.Walters 

Sundry  Creditors— 

H.  Sweeting 

0 

A.  Fisher 

0 

0 

F.Lord 

Cash  in  hand 

Cash  at  Bank 

£2,487 

4 

0 

£2,487  j     4 

0 

Examination   Exercise   II 

{!)  From  the  following  Trial  Balance  of  the  accounts  of  a  Manu- 
faeturing  Company  (whose  authorized  Capital  consists  of  15,000 
Ordinary  Shares  of  £10  each)  prepare  a  Trading  Account  and  a 
Profit  and  Loss  Account  for  the  year  ending  December  31,  1907  ani! 
a  Balance  Sheet  as  on  that  date  ' 
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d. 


s.    d. 


{3) 
U) 
{5) 
(6) 
(7) 
(8) 
(9) 
{10) 

in) 

{m 

{13) 
{U) 
{15) 
{16) 
{17) 
{18) 
{19) 
{20) 
{21) 
{22) 
{23) 

iU) 
{25) 

{26) 

{27) 


Capital  issued  and  fully  paid  up 

9,000  shares  of  £10  each. 

90,000 

0 

0 

Stock  (January  1,  1907)     . 

32,000 

0 

0 

Cash  in  hand 

150 

0 

0 

Cash  at  Bank     .         .         .         . 

2,900 

0 

0 

Purchases  .... 

52,350 

0 

0 

Sales 

136,500 

0 

0 

Do.  Returns    .         .         .         . 

400 

0 

0 

Purchases  Returns     . 

750 

0 

0 

Manufacturing  Charges     . 

11,500 

0 

0 

Manufacturing  Wages 

28,550 

0 

0 

Salaries 

1,500 

0 

0 

Trade  Expenses 

6,850 

0 

0 

Rates  and  Taxes 

250 

0 

0 

Insurance  .... 

190 

0 

0 

General  Expenses 
Discounts  (balance)    . 

2,640 

0 

0 

1,800 

0 

0 

Bad  Debts. 

570 

0 

0 

Interest  and  Bank  Charges 

350 

0 

0 

• 

Land  and  Buildings  . 

22,250 

0 

0 

Machinery  and  Plant 

35,600 

0 

0 

Sundry  Debtors 

52,500 

0 

0 

Sundry  Creditors 

21,750 

0 

0 

Patents      .... 

5,000 

0 

0 

Bad  Debts  Reserve  (January  1 

1907)       

2,600 

0 

0 

Profit  and  Loss  (balance.  Decern 

- 

berSl,  1906)  . 

750 

0 

0 

Reserve      .... 

5,000 

0 

0 

£257,350    0    0  £257.350    0    0 


{28)  Charge  Depreciation  on  Land  and  Buildings  Account  at  3  per 
cent,  per  annum,  and  (29)  on  Machinery  and  Plant  Account  at  6  per 
cent. ;  {30)  make  a  reserve  of  6  per  cent,  on  the  Sundry  Debtors  for 
Bad  Debts  ;  {31)  write  down  Patents  Account  by  10  per  cent. ;  {32) 
carry  forward  £90  of  Insurance  ;  and  {33)  charge  £500  as  Directors' 
Fees  ;  {34)  the  value  of  the  Stock  as  on  December  31,  1907,  was 
agreed  at  £23,700  ;  {35)  charge  10  per  cent,  on  net  profits  as  remun- 
eration to  the  Managing  Director ;  and  {36)  appropriate  £2,500  to 
the  Reserve  Account,  carrying  forward  the  balance. 

The  next  exercise  to  be  worked  is  set  out  above.  It  was 
given  at  a  well-known  examination,  and  illustrates  a  type 
which  is  to  be  found  in  almost  every  book-keeping  ex- 
amination paper,  except  those  of  a  very  elementary 
character.  That  this  type  of  question  should  frequently 
occur  is  not  surprising,  in  view  of  the  fact  that  it  repro- 
duces a  problem  of  everyday  occurrence  in  accountancy 
practice. 

A  Trial  Balance,  already  extracted  and  agreed,  is  given, 
from  which  the  candidate  is  required  to  prepare  a  Trading 
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Account,  a  Profit  and  Loss  Account,  and  a  Balance  Sheet, 
and,  in  the  construction  of  these  accounts,  he  is  required 
to  embody  the  various  adjustments  set  out  in  a  note  at 
the  foot  of  the  Trial  Balance. 

It  may  be  remarked,  in  passing,  that  some  candidates 
when  confronted  with  this  type  of  question  frequently 
spoil  their  otherwise  correct  solutions  by  omitting  one  or 
more  of  the  provisions  or  adjustments  set  forth  at  the 
foot  of  the  Trial  Balance  in  order  that  they  may  be  in- 
cluded in  the  final  accounts  which  the  student  is  asked 
to  prepare.  The  student  will  be  wise,  therefore,  in  every 
case  to  read  through  with  the  utmost  care  the  ivhole  of 
such  a  problem  as  set  in  an  examination  paper,  paying 
special  attention  to  any  notes  appearing  at  the  foot  of 
it,  and  carefully  ticking  off  the  necessary  adjustments  as 
and  when  dealt  with. 

As  indicated  in  Chapter  XXVI,  the  candidate  will  be 
wise,  in  the  author's  opinion,  to  journalize  these  adjust- 
ments, in  order  to  ensure  their  correct  appearance  subse- 
quently in  the  accounts  required  by  the  terms  of  the 
question. 

The  various  "  balances "  set  out  in  the  above  Trial 
Balance,  for  the  sake  of  convenience  of  subsequent  de- 
scription and  reference,  have  been  numbered  consecu- 
tively in  the  example  illustrated,  as  also  have  all  the 
other  material  particulars  included  in  the  question.  Such 
numbering  does  not,  of  course,  appear  in  a  printed  ex- 
amination paper.  In  answering  a  question  of  this  type, 
the  various  balances  and  items  have,  of  course,  to  be 
extracted  for  the  purpose  of  being  inserted  in  the  can- 
didate's solution  successively,  although  not  necessarily  in 
the  order  set  out  in  the  question ;  it  is,  therefore,  a  wise 
precaution  for  a  candidate  to  "tick,"  run  through  with 
his  pen,  or  otherwise  mark  on  the  printed  examination 
paper  supplied  to  him,  each  item  or  balance  as  he  makes 
use  of  it  in  constructing  his  answer;  such  a  process 
renders  the  accidental  omission  of  any  material  item 
much  less  probable. 

Having  carefully  perused  the  question  placed  before 
him  for  solution,  the  candidate  is  in  a  position  to  com- 
mence his  answer.  The  first  account  asked  for,  and  the 
account  therefore  to  be  first  attempted,  is  the  Trading 
Account,  the  principles  of  the  construction  of  which  have 
already  been  explained  in  the  first  part  of  Chapter  IX. 

The  candidate  must  bear  in  mind  the  usual  form  in 
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which  a  Trading  Account  is  presented,  and  it  is,  as  a  rule, 
more  convenient  to  commence  its  preparation  with  the 
items  appearing  upon  the  Debit  side. 

It  must  be  remembered  that  a  Trading  Account  is  a 
statement  showing  the  results  for  the  whole  of  the  finan- 
cial period  under  review.  The  account  required  in  the 
example  before  us  must  thus  be  headed  "  Trading 
Account  for  the  year  ended  December  31,  1907."  It  will 
also  be  remembered  that  only  one  item  in  the  Trading 
Account,  viz.  the  opening  stock  of  goods  on  hand,  is 
included  in  that  account  under  the  date  of  the  first  day 
of  the  trading  period  (January  1,  1907),  and  that  all  the 
other  items  in  the  account,  being  either  the  totals  of 
various  classes  of  transactions  for  the  whole  period  (e.  g. 
sales)  or  the  Stock  on  hand  at  the  close  of  the  period, 
bear  the  date  of  the  last  day  of  the  period  (December  31, 
1907). 

The  first  item  to  be  inserted  in  the  Trading  Account  is 
the  Stock  of  Goods  on  hand  at  the  commencement  of  the 
trading  period. 

Item  No.  3. 
"  Stock,  January  1,  1907  .         .     £32,000." 

This  item  in  the  Trial  Balance  represents  the  stock  of 
goods  owned  by  the  Manufacturing  Company  at  the 
commencement  of  the  period  under  review,  and  must  be 
placed  in  the  Trading  Account  at  the  head  of  the  Debit 
side  of  the  account  with  the  date,  January  1,  1907, 
annexed.  The  item  is  debited  to  the  Trading  Account 
for  the  year  because  the  business  has,  during  that 
period,  had  the  use  of  the  stock  which  was  left  over  from 
the  previous  trading  period,  and  has  doubtless,  during 
the  year,  disposed  of  the  greater  part  of  it. 

Items  Nos.  6  and  9. 
The  next  items  to  be  brought  into  the  account  are 
Items  6  and  9,  as  under — 

"Purchases £52,350." 

**  Purchases  Beturns       .         .         .         £750." 

Nature  of  the  items. — These  balances  are  of  the  follow- 
ing significance,  viz.  the  item  "  Purchases,  £52,350," 
represents  the  fact  that  the  Company  has,  during  the 
year  1907,  purchased  goods  to  this  amount.  The  Com- 
pany whose  accounts  are  in  course  of  preparation  is  a 
manufacturing  concern,  and  the  total  in  question  con- 
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sequently  represents  the  cost  of  comraodities  purchased 
in  a  raw  condition,  to  be  subsequently  worked  up  into 
saleable  articles. 

Destination. — The  balance  under  consideration  must 
consequently  be  included  in  the  Debit  side  of  the  Trading 
Account,  as  the  business  has  had  the  use  of  the  goods. 
But  for  the  fact  that  some  of  the  articles  included  in 
the  total  have  been  returned  to  the  vendors,  the  amount 
would  be  inserted  direct  in  the  principal  Debit  column  of 
the  Account.  Seeing,  however,  in  view  of  Item  No.  9, 
that  "  returns  "  have  taken  place,  the  item  is  placed  in  the 
"short"  Debit  column,  where  the  effect  of  the  Returns 
made  is  also  dealt  with  in  due  course. 

Item  No.  9. 
"  Purchases  Returns       .         .         .     £750." 

Nature  of  the  item. — This  item  represents  the  total 
value  of  the  goods  bought,  and  subsequently  returned  to 
the  persons  from  whom  they  were  received ;  the  total  is, 
of  course,  included  in  the  total  "Purchases,"  since,  from 
a  book-keeping  standpoint,  Purchases  and  Purchases 
Returned  are  kept  in  separate  accounts. 

Destination. — Inasmuch  as  the  Purchases  thus  returned 
to  the  respectivv^  vendors  (£750)  are  included  in  the  total 
Purchases  (£52,350),  and  the  latter  total  is  to  that  extent 
overstated,  the  overstatement  of  the  Purchases  must  be 
corrected  prior  to  the  insertion  of  the  latter  amount  in 
the  Trading  Account. 

As  has  already  been  stated,  the  Purchases  (£52,350) 
must  be  entered  on  the  Debit  side  of  the  Trading  Account, 
and  the  Purchases  Returns  (£750)  could,  if  so  desired,  be 
included  on  the  Credit  side  of  the  account.  It  is,  how- 
ever, desirable  that  the  Purchases  for  the  period  should 
appear  at  their  true  net  figure  free  from  the  inflating 
effect  of  any  Returns  that  have  subsequently  been  made, 
and  the  modern  practice,  therefore,  is  to  place  the  Pur- 
chases Returns  in  the  Trading  Account  upon  the  Debit 
side  in  the  "  short  "  column,  immediately  underneath  the 
Purchases  themselves,  which,  as  explained  above,  are 
also  entered  "  short."  The  Purchases  Returns  are  then 
deducted  from  the  Purchases,  and  a  net  figure  of  Pur- 
chases (in  this  case  £51,600)  is  obtained  for  extension 
into  the  principal  Debit  cash  column  of  the  account. 

It  is  convenient  at  this  stage  to  consider  items  Nos.  7 
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and  8,  as  their  method  of  treatment  is  to  a  certain  extent 

analogous  to  the  above,  viz. — 

"Sales £136,500." 

"  Sales  Eeturns        .         .         .  £400." 

Item  No.  7. 
'^  Sales £136,500." 

Nature  of  the  item. — This  figure  represents  the  total 
value  of  the  manufactured  goods  sold  during  the  period ; 
i.  e.  the  total  of  the  goods  parted  with,  whether  for  cash 
or  upon  credit. 

Destination. — The  item  must  be  included  on  the  Credit 
side  of  the  Trading  Account,  as  the  goods  have  been 
parted  with  by  the  business.  In  manner  analogous  to  the 
"  Purchases  "  total,  it  is  entered  in  the  "short"  column 
in  order  that  the  Eeturns  made  (**  Sales  Eeturns,  £400," 
as  mentioned  below)  may  be  deducted  from  it  for  the  pur- 
pose of  obtaining  a  net  figure  of  Sales  for  the  trading 
period  free  from  the  inflating  effect  of  any  Eeturns. 

Item  No.  8. 
*' Sales  Eeturns      ....     £400." 

Nature  of  the  item. — This  figure  represents  the  total  of 
the  goods  sold  (included  in  sales)  which  have  been  sub- 
sequently returned  to  the  Company  bj  the  respective 
persons  to  whom  they  were  originally  sent. 

Destination. — The  item  must  be  entered  in  the  Trading 
Account  upon  the  Credit  side  as  a  deduction  from  the 
Sales;  the  net  figure  of  Sales  thus  arrived  at  (£136,100) 
is  extended  into  the  principal  Credit  cash  column  of  the 
Trading  Account,  and  represents  the  actual  volume  of  the 
Sales  for  the  trading  period. 

So  far,  as  has  already  been  indicated,  the  items  (open- 
ing stock,  purchases  and  sales)  entered  in  the  Trading 
Account  are  such  as  appear  in  the  Trading  Account  of 
every  business,  whether  the  business  concerned  deals  in 
goods  manufactured  by  other  parties  and  purchased  from 
them  for  re-sale,  or  whether  the  undertaking  in  question 
be  the  original  manufacturer  of  the  goods  it  sells. 

The  Company  under  review  in  the  question  before  us 
is,  however,  a  manufacturing  one ;  and  it  will  be  remem- 
bered that,  in  the  Trading  Account  of  such  an  under- 
taking, all  expenses  and  charges  which  are  directly 
involved  in  the  production  of  a  finished  article  in  a 
saleable  condition  have  to  be  charged,  in  company  with 
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the  cost  of  the  raw  materials  bought,  in  the  Trading 
Account,  and  not  in  the  Profit  and  Loss  Account,  in 
order  that  a  reHable  figure  of  gross  profit  may  be  arrived 
at.  All  expenses  connected  with  the  selling  of  the  goods, 
when  manufactured  and  ready  for  sale,  are  chargeable  to 
the  Profit  and  Loss  Account;  as  between  the  expense 
of  producing  goods  in  a  condition  ready  for  sale  and  the 
expense  of  selling  such  goods,  a  line  of  demarcation  has 
to  be  drawn,  and  the  effects  of  the  distinction  so  decided 
upon  must  be  embodied  in  the  accounts. 

The  two  following  items  (Nos.  10  and  11)  are  expenses 
of  manufacture,  and  are  therefore  brought  into  the  Trading 
Account,  viz. — 

"  Manufacturing  wages      .         .     £28,550." 
"  Manufacturing  charges   .         .     £11,500." 

Item  No.  10. 
**  Manufacturing  Wages     .         .     £28,550." 

Nature  of  the  item. — This  item  represents  the  cost 
of  the  labour  expended  in  working  up  the  raw  materials 
purchased  into  finished  goods ;  without  such  labour  the 
finished  articles  could  not  have  been  produced  in  a  con- 
dition ready  for  sale,  and  the  cost  of  the  necessary  labour 
Is  consequently  a  proper  charge  against  the  selling  price 
obtained  for  the  goods. 

Destination. — The  item  must  thus  be  debited  in  the 
Trading  Account,  as  an  addition  to  the  cost  of  the  raw 
materials  (Purchases)  already  included  there. 

Item  No.  11. 

*^ Manufacturing  Charges  .         .     £11,500." 
Nature  of  the  item. — This  amount  represents  the  total  of 
the  further  expenditure  (beyond  the  cost  of  raw  materials 
and  wages)  which  has  been  necessary  in  order  to  produce 
finished  articles  in  a  condition  ready  for  sale. 

Destination. — It  is  consequently  necessary  to  enter  the 
item  in  question  on  the  Debit  side  of  the  Trading  Account, 
as  an  addition  to  the  cost  of  the  raw  materials  and  the 
cost  of  labour  already  included. 

All  "  Trading  Account "  items  appearing  in  the  Trial 
Balance  have  now  been  brought  into  the  Account,  and  it 
remains  to  consider  the  question  of  the  Stock  in  hand  at 
the  end  of  the  period;  the  Trading  Account  must  be 
given  Credit  for  the  amount  of  this  item  prior  to  ascer- 
taining the  amount  of  the  "  gross  profit "  for  the  period. 
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Item  No.  34,  mentioned  in  the  notes  annexed  to  the 
Trial  Balance,  sets  forth  the  fact  that  the  stock  at 
December  31,  1907,  was  agreed  at  £23,700. 

lUm  No,  84. 

"  Stock,  Deceviber  31,  1907     .    £23,700." 

Nature  of  the  item. — This  item  represents  the  value  of 
the  stock  of  goods  (consisting,  doubtless,  partly  of  raw 
materials  and  partly  of  goods  in  various  stages  of  manu-. 
facture)  held  at  the  close  of  the  period. 

Destination. — The  item  must  be  included  in  the  Trading 
Account  on  the  Credit  side,  in  order  that  the  Gross  Profit 
made  may  be  arrived  at.  The  reason  for  this  proceeding 
is  that  the  period  under  review  has  borne  all  the  cost  of 
purchasing  or  producing  these  goods,  and  therefore  takes 
credit  for  their  value  when  they  are  handed  on  to  the  next 
trading  period.  The  Stock  on  hand  will  also,  at  a  later 
stage  in  the  solution  of  the  example,  require  to  be  brought, 
as  an  Asset,  into  the  Balance  Sheet  which  has  to  be  pre- 
pared under  date,  December  31,  1907. 

All  Trading  Account  items  have  now  been  entered  in 
the  Trading  Account,  with  the  exception  of  the  Balance  or 
"  Gross  Profit,"  and  it  remains  to  ascertain  the  amount 
of  the  latter.  When  this  has  been  done  the  Account  is 
closed  by  means  of  a  transfer  of  the  balance  of  the 
Account  (Gross  Profit  or  Gross  Loss  as  the  case  may  be) 
to  the  Profit  and  Loss  Account. 

The  items  placed  in  the  Trading  Account  on  the  Debit 
side  total  up  to  £123,650,  and  those  inserted  on  the  Credit 
side  amount  to  £159,800;  the  difi'erence  between  these 
sums  (£36,150)  represents  the  "  Gross  Profit "  derived 
from  the  trading  operations  during  the  period  and  is 
inserted  in  the  account  on  the  Debit  side  in  order  to  make 
the  two  sides  agree.  Both  sides  of  the  Trading  Account 
will  then  amount  to  £159,800. 

The  Gross  Profit  is  next  entered  in  the  Profit  and  Loss 
Account  upon  the  Credit  side,  and  forms  the  first  entry  in 
this  account,  and  represents  the  sum  available  against 
which  to  charge  the  remaining  expenses.  In  the  example 
given  above  it  forms  the  only  entry  on  the  Credit  side  of 
the  Account,  there  being  no  other  "  profit  "  balances  to 
be  included. 

The  next  step  in  the  preparation  of  the  Profit  and  Loss 
Account  is  the  transfer  to  this  Account  of  the  various 
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"  Expense  "  and  "  Loss  "  balances  appearing  in  the  Trial 
Balance. 

The  following  items  are  of  a  similar  nature,  and  may  be 
conveniently  grouped  in  their  explanation — 

''Salaries    ....  £1,500." 

'' Trade  Expenses         .         .  £6,850." 

'' Bates  and  Taxes       .         .  £250." 

"  General  Expenses      .         .  £2,640." 

'^ Discount  Account  (balance).  £1,800." 

''Bad  Debts         .         .         .  £570." 

"  Interest  and  Bank  Charges  £350." 

These  items  are  all  of  the  nature  of  "  Losses "  or 
"  Expenses "  arising  out  of  the  operation  of  effecting 
Sales  of  the  finished  goods,  and  consequently,  in  each 
case,  they  require  to  be  set  off  against  the  Gross  Profit 
derived  from  the  sale  of  the  goods ;  in  other  words,  their 
destination  is  the  Debit  side  of  the  Profit  and  Loss 
Account  as  a  charge  against  profits. 

Taking  the  items  separately,  as  regards  their  nature, 
"  Salaries,  £1,500,"  represents  the  total  amount  paid  to 
the  counting-house  staff,  travellers  and  other  employees 
engaged  in  selling  the  company's  goods.  A  distinction 
is  here  drawn  between  "  Manufacturing  Wages,"  w^hich 
form  part  of  the  cost  of  producing  the  finished  article, 
and  "  Salaries,"  which  are  charges  incurred  in  the  process 
of  selling  such  article. 

"  Trade  Expenses,  £6,850." — This  item  doubtless  repre- 
sents the  hundred  and  one  small  forms  of  miscellaneous 
expenditure  necessary  in  any  large  business  undertaking 
(e.  g.  Boxes,  Gratuities,  Packing  expenses,  String, 
Cleaning,  Catalogues,  Postages,  Telegrams,  etc.). 

**  Bates  and  Taxes,  £250." — This  item  represents  money 
spent  in  discharging  the  local  rates,  etc.,  levied  upon  the 
premises  in  which  the  business  of  the  Company  is  carried 
on,  and  the  various  forms  of  governmental  taxes,  e.g. 
land  tax,  etc. 

"  General  Expenses,  £2,640." — This  item  represents  a 
further  aggregate  of  miscellaneous  "  loss  "  and  expendi- 
ture {e.  g.  Eepairs,  Travelling  expenses,  Stable  expenses. 
Lighting  expenses.  Advertising,  Exhibition  expenses. 
Audit  fee,  etc.). 

^^  Discount  Account  (balance),  £1,800." — This  item  re- 
presents the  balance  of  the  Discount  Account,  i.  e.  the 
difference  between  the  total  discounts  allowed  and  the 
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total  discounts  received,  the  total  discounts  "  allowed 
being,  in  this  case,  the  greater  of  the  two  classes.     The 
balance  of  the  account  therefore  forms  a  charge  against 
the  profits  for  the  period. 

''Bad  Debts,  £570." — This  item  represents  the  total 
amount  of  the  debts  written  off  as  absolutely  **  bad,"  i.  e. 
irrecoverable ;  it  must  be  distinguished  from  the  "  Eeserve 
for  Bad  Debts  "  mentioned  in  the  footnote,  and  dealt  with 
later  in  the  Profit  and  Loss  Account ;  the  former  item 
represents  actual  debts  definitely  ascertained  to  be  bad, 
and  requiring  to  be  written  off,  while  the  latter  charge 
represents  an  estimated  provision  considered  to  be  neces- 
sary for  debts  which,  though  doubtful,  have  not  yet 
reached  the  point  at  which  it  is  necessary  to  write 
them  off  the  books. 

''Interest  and  Bank  Charges,  £350." — This  item  repre- 
sents the  total  Interest  paid  to  the  various  persons  from 
whom  money  has  been  borrowed  throughout  the  year, 
and  the  charges  (doubtless  including  also  some  interest) 
paid  to  the  bank. 

Item  No.  15. 

"  Insurance        .        £190." 

This  item  requires  special  treatment.  Footnote  No.  32 
states  "  carry  forward  £90  of  Insurance."  This  instruc- 
tion arises  out  of  the  fact  that  £190  has  been  paid  during 
the  year  for  insurance  premiums,  of  which  only  £100  has, 
at  the  date  of  balancing,  run  off,  leaving  therefore  a 
balance  of  £90,  representing  insurance  prepaid  at  the  end 
of  the  year,  which  balance  requires  to  be  carried  forward 
as  a  charge  against  the  profits  of  the  ensuing  year.  As 
on  December  31,  1907,  this  £90  prepaid  insurance  ranks 
as  an  Asset  because  it  is  a  prepayment  from  which  the 
succeeding  period  will  derive  benefit. 

Of  the  £190  debit  balance,  therefore,  appearing  in  the 
Trial  Balance  as  Insurance,  £100  requires  to  be  debited 
in  the  current  Profit  and  Loss  Account,  while  the  balance 
of  £90  must  be  included  as  an  Asset  in  the  Balance  Sheet 
to  be  subsequently  prepared. 

The  above  **  Losses  "  having  been  inserted  in  the  Profit 
and  Loss  Account,  -it  remains  to  embody  in  this  Account 
the  effect  of  the  various  adjustments  and  provisions 
which  are  called  for  in  the  note  at  the  foot  of  the  Trial 
Balance. 

The  first  adjustments  to  be  referred  to  are  Nos.  28  and 
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29,  wherein  the  charging  of  depreciation  on  Land  and 
Buildings  Account  (balance,  £22,250)  at  3  per  cent,  per 
annum,  and  on  Machinery  and  Plant  Account  (balance, 
£35,600)  at  6  per  cent,  per  annum  is  directed. 

Items  Nos.  28  and  29, 

Nature  of  the  allowances. — Since  the  Land  and  Build- 
ings and  Plant  and  Machinery  have  been  employed 
during  the  year  for  the  purposes  of  the  business,  it  is  to 
be  presumed  that  the  former  two  items  have  become,  by 
reason  of  use  and  "  wear  and  tear,"  of  less  value,  although 
it  may  be  said,  in  passing,  that  land  is  not  usually  depre- 
ciated when  preparing  accounts  if  it  be  freehold.  The 
Buildings  have,  in  this  case,  evidently  become  of  less 
value  owing  perhaps  to  the  effects  of  the  atmosphere  or 
other  causes  upon  the  structure.  In  almost  every  busi- 
ness Plant  and  Machinery  become  steadily  of  less  value 
as  they  are  used,  and  the  rate  of  wastage  ("  depreciation  ") 
in  their  case  is  much  greater  than  in  the  case  of  more 
lasting  properties  such  as  Land  and  Buildings.  In  the 
question  before  us  this  characteristic  difference  is  exem- 
plified in  the  higher  rate  chargeable  in  the  case  of  Plant 
and  Machinery  (6  per  cent.)  as  compared  with  that  pro- 
vided in  the  case  of  Land  and  Buildings  (3  per  cent.). 

The  allowances  indicated  will  be  found  to  amount  to 
the  following  sums — 

Land  and  Buildings,  3  per  cent,  per  annum  for  one 

year  on  £22,250  =  £667  10s. 
Plant  and  Machinery,  6  per  cent,  per  annum  for  one 
year  on  £35,600  =  £2,136  Os. 

Destination  of  the  items. — The  Profit  and  Loss  Account 
is  debited  with  both  these  allowances,  representing,  as 
they  do,  the  estimated  wastages,  through  use,  of  the 
respective  Assets,  whilst  employed  in  assisting  to  make 
the  Gross  Profit  set  out  on  the  Credit  side  of  the  account. 

The  "Land  and  Buildings"  Account  in  the  Ledger 
would,  if  shown,  be  credited  with  £667  10s.,  and  the 
"Plant  and  Machinery"  Account  would  similarly  be 
credited  with  £2,136 ;  these  two  accounts,  however,  are 
not  shown  in  the  candidate's  answer,  as  they  are  not 
required  by  the  question.  The  effect  of  the  depreciation 
allowances  made  is  therefore  brought  into  account  when 
preparing  tne  Balance  Sheet  subsequently,  by  deducting 
them  from  their  respective  asset  figures.  In  other  words, 
"  Land  and  Buildings  "  standing  in  the  Trial  Balance  at 
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£22,250  are  taken  into  the  Balance  Sheet  at  £21,582  10s. 
{i.e.  £22,250  minus  £667  10s.),  and  "  Plant  and  Machinery  " 
are  included  at  £33,464  (viz.  £35,600  minus  £2,136). 

Item  No.  31. 

Note  No.  31  directs  that  "  Patents  "  Account  shall  be 
written  down  by  10  per  cent.  Patents  Account  stands  at 
£5,000  in  the  Trial  Balance,  and  the  necessary-  provision 
of  10  per  cent,  amounts,  therefore,  to  £500. 

Nature  of  the  item. — "  Patents  Account,  £5,000,"  repre- 
sents the  value  of  patent  rights  owned  by  the  Company. 
Grants  of  "  Letters  Patent "  confer  the  exclusive  privi- 
lege of  manufacturing  certain  inventions ;  and,  as  letters 
patent  are  only  conferred  by  law  for  a  limited  number 
of  years  from  the  date  of  the  grant,  the  value  of  any 
capital  expended  in  purchasing  a  patent  becomes  steadily 
less  as  the  years  pass  by.  It  is  therefore  necessary  to 
reduce  the  book  value  of  patents  every  year  by  writing 
off  a  certain  sum,  representing,  as  far  as  possible,  the 
wastage  in  the  "life"  of  the  patent. 

Destination  of  the  item. — The  Profit  and  Loss  Account 
is  debited  with  £500,  representing  the  shrinkage  in  the 
value  of  the  patent  rights  owing  to  efiiuxion  of  time ;  and 
this  charge,  to  some  extent,  resembles  the  depreciation 
allowances  on  Land,  Buildings,  Plant  and  Machinerj^ 
previously  explained. 

The  £500  depreciation  written  off  Patents  Account  is, 
when  subsequently  preparing  the  Balance  Sheet,  deducted 
from  the  £5,000  balance  of  this  account  (see  Trial  Balance), 
and  "Patents"  are,  therefore,  valued  in  the  Balance 
Sheet  at  £4,500  (i.  e.  £5,000  minus  £500). 

Itefin  No.  SO. 

Item  No.  30  directs  that  a  "  reserve  of  5  per  cent,  upon 
the  Sundry  Debtors  (£52,500)  "  shall  be  raised. 

Nature  of  the  item. — As  was  explained  in  Chapter  IX 
a  Eeserve  of  this  nature  is  usually  created  at  the  end  of 
a  trading  period  in  order  to  cover  unascertained  losses 
which  may  arise  owing  to  the  probability  that  some  of 
the  existing  debtors  will  fail  to  fulfil  their  obligations. 

A  Eeserve  of  this  nature  is  expressed  most  frequently 
as  a  fixed  percentage  of  the  total  book  debts  outstanding 
at  a  given  date,  as  is  the  case  in  this  particular  instance. 

Method  of  arriving  at  the  requisite  amount. — The 
"  Sundry  Debtors  "  amount  to  £52,500,  5  per  cent,  upon 
which  amounts  to  £2,625.   It  is  not,  however,  necessary  to 
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set  aside  the  whole  of  this  £2,625  t)ut  of  current  profits, 
because  Item  No.  25  ("Bad  Debts  Beserve,  January  1, 
1907,  £2,600  ")  clearly  indicates  that  a  Eeserve  for  Bad 
and  Doubtful  Debts  already  exists  in  the  books,  to  the 
extent  of  the  £2,600  named,  this  sum  having  been  set  aside 
out  of  previous  years'  profits. 

It  is,  therefore,  only  the  difference  between  the  Eeserve 
brought  forward  (£2,600)  and  the  Eeserve  to  be  carried 
forward  (£2,625)  which  requires  to  be  debited  to  the 
current  Profit  and  Loss  Account  as  an  addition  to  the 
existing  Eeserve. 

By  thus  increasing  the  existing  Eeserve  to  £2,625  there 
will  then  be  a  Eeserve  amounting  to  5  per  cent,  on  the 
Sundry  Debtors  standing  in  the  books  as  directed  by  the 
terms  of  the  question. 

Destination  of  the  item. — The  Profit  and  Loss  Account 
is  debited  with  £25,  representing  the  additional  Eeserve 
to  be  set  aside  out  of  current  profits,  and  a  corresponding 
addition  of  £25  is  made  to  the  existing  Bad  Debts  Eeserve 
of  £2,600  as  set  out  in  the  Trial  Balance.  The  Bad 
Debts  Eeserve,  as  on  December  31,  1907,  is  thus  raised 
to  £2,625.  If  it  were  necessary  to  give  the  Bad  Debts 
Eeserve  Account  in  the  candidate's  answer,  the  £25  would 
be  shown  as  a  credit  entry  immediately  under,  and  as  an 
addition  to,  the  pre-existing  Eeserve  of  £2,600 ;  as,  how- 
ever, under  the  terms  of  the  question  we  are  considering, 
it  is  not  necessary  to  show  this  account,  the  candidate 
must  make  an  addition  to  the  Bad  Debts  Eeserve  Account 
when  transferring  it  to  the  Balance  Sheet,  and  must  thus 
include  the  Bad  Debts  Eeserve  at  £2,625  when  deducting 
the  Eeserve  from  the  total  of  the  Sundry  Debtors  on  the 
Assets  side  of  the  Balance  Sheet. 

Itmi  No.  33. 
directs  that  £500  is  to  be  charged  as  "  Directors'  Fees  " 
due  at  the  end  xyi  the  period. 

Nature  of  the  item. — The  item  represents  the  fees  due 
and  unpaid  at  the  end  of  the  period,  arising  out  of  the 
services  rendered  by  the  Directors  of  the  Company  during 
the  year. 

These  fees  are  consequently  a  charge  against  the  profits 
for  the  period  as  representing  remuneration  due  for  ser- 
vices rendered  to  the  Company;  and,  as  the  amount  is  still 
unpaid,  the  Directors  need  to  be  shown  in  the  Balance 
Sheet,  to  be  subsequently  prepared,  as  creditors  for  the 
amount  of  the  fees  due  to  them. 
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Destinatio7i  of  the  item. — The  Profit  &nd  Loss  Account 
is  debited  with  £500  under  the  designation  "Directors' 
Fees";  while, in  preparing  the  Balance  Sheet, £500  is  set 
out  as  a  liability  under  the  heading  "  Sundry  Creditors  " 
(Directors'  Fees). 

Items  Nos.  36  and  35. 

Apart  from  the  commission  of  10  per  cent,  on  the 
profits  due  to  the  Managing  Director,  and  the  £2,500 
appropriation  to  Keserve  Account,  as  directed  to  be  made 
in  footnotes  35  and  36,  all  the  items  which  required  to  be 
entered  in  the  Profit  and  Loss  Account  have  now  been 
included.  The  two  items  above  are  "  appropriations  "  of 
the  profits  made,  rather  than  charges  against  profits  or 
expenses  incurred,  in  carrying  on  the  business,  and  thus 
they  should  not  be  included  in  the  Profit  and  Loss  Account 
proper,  but  in  an  "Appropriation"  Account  at  the  foot 
of  the  Profit  and  Loss  Account.  This  Appropriation 
Account  is,  as  its  name  implies,  an  account  in  which  the 
profit  made  is  "  appropriated  "  or  divided  out,  as  opposed 
to  an  account  wherein  the  details  of  the  amount  of  the 
profit  which  has  been  made  are  shown. 

It  is  now  possible  to  close  the  Profit  and  Loss  Account 
by  inserting  an  amount  on  the  Debit  side  sufficient  to 
make  the  two  sides  tally.  This  amount,  or  "  balance," 
will  represent,  in  the  case  under  review,  the  Net  Profit 
made  during  the  year  1907. 

The  expenses  set  forth  on  the  debit  side  of  the  Profit 
and  Loss  Account  add  up  to  £17,888  10s.,  whereas 
the  Gross  Profit  (the  only  item)  set  out  on  the  credit  side 
of  the  account  amounts  to  £36,150.  The  difiference 
between  these  two  sums,  £18,261  10s.,  represents  the 
Net  Profit  for  the  period,  and  is  inserted  on  the  debit  side 
of  the  Profit  and  Loss  Account  in  order  to  make  the  two 
sides  agree. 

This  amount,  representing  the  Net  Profit  for  the  year 
ended  December  31,  1907,  is  at  once  carried  down  to  the 
credit  side  of  the  Appropriation  Account. 

Item  No.  26. 
The  "  Balance  of  Profit  and  Loss  Account,  as  on 
December  30,  1906  (£750),"  represents  the  undistributed 
balance  of  profit  brought  forward  from  the  previous  year, 
and  this  item  requires  to  be  placed  in  the  Appropriation 
Account  on  the  credit  side,  and  must  be  added  to  the 
profits  made  during  1907.    The  total  thus  obtained  forms 
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the  amount  at  the  credit  of  the  current  Profit  and  Loss 
Account,  and  shows  the  balance  now  available  for 
distribution. 

The  Credit  side  of  the  Appropriation  Account  therefore 
consists  of  the  following  items,  viz. — 

1907.  £       s,    d. 

December  31.     Balance    brought    down, 
being  profit  for  the  year 
1907     ....     18,261  10    0 
1906. 
December  31.     Balance  of  profit  brought 

forward  from  1906        .         750    0    0 


£19,011  10    0 


Items  Nos.  85  and  86. 

It  now  remains  to  consider  these  two  directions,  viz. 
(35)  "  to  charge  10  per  cent,  on  the  profits  as  remunera- 
tion to  the  Managing  Director,"  and  (36)  "  to  appropriate 
£2,500  to  the  Eeserve  Account." 

Both  these  items  are,  as  has  already  been  indicated, 
appropriations  of  profit  made,  as  opposed  to  expenses 
chargeable  against  profits  ;  they  must  therefore  appear  in 
the  Appropriation  section  of  the  Profit  and  Loss  Account. 

Item  No.  85.  "  Charge  10  per  cent,  on  the  profits  as 
remuneration  to  the  Managing  Director." 

Nature  of  the  item. — The  Managing  Director  is,  in  the 
example  given,  presumably  under  the  terms  of  his  agree- 
ment, remunerated  in  part  by  a  share  of  the  profits  earned 
by  the  business  under  his  direction.  Such  an  arrange- 
ment is  a  very  frequent  one,  and  naturally  operates  as  an 
incentive  to  the  Managing  Director  to  endeavour  to  make 
the  undertaking  as  successful  as  possible. 

The  remuneration  given  to  the  Managing  Director  is, 
of  course,  based  upon  the  profit  for  the  year  1907,  and 
not,  in  addition,  upon  the  balance  brought  forward  from 
the  previous  year,  upon  which  he  has  probably  already 
been  paid  the  percentage  due  to  him ;  the  amount  now 
payable  to  the  Managing  Director  is  consequently  10  per 
cent,  upon  £18,261  10s.,  viz.  £1,826  3s. 

Destination. — This  £1,826  3s.  must  be  debited  in  the 
Appropriation  Account  as  representing  the  portion  of  the 
profits  for  the  year  which  is  payable  to  the  Managing 
Director  under  his  agreement,  and  if  the  Personal  Ledger 
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Account  of  the  Managing  Director  were  to  be  shown,  this 
sum  would  be  inserted  therein  to  his  credit.  This  Account 
is  not,  however,  needed  by  the  terms  of  the  question,  and 
it  is  therefore  necessary  for  the  candidate  to  bear  in 
naind,  when  preparing  the  Balance  Sheet,  the  fact  that 
the  commission  is  unpaid,  and  that,  therefore,  the  Manag- 
ing Director  needs  to  be  scheduled  as  a  creditor  for  the 
amount  of  his  commission  under  the  heading  "  Sundry 
Creditors"  (Managing  Director's  Commission),  as  was 
the  case  with  the  Directors'  outstanding  Fees  dealt  with 
above. 

Item  No.  36.     "To  appropriate  £2,500  to  Eeserve, 
carrying  forward  the  balance." 

Nature  of  the  item. — The  Directors  of  the  Company 
have  evidently  decided  to  retain  £2,500  of  the  profits 
made  during  1907  permanently  in  the  business,  by  means 
of  the  transfer  of  this  amount  to  the  pre-existing  Eeserve 
of  £5,000. 

This  Eeserve  Account  is  obviously  a  general  reserve, 
and  is  not  represented  by  any  specific  securities  or  by 
any  investments  effected  outside  the  business.  It  is 
practically  a  specialized  balance  of  Profit  and  Loss 
Account,  and  nothing  more ;  this  type  of  Eeserve  is 
known  as  one  which  is  "invested  in  the  business." 

Destination  of  the  item. — The  £2,500  is  debited  to  the 
Appropriation  Account,  and,  if  the  "  Eeserve  Account "  in 
the  Ledger  were  shown,  this  £2,500  would  appear  as  an 
additional  credit ;  but,  as  this  account  is  not  to  be  given, 
the  candidate  must,  when  preparing  his  Balance  Sheet, 
add  £2,500  to  the  pre-existing  Eeserve  (£5,000),  thus 
raising  the  amount  of  that  account  to  £7,500. 

The  Eeserve  Account  will  thus  be  shown  in  the  Balance 
Sheet  as  under — 

Eeserve  Account.  £    s.  d. 

As  per  last  Balance  Sheet    .     5,000  0  0 
Added  during  the  year.         .     2,500  0  0 


£7,500  0  0 

The  Managing  Director's  commission  and  the  transfer 
to  the  Eeserve  Account  having  thus  been  debited  in 
the  Appropriation  Account,  the  balance  of  this  account 
(£14,685  7s.)  is  carried  down  on  the  credit  side.  This 
balance  remains  for  inclusion  in  the  Balance  Sheet,  as 
in  the  accompanying  illustration  (page  638). 
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The  Trading,  Profit  and  Loss,  and  Appropriation 
Accounts  having  thus  been  completed,  the  candidate 
must  next  turn  his  attention  to  the  preparation  of  the 
Balance  Sheet. 

As  was  explained  in  Chapter  X,  the  student  must 
adopt  some  reasonable  and  recognized  order  in  which 
to  marshal  the  Assets  and  Liabilities  appearing  in  any 
Balance  Sheet  prepared  by  him.  For  the  purposes  of 
the  question  now  before  us  we  will  adopt  that  form  of 
Balance  Sheet  in  which  the  Assets  are  marshalled  in  the 
order  of  their  "  non-realizability." 

Starting  with  the  "  Liabilities "  side  of  the  Balance 
Sheet,  the  item  which  should  be  placed  at  the  head  of 
this  column  is  one  which  does  not  appear  in  the  Trial 
Balance,  and  does  not  require  to  be  extended  into  the 
principal  money  column  of  the  Balance  Sheet,  viz.  the 
"Authorized"  or  "Nominal"  Capital  of  the  Company. 

Item  No.  1. 

Item  No.  1  in  the  note  at  the  head  of  the  Trial  Balance 
records  the  fact  that  the  "  Authorized  Capital  of  the 
Company  consists  of  15,000  Ordinary  Shares  of  £10 
each." 

This  statement  of  fact,  although  it  does  not  in  any  way 
represent  the  balance  of  an  account,  is  shown  as  a  matter 
of  information,  in  the  Balance  Sheet,  on  the  Liabilities 
side  as  under — 

Nominal  Capital.  £         s.    d. 

15,000  Ordinary  Shares  of  £10 

each      ......     150,000    0    0 

The  figures  are  entered  in  the  "  short  "  cash  column,  and 
are  not  extended  into  the  principal  column.  A  pair  of 
lines  are  ruled  beneath  the  item  to  denote  that  it  forms  no 
part  of  the  additions  of  the  figures  composing  the  Balance 
Sheet. 

In  completing  the  Liabilities  side  of  the  Balance  Sheet 
{i.  e.  the  Debit  side),  it  will  be  remembered  that  Liabilities 
which  in  the  Trial  Balance  appear  on  the  Credit  side, 
are — in  the  compilation  of  a  Balance  Sheet  prepared 
according  to  the  general  practice  ruling  in  this  country — 
entered  on  the  Debit  side.  Similarly,  Assets  (which  are 
Debit  balances  in  the  Trial  Balance)  appear  on  the  right- 
hand,  or  Credit  side,  of  the  Balance  Sheet. 
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Item  No.  2. 

Item  No.  2  in  the  Trial  Balance  is  as  under — 

"  Capital  issued  and  fully  paid  up,  £         s.    d. 

9,000  shares  of  £10  each  .         .     90,000    0    0." 

Nature  of  the  item. — This  item  represents  the  issued 
Capital  of  the  Company,  i.  e.  the  amount  contributed,  in 
cash  or  in  kind,  by  the  shareholders  of  the  Company. 

Destination. — The  item  must  be  included  on  the  left- 
hand  side  of  the  Balance  Sheet  as  a  Liability.  The 
business  having  received  this  money  from  the  share- 
holders is  regarded  as  responsible  to  them  for  it.  It 
must,  however,  be  borne  in  mind  by  the  student  that,  in 
reaHty,  it  is  only  from  a  book-keeping  standpoint  that  the 
Capital  of  the  Company  ranks  as  a  Liability,  and  that 
shareholders  cannot  claim  repayment  of  their  contribu- 
tions as  a  matter  of  right,  except  in  the  case  of  a  liquida- 
tion or  a  general  repayment  of  Capital  under  the  sanction 
of  the  Courts.  They  can,  of  course,  sell  their  shares  to 
other  parties. 

The  item  is  included  under  the  heading  "  Capital 
issued,"  the  "  9,000  shares  of  £I0  each  fully  paid  "  being 
added  as  a  note,  and  the  amount  (£90,000)  being  extended 
into  the  principal  Cash  column. 

IteTti  No.  23. 

The  next  unused  item  appearing  in  the  Trial  Balance  on 
the  Credit  side  is  No.  23,  "  Sundry  Creditors,  £21,750." 

Nature  of  tJie  item. — It  represents  the  indebtedness  of 
the  Company  to  its  creditors,  whether  Trade  creditors  or 
otherwise,  whose  accounts  were  outstanding  on  the  books 
as  on  December  31,  1907. 

Destination. — The  item  is  entered  in  the  Balance  Sheet 
upon  the  Liabilities  side  under  the  heading  of  **  Sundry 
Creditors."  It  is  not,  however,  immediately  entered  in 
the  principal  Debit  Cash  column,  but  should  appear  in 
the  '*  short  "  column,  for  the  reason  that  there  are  other 
"  Creditors,"  arising  out  of  the  process  of  closing  the 
books,  to  be  grouped  with  this  item  before  the  total  is 
extended  into  the  Debit  column  proper. 

It  will  be  remembered  that  a  sum  of  £1,826  3s.  has 
been  debited  (pursuant  to  footnote  No.  35)  in  the  Appro- 
priation Account  (see  p.  637)  as  "  Eemuneration  due  to 
the  Managing  Director."  This  debit  to  the  Appropriation 
Account  involves  a  corresponding  credit  entry  in  the 
Managing  Director's  Personal  Account,  which  credit  entry 
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is  brought  into  the  Balance  Sheet  as  an  addition  to  the 
Sundry  Creditors.  The  "Managing  Director's  Commis- 
sion, £1,826  3s.,"  is  therefore  also  entered  "  short  "  upon 
the  Liabilities  side  in  the  Balance  Sheet  under  the  heading 
of  **  Sundry  Creditors." 

It  will  also  be  remembered  that  £500  was  debited  in 
the  Profit  and  Loss  Account  (footnote  33  attached  to  the 
Trial  Balance)  as  "  Directors'  Fees  due  but  unpaid."  The 
Directors  are  creditors  for  these  fees,  and  need  to  be 
shown  in  the  Balance  Sheet  among  the  "  Sundry 
Creditors,"  as  was  the  case  with  the  Managing  Director 
in  respect  of  his  remuneration.  The  £500  is  therefore 
entered  under  the  heading  of  "  Sundry  Creditors  "  in  the 
"  Short "  column. 

All  the  amounts  due  to  Creditors  have  now  been  in- 
cluded in  the  Balance  Sheet,  and  the  total  of  the  three 
items  entered  in  the  "  short  "  column  can  consequently  be 
added  up  and  extended  into  the  principal  column.  The 
total  thus  obtained  will  be  found  to  amount  to  £24,076  35. 

Item  No.  25. 
Item  No.  25  in  the  Trial  Balance  ('*  Bad  Debts  Eeserve, 
£2,600  ")  does  not  need  considering  until  the  candidate 
is  constructing  the  Assets  side  of  the  Balance  Sheet,  as 
it  is  the  practice  to  show  such  Eeserves  as  deductions 
from  the  item  "  Sundry  Debtors." 

Item  No.  26. 
Item  No.  26  in  the  Trial  Balance  ("  Profit  and  Loss 
Balance,  December  31,  1906,  £750'')  has  already  been 
dealt  with  in  the  Appropriation  Account. 

Item  No.  27. 
"  Reserve         .         £5,000." 

Nature  of  the  item. — This  amount  represents  the 
general  reserve  existing  in  the  Company's  books  as  on 
December  31,  1906,  i.  e.  the  total  amount  of  the  profits 
set  aside  and  permanently  retained  in  the  business  up  to 
that  date. 

Destination. — The  item  is  entered  upon  the  debit  side 
of  the  Balance  Sheet  under  the  heading  "  Eeserve 
Account,"  with  the  explanation  "  as  per  last  Balance 
Sheet "  annexed  to  the  amount  (£5,000).  The  £5,000  is 
not  placed  in  the  principal  debit  Cash  column  of  the 
Balance  Sheet,  but  is  entered  "  short,"  owing  to  the  fact 
that  a  further  sum  of  £2,500  has  been  carried  to  the 
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Eeserve  as  on  December  31, 1907,  which  addition  requires 
to  be  taken  into  account  in  due  course. 

The  £2,500  addition  to  Eeserve  (note  No.  36  in  the 
Trial  Balance)  has  akeady  been  debited  to  the  Appropria- 
tion Account,  and  this  sum  therefore  requires  to  be  added 
to  the  pre-existing  Eeserve  of  £5,000. 

The  £2,500  is  accordingly  placed  under  the  heading  of 
"Eeserve  Account"  in  the  "short"  debit  column  in  the 
Balance  Sheet  with  the  explanation  "added  during  the 
year,"  and  the  total  of  the  two  items  (£7,500)  is  then 
extended  into  the  principal  column. 

The  only  other  item  which  requires  insertion  in  the 
Balance  Sheet  on  the  Liabilities  side  is  the  undistributed 
balance  of  the  Profit  and  Loss  Account,  viz.  the  balance 
carried  down  in  the  Appropriation  section  of  the  account, 
£14,685  7s. 

This  item  is  entered  direct  in  the  principal  debit  cash 
column  of  the  Balance  Sheet,  with  the  explanation  "Profit 
and  Loss  Account  (balance)  "  annexed  thereto. 

At  the  annual  meeting  of  the  Company,  when  these 
accounts  are  presented  to  the  shareholders,  the  Directors 
will  submit  proposals  for  the  distribution  of  this  available 
balance,  and  will  ask  the  shareholders  to  confirm  their 
proposals  by  vote  in  the  usual  way. 

The  Liabilities  side  of  the  Balance  Sheet  has  now  been 
completed  ;  the  total  of  this  side  amounts  to  £136,261 10s., 
and  the  credit  side,  when  constructed,  should,  of  course, 
add  up  to  the  same  figure. 

Turning  now  to  the  "  Assets "  or  credit  side  of  the 
Balance  Sheet,  the  candidate  must,  by  referring  to  the 
Trial  Balance,  carefully  pick  out  those  balances  which 
represent  Assets ;  it  is  necessary  for  him,  at  the  same 
time,  to  remember  that  various  depreciation  allowances 
and  reserves  have  been  incorporated  in  the  Profit  and 
Loss  Account,  and  that,  therefore,  the  Trial  Balance 
figures  representing  certain  assets  require  to  be  adjusted, 
in  various  instances,  by  the  amount  of  such  reserve  or 
depreciation  allowances. 

The  Assets  appearing  in  the  Trial  Balance  are  dealt 
with  seriatim  as  under — 

Item  No.  20. 
"  Land  and  Buildings        .        £22,250." 
Nature  of  the  item. — This  amount  represents  the  book 
value,  as  on  December  31,  1907,  oi  the  Land  and  Build- 
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ings   owned  by  the  Company  before  providing  for  the 
depreciation  written  off  for  the  year  1907. 

Destination. — The  item  must  be  entered  on  the  Assets 
side  of  the  Balance  Sheet,  but  inasmuch  as  a  depreciation 
allowance  has  been  made  in  the  Profit  and  Loss  Account 
(see  footnote  28  in  the  Trial  Balance)  it  must  not  at  once 
be  extended  into  the  principal  column  of  the  Balance 
Sheet  for  the  full  sum  of  £22,250.  The  Trial  Balance 
figure  of  £22,250  is  therefore  entered  "  short,"  and  from 
it  is  subsequently  deducted  the  depreciation  allowance 
for  the  year  1907  (£667  10s.),  the  net  value  of  the  asset, 
£21,582  10s.,  being  then  extended  into  the  principal 
column. 

Item  No.  21. 

«'  Machinery  and  Plant        .        £35,600." 

Nattire  of  the  item. — This  amount  represents  the  book 
value  of  the  Machinery  and  Plant  as  on  December  31, 
1907,  before  providing  for  the  depreciation  written  off  in 
respect  of  the  year  1907. 

Destination. — In  this  case  also  the  item  must  be  entered 
"short"  on  the  Assets  side  of  the  Balance  Sheet,  the 
relative  allowance  previously  made  in  the  Profit  and  Loss 
Account  for  depreciation  of  Machinery  and  Plant  for  the 
year  1907  (£2,136)  being  deducted  therefrom,  also,  of 
course,  in  the  '*  short "  column.  The  difference  between 
these  two  amounts,  viz.  £33,464,  represents  the  estimated 
book  value  of  the  Machinery  and  Plant  as  on  December 
31,  1907,  after  making  due  allowance  for  depreciation, 
and  it  is  this  figure  which  is  extended  into  the  principal 
column  of  the  Balance  Sheet. 

Item  No.  24. 
"Patents        .         .        £5,000." 

Nature  of  the  item. — It  represents  the  book  value  of  the 
patent  rights  owned  by  the  Company  {i.  e.  the  exclusive 
right  to  manufactinre  certain  articles)  as  on  December  31, 
1907,  before  providing  for  the  depreciation  written  off  for 
the  year  1907. 

Destination. — This  item  requires  to  be  entered  on  the 
"  Assets "  side  of  the  Balance  Sheet  in  the  "  short " 
column;  the  depreciation  allowance  of  £500  for  1907, 
made  in  accordance  with  footnote  No.  31  on  the  Trial 
Balance,  must  also   be  placed  in  the  "  short "  column 
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immediately  beneath  the  old  book  value  of  £5,000  and 
deducted  from  it;  the  net  figure  thus  obtained  (£4,500) 
represents  the  estimated  present  value  of  the  patents  to 
the  Company  for  Balance  Sheet  purposes  as  on  December 
31,  1907,  and  this  amount  is  then  extended  into  the 
principal  column. 

Item  No.  15. 
''Insurance        .        .        £190." 

Nature  of  the  item. — It  represents,  presumably,  money' 
expended  during  the  year  in  insuring  the  Company's 
premises  against  loss  by  fire,  in  insuring  the  Company 
against  claims  for  workmen's  compensation,  loss  through 
burglary  or  larceny,  and  possibly  other  insurances  of 
various  descriptions.  A  feature  which  characterizes  almost 
all  contracts  of  this  nature  is  that  the  insurance  policies 
run  from  year  to  year,  the  premiums  thereon  being  pay- 
able annually  in  advance,  i.  e.  at  the  beginning  of  the 
year  covered  by  the  insurance. 

It  frequently  happens  that,  at  the  date  of  "  balancing," 
there  remains  to  the  credit  of  the  Company  the  unexpired 
benefit  of  several  months'  protection  under  various  policies 
of  assurance,  the  premiums  upon  which  have  been  paid 
in  advance  for  a  year,  commencing  at  some  date  subse- 
quent to  that  upon  which  the  books  were  last  balanced. 
It  is  therefore  only  equitable  that  the  trading  period  under 
review  should  not  be  charged  with  any  greater  proportion 
of  the  premiums  paid  in  advance  than  relates  to  the  actual 
months  which  have  already  expired ;  a  just  proportion 
of  the  premiums  so  paid  in  advance  should  therefore  be 
carried  forward  to  be  charged  against  the  profits  of  the 
ensuing  period  which  is  to  enjoy  the  benefit  of  the  pro- 
tection afforded  by  the  unexpired  portion  of  the  poUcies. 
In  the  example  given  this  principle  is  illustrated ;  insur- 
ance premiums  to  the  amount  of  £190  have  been  paid  in 
advance,  of  which  only  £100  has  run  off  during  the  period 
covered  by  the  accounts,  the  balance  of  £90  being,  there- 
fore, the  proportion  of  the  premiums  chargeable  to  the 
financial  year  1908.  These  facts  have  been  duly  taken 
into  account  in  charging  only  £100  of  the  £190  to  the 
current  Profit  and  Loss  Account,  and  it  remains  therefore 
to  rank  the  remaining  £90  as  an  Asset  (or  rather  as  a 
"fictitious  asset")  on  December  31,  1907,  as  representing 
the  present   book  value  of  the  premiums  for  the  pro- 
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portionate  periods  as  yefc  unexpired,  but  which  are  fully- 
covered  by  the  policies  already  taken  out  and  paid 
for. 

Destination  of  the  £90  Insurance  unexpired.— It  is 
entered  as  if  it  were  an  ordinary  Asset  upon  the  "  Assets  " 
side  of  the  Balance  Sheet,  being  extended  in  the  principal 
column.  It  is  so  treated  because,  as  has  been  explained 
above,  the  succeeding  financial  year  (1908)  ranks  prac- 
tically as  a  debtor  to  the  year  under  review  (1907)  for 
sundry  insurance  premiums  paid  in  advance  upon  its 
behalf. 

Item  No.  22. 
'' Sundry  Debtors        .        .         £52,500. 

Nature  of  the  item. — This  amount  represents  the  total 
of  the  book  debts  owing  to  the  Company  by  its  customers 
and  others  as  on  December  31,  1907,  after  all  the  debts 
which  are  hopelessly  bad  have  been  written  off.  Such 
debts  as  are  considered  to  be  **  doubtful  "  are  included  in 
the  total  of  £52,500,  the  estimated  losses  upon  this  type 
of  debt  having  been  duly  provided  for  by  means  of  a 
Beserve.     (Note  30  at  the  foot  of  the  Trial  Balance.) 

Destination. — The  total  of  £52,500  is  entered  on  the 
Assets  side  of  the  Balance  Sheet,  in  the  "  short  "  column ; 
it  is  not  entered  immediately  in  the  principal  column 
owing  to  the  fact  that  there  is  in  existence  a  Eeserve  for 
Bad  and  Doubtful  Debts  which  must  be  taken  into  account 
subsequently. 

Item  No.  25. 
"  Bad  Debts  Reserve  {Jan.  1,  1907)     .    £2,600.*' 

Nature  of  this  item. — This  amount  represents  the 
Eeserve  brought  forward  upon  the  books  of  the  Company 
as  on  December  31,  1906,  in  order  to  cover  the  estimated 
bad  and  doubtful  debts  as  at  that  date. 

Footnote  No.  30  annexed  to  the  Trial  Balance  directs 
that  the  Eeserve  for  Bad  and  Doubtful  Debts  to  be 
carried  forward,  as  on  December  31,  1907,  is  to  amount 
to  a  sum  equal  to  5  per  cent,  on  the  total  debts  outstand- 
ing at  that  date,  viz.  5  per  cent,  on  £52,500,  i.  e.  £2,625. 
As  the  pre-existing  Eeserve  already  amounted  to  £2,600, 
as  set  forth  above,  the  necessary  addition  of  £25  was 
made  to  it  by  means  of  a  debit  entry  to  the  current  Profit 
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and  Loss  Account,  and  the  balance  of  "  Reserve  against 
Bad  and  Doubtful  Debts  Account "  thus  became  £2,625, 
as  on  December  31,  1907. 

Destination. — This  figure  would  appear  in  the  relative 
Ledger  Account  as  a  credit  balance,  i.e.  as  a  "  fictitious " 
Liability  In  preparing  the  Balance  Sheet,  however,  it 
is  shown,  in  accordance  with  the  usual  practice,  not  on 
the  ''Liability"  side  as  a  constituent  balance,  but  on  the 
"  Assets  "  side  as  a  deduction  from  the  gross  total  of  the 
Sundry  Debtors  (£52,500).  A  net  figure  (£49,875)  is 
thus  obtained  which  represents  the  estimated  present 
value  of  the  book  debts  due  to  the  Company  as  on 
December  31,  1907,  and  this  figure  is  then  extended  into 
the  principal  column  of  the  Balance  Sheet. 


Items  Nos.  34,  4  and  5, 

The  only  other  Assets  remaining  to  be  included  in  the 
Balance  Sheet  are  the  value  of  the  "  Stock  of  goods  on 
hand  as  on  December  31,  1907,  £23,700"  (as  men- 
tioned in  footnote  No.  34),  the  "  Cash  in  hand,  £150 '' 
(item  No.  4),  and  the  "Cash  at  Bank,  £2,900"  (item 
No.  5). 

The  Stock  is  entered  direct  in  the  principal  column  on 
the  Assets  side  of  the  Balance  Sheet,  a  memorandum 
being  attached  indicating  by  what  authority  it  has  been 
valued  ("  as  valued  by  the  Company's  oflBcials  ").  Such 
an  explanation  is  frequently  added  at  the  request  of  the 
Company's  auditors. 

"  Cash  at  Bank  "  is  entered  on  the  Assets  side  in  the 
"  short "  column,  "  Cash  in  hand "  being  entered 
immediately  underneath  it  in  the  same  column^  The 
total  of  the  two  amounts  (£3,050)  is  then  extended  into 
the  principal  column. 

The  total  of  the  Liabilities  brought  into  account  on 
the  debit  or  left-hand  side  of  the  Balance  Sheet  amounts 
to  £136,261  10s.,  which  accords  with  the  total  of  the 
Assets  now  appearing  on  the  credit  or  right-hand  side  of 
the  statement,  and,  having  arrived  at  this  agreement,  the 
candidate  may  safely  assume  that  his  solution  of  the 
question  set  is  probably  correct. 
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Examination  Exercise  III 
The  examination  question  given  below  was  set  at  a 
popular  examination,   and  furnishes  a   good  example  of 
a  third  type  of  exercise  frequently  met  with  in  higher 
grade  book-keeping  examinations — 

Question. — The  Postford  Manufacturing  Company,  Ltd.,  was 
registered  in  1902.  The  nominal  Capital  of  the  Company  consisted 
of  40,000  5  per  cent.  Preference  Shares  of  £1  each,  and  10,000 
Ordinary  Shares  of  £1  each. 

No  dividend  was  paid  for  the  year  ended  December  31,  1905,  on 
either  class  of  share. 

The  Company's  books  were  closed  and  balanced,  as  on  December 
31,  1906,  on  which  date  the  Stock  in  hand  was  valued  at  £9,050. 

The  balances  of  the  Ledger  Accounts  were  as  follows — 

£  s.  d. 

(1)  Purchases 15,345  0  0 

{2)  Buildings 24,054  0  0 

{3)  Fuel 485  0  0 

(4)  Plant  and  Machinery .         .         .         .         .         .  5,654  0  0 

(5)  Boiler  and  Heating  Plant 592  0  0 

(6)  Repairs       .         • 472  0  0 

(7)  Loose  Tools 1,856  0  0 

(8)  Office  Expenses 362  0  0 

(9)  Sales 37,950  0  0 

(10)  Wages  (Manufacturing) 13,671  0  0 

{11)  Discount  (debit  Balance) 83  0  0 

ll£)  Reserve  for  Bad  and  Doubtful  Debts   (as  on 

December  31,  1905) 250  0  0 

(13)  Salaries 1,062  0  0 

{14)  Postages  and  Telegrams     .         .         .         .         .  116  0  0 

{15)  Rates  and  Taxes 239  0  0 

{16)  Travelling 317  0  0 

{17)  Loan  on  Mortgage  (charged  on  above  premises)  8,500  0  0 

{18)  Interest  9,nd  Bank  Charges          ....  402  0  0 

{19)  Directors'  Fees  ......  300  0  0 

{SO)  Stock  on  hand  (January  1,  1906)        .         .         .  8,990  0  0 

{21)  Sundry  Creditors 10,960  0  0 

{2£)  Sundry  Debtors 9,847  0  0 

{£3)  Goodwill 4,000  0  0 

{£4)  Profit  and  Loss  Account  (Credit  Balance  from 

1905) ^06  0  0 

{25)  Preference  Share  Capital 17,520  0  0 

{26)  Ordinary  Share  Capital     • 8,000  0  0 

{27)  Unpaid  Calls 50  0  0 

(^5)  Bills  Payable 2,100  0  0 

(;?9)  Bank  Overdraft 2,721  0  0 

{30)  Cost  of  New  Catalogue 300  0  0 

{31)  Cash  in  hand 10  0  0 

Before  preparing  the  annual  accounts  the  following  adjustments 
are  necessary — 

Provision  for  Bad  and  Doubtful  Debts  is  to  be  made  at  the  rate  of 
5  per  cent. 
Z 
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Provide  for  depreciation  at  the  following  rates — 

Plant  and  Machinery  Account         .         .10  per  cent. 
Boiler  and  Heating  Plant  Account  .         .10  per  cent. 
Loose  Tools  Account        .         .         .         .20  per  cent. 
Write  off  one-third  of  the  Cost  of  the  New  Catalogue,  and  one- 
half  of  the  Repairs  Account  against  the  current  year,  carrying  the 
balances  of  these  accounts  forward  to  next  year. 

Prepare  a  Trading  and  Profit  and  Loss  Account  for  the  year  ended 
December  31,  1906,  and  a  Balance  Sheet  as  on  that  date. 

It  -will  be  noted  that  in  the  above  question,  as  in  the 
case  of  Examination  Exercise  II,  the  candidate  is  required 
to  prepare  the  annual  accounts  of  a  company  or  firm, 
but,  in  this  case,  no  agreed  Trial  Balance  is  given  to  the 
student  to  work  from,  its  place  being  taken  by  a  schedule 
of  Ledger  balances  which  are  not  arranged  as  "  debit " 
or  "  credit "  balances,  or  classified  in  any  way. 

This  latter  type  of  exercise  obviously  takes  a  longer 
time  to  work  out  than  the  former;  and,  in  addition  to 
the  usual  work  of  preparing  the  required  accounts,  the 
candidate  is  compelled  to  use  his  knowledge  and  reason- 
ing capacity  in  determining  the  nature  and  significance 
of  each  item  in  the  schedule  of  Ledger  balances  presented 
to  him  to  deal  with. 

When  dealing  with  an  exercise  of  this  character  some 
candidates  make  no  attempt  to  prepare  an  initial  Trial 
Balance  from  which  to  work,  but  commence  at  once  to 
prepare  the  accounts  required  by  the  terms  of  the  question. 
The  author  is  of  opinion  that  this  proceeding  is  a  mistaken 
one,  and  is  often  the  cause  of  confusion  and  serious  loss 
of  time.  In  cases  of  this  sort  the  short  cut  is  often  the 
longest  way  round,  and  the  average  candidate  will,  it  is 
thought,  gain  both  time  and  confidence  by  preparing,  as 
the  first  step,  an  agreed  Trial  Balance  from  the  figures 
given  him  in  the  question. 

In  answering  a  question  of  this  type  it  is  necessary, 
therefore,  to  commence  by  preparing  a  Trial  Balance  from 
the  Ledger  balances  set  out  above.  By  mentally  tracing 
the  history  of  each  Ledger  balance,  and  the  manner  in 
which  it  would  originate,  the  candidate  will  arrive  at  the 
required  Trial  Balance  as  follows — 

Item  No.  1.     ''Purchases    .         .   £15,345." 

This  item  represents  the  total  cost  of  the  goods  bought 

during   the   year    1906    for    use   in   manufacturing   the 

products  dealt  in  by  the  Company.     The  goods  bought 

have  already  been  credited,  in  detail,  to  the  persons  by 
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whom  they  were  supplied,  and  have  been  entered  in  the 
Purchases  Book  ;  the  latter  has  been  posted  in  total  to 
the  debit  of  the  Purchases  Account  in  the  Ledger.  This 
balance,  therefore,  must  be  entered  in  the  debit  column 
of  the  Trial  Balance. 

Item  No.  2.  ''Buildings  .  .  £24,054." 
This  balance  represents  the  book  value  of  the  Com- 
pany's Buildings,  as  on  December  31,  1906 ;  in  other 
words,  it  is  an  Asset.  An  Asset  can  only  appear  on  the 
debit  side  of  its  relative  Ledger  account;  this  balance, 
therefore,  must  be  entered  in  the  debit  column  of  the  Trial 
Balance. 

Item  No.  3.  ''Fuel  .  .  £485." 
This  balance  represents  the  total  cost  of  the  fuel  pur- 
chased during  the  year  1906  for  consumption  at  the 
Company's  works.  The  purchase  price  of  the  fuel  will 
already  have  been  credited  in  detail  to  the  persons  from 
whom  it  has  been  bought,  and  these  purchases  have  been 
debited  in  total  to  the  "Fuel"  Account  in  the  Ledger; 
this  account  represents  the  year's  expenditure  in  this 
direction.  The  balance  must  consequently  be  entered 
in  the  debit  column  of  the  Trial  Balance. 

Item  No.  Jf.  "  Plant  and  Machinery  .  .  £5,654." 
This  balance  represents  the  book  value  of  the  Plant  and 
Machinery  belonging  to  the  Company,  as  on  December  31, 
1906.  In  other  words,  it  represents  an  Asset  owned  by 
the  undertaking.  It  must  consequently  be  entered  upon 
the  debit  side  of  the  Trial  Balance. 

Item  No.  5.  "  Boiler  and  Heating  Plant .  .  £592." 
This  balance  repriesents  the  book  value  of  the  Boiler 
and  Heating  Plant  owned  by  the  Company,  as  on  Decem- 
ber 31,  1906.  For  the  same  reasons  as  those  which 
apply  in  the  case  of  item  No.  4,  viz.  the  fact  that  the 
Boiler  and  Heating  Plant  are  Assets,  the  balance  must 
be  inserted  in  the  debit  column  of  the  Trial  Balance. 

Item  No.  6.  "  Bepairs  .  .  £472." 
This  balance  represents  the  total  sum  expended  in 
keeping  the  Company's  various  Assets  in  a  state  of 
repair  during  the  year  1906.  The  cost  of  these  repairs 
will  have  been  credited,  in  detail,  to  the  Ledger  accounts 
kept  for  the  persons  by  whom  they  were  effected  (or  to 
the  Cash  Account  if  paid  for  in  cash),  and  a  correspond- 
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ing  amount  will  have  been  debited  in  total  to  the 
"  Repairs "  Account  in  the  Ledger.  The  balance  con- 
sequently must  be  included  in  the  debit  column  of  the 
Trial  Balance. 

The  repairs  effected  during  the  year  1906  will,  appar- 
ently, relieve  subsequent  years  of  certain  expenditure  in 
this  direction,  because  the  candidate  is  directed,  in  pre- 
paring his  Profit,  and  Loss  Account,  to  include  as  a 
"loss"  only  one-half  of  this  amount,  carrying  forward 
the  remaining  moiety  as  a  "  fictitious "  Asset  to  be 
subsequently  written  off  against  the  profits  of  the  years 
immediately  following. 

Item  No.  7.  "  Loose  Tools  .  .£1,856." 
This  balance  represents  the  book  value  of  the  Loose 
Tools  owned  by  the  Company,  as  on  December  31,  1906. 
These  tools  will  either  have  been  bought  for  cash  (in 
which  case  Cash  will  have  been  credited  and  "  Tools " 
Account  will  have  been  debited)  or  on  credit  (in  which 
case  the  vendors'  accounts  will  have  been  credited  and 
the  "  Tools "  Account  debited).  The  item  represents 
property  owned  by  the  firm,  i.  e.  an  Asset,  and  the  balance 
is  consequently  included  in  the  debit  column  of  the  Trial 
Balance. 

Itevi  No.  8.  "  Office  Expenses  .  .  £362." 
This  balance  represents  the  total  sum  expended  in  the 
direction  of  "  Office  Expenses  "  during  the  year.  In  re- 
cording these  Expenses  **  Cash  "  will  have  been  credited, 
and  "  Office  Expenses  "  debited.  The  balance  therefore 
is  a  debit  one,  and  requires  to  be  included  in  the  debit 
column  of  the  Trial  Balance. 

Item  No.  9.  "  Sales  .  .  £37,950." 
When  a  sale  upon  credit  takes  place,  it  will  be  remem- 
bered that  an  entry  is  at  once  made  in  the  "  Sales  Book," 
which  is  subsequently  posted  in  detail  to  the  debit  of  the 
purchaser's  account  in  the  Ledger.  It  will  also  be 
remembered  that,  at  the  date  of  balancing,  the  Sales 
Book  is  added  up,  and  the  total,  representing  the  total 
value  of  the  merchandise  which  has  "  gone  out "  from 
the  concern  during  the  period,  is  posted  to  the  credit  of 
the  "  Sales  Account." 

Similarly,  it  will  be  remembered  that  '*  Cash  Sales"  are 
debited  in  the  Cash  Book  (the  money  having  "  come  in  "), 
and  are    credited   in  weekly  or  monthly  totals  to   the 
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"  Sales  Account,"  to  be  followed  later  by  the  total  pf  the 
"  Credit "  sales. 

Consequently  this  balance  is  a  credit  one,  and  requires 
to  be  inserted  in  the  credit  column  of  the  Trial  Balance. 

Item  No.  10.  "  Wages  {Manufacturing)  .  £13,671." 
This  balance  represents  the  total  sum  paid  for  wages 
during  the  year  1906  to  the  Company's  workmen.  The 
cash  paid  out  weekly  in  wages  would  be  duly  credited  in 
the  Cash  Book,  as  and  when  paid,  and  posted  to  the 
debit  of  the  "  Wages  Account "  in  the  Ledger,  in  which 
account  the  total  mentioned  above  has  gradually  accu- 
mulated. The  balance  must  consequently  be  placed  in 
the  debit  column  of  the  Trial  Balance. 

Item  No.  11.     *' Discount  {Debit  Balance)    .         .£83." 
Here  the  candidate  is  told  that  this  balance  is  a  debit 
one,  needless  to  say,  therefore,  it  must  be  included  on  the 
debit  side  of  the  Trial  Balance. 

It  will  be  remembered  that  a  multiplicity  of  items 
representing  discount  allowed  and  discount  received 
are  gradually  accumulated  in  the  debit  and  credit 
"  discount "  columns  of  the  Cash  Book,  and  that  the 
totals  of  these  columns  are  posted  periodically  to  the 
debit  and  credit,  respectively,  of  the  "  Discount  Account  " 
in  the  Ledger.  Other  items  of  discount  may  also  be 
posted  to  the  Discount  Account  in  the  Ledger  from 
the  Journal,  or  from  other  books  of  original  entry. 
Between  the  debit  and  credit  totals  thus  gradually  built  up 
in  the  Discount  Account  there  is  naturally  a  preponder- 
ance of  either  debit  or  credit  entries,  in  this  way  a  debit 
or  a  credit  balance  results.  In  the  case  of  the  item  men- 
tioned above  the  discounts  allowed  (losses)  have  obviously 
exceeded  the  discounts  received  (profits)  by  <£83,  and  the 
final  debit  balance  thus  comes  into  being,  and  must  be 
entered  as  a  debit  in  the  Trial  Balance. 

Item  No.  12.  ^' Beserve  for  Bad  and  Doubtful  Debts 
{as  on  December  31,  1905)      .         .  £250." 

This  Eeserve  will  have  been  created  in  past  years  by 
one  or  more  transfers  from  the  Profit  and  Loss  Account, 
the  latter  account  having  been  debited  with  the  sums  so 
set  aside  as  if  they  had  represented  actually  ascertained 
Losses,  and  the  "Reserve  for  Bad  Debts  Account"  having 
been  credited  with  the  like  sums.  The  item  set  out  above, 
thej:efore,  represents  an  amount  of  Profits  retained  in 
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hand  for  the  purpose  of  covering  a  certain  special  type  of 
loss  {i.  e.  anticipated  Bad  Debts) ;  it  is  thus  a  "  fictitious  " 
Liability. 

The  balance  of  the  Eeserve  Account  must  consequently 
be  included  in  the  Trial  Balance  on  the  credit  side,  that 
being  the  side  upon  which  the  balance,  as  a  liability, 
appears  in  the  Ledger. 

Item  No.  IS.     ''Salaries  .         .         .         .£1,062." 

„  14..  '' Postages  a7id  Telegrams .  .  £116." 
„  15.  "  Bates  aiid  Taxes  .  .  .  £239." 
„       16.     ''Travelling      ....     £317." 

The  above  four  items  are  similar  in  character  and  may 
be  conveniently  explained  on  a  common  basis. 

They  all  represent  the  total  sums  expended  during  the 
year  1906  for  business  expenses  under  their  respective 
headings.  The  salaries  of  the  clerks  and  other  employees, 
the  payments  made  for  postages,  telegrams,  local  rates, 
taxes,  and  travelling  expenses  have  all  been  disbursed  by 
the  Cashier  from  time  to  time ;  upon  their  disbursement 
the  Cash  Account,  Bank  Account,  or  the  Petty  Cash 
Account,  as  the  case  may  be,  has  been  credited  in  detail, 
and  the  appropriate  "  Expense  "  Account  in  the  Ledger 
has  been  debited.  The  detailed  debits  to  these  accounts 
have  steadily  accumulated  throughout  the  year  until,  at 
its  close,  they  amount  to  the  sums  respectively  set  out 
above. 

All  these  items  represent  debit  balances,  and  must  be 
included  in  the  debit  column  of  the  Trial  Balance. 

Item  No.  17.  "  Loan  on  Mortgage  {charged  on  above 
premises)      .         .     £8,500." 

This  balance  represents  the  Liability  of  the  Company 
to  the  person  from  whom  an  amount  of  £8,500  has  been 
borrowed.  The  fact  that  a  charge  has  been  given  upon 
the  Company's  premises  to  secure  the  repayment  of  the 
amount  in  case  of  default  must  not  be  allowed  to 
obscure,  in  the  candidate's  mind,  the  simple  issue  in 
regard  to  this  item,  viz.  that  it  is  intended  to  record  the 
fact  that  the  Company  has  borrowed  the  sum  of  money 
specified,  and  that,  therefore,  it  is  under  an  obligation 
to  repay  £8,500  at  some  future  date. 

When  the  loan  was  originally  contracted  the  money 
received  will  have  been  duly  debited  in  the  Cash  Book, 
and  a  like  sum  credited  to  the  lender's  Personal  Account 
in  the  Ledger ;  the  balance  set  out  in  the  list  of  Balances 
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given  above  represents  this  credit  item,  and  tlie  amount 
must,  therefore,  be  included  in  the  credit  column  of  the 
Trial  Balance  as  a  liability. 

Item  No.  18.     ''Interest  and  Bank  Charges       .  £402." 
„     19.     '' Directors'  Fees  .        .         .  £300." 

These  balances  represent,  respectively,  the  sums  dis- 
bursed by  the  Company  for  "  Interest  and  Bank  Charges  " 
and  "  Directors'  Fees  "  during  the  year  1906  ;  both  items 
represent  **  Losses,"  and  are  consequently  debit  balances, 
and  must  be  included  in  the  debit  column  of  the  Trial 
Balance. 

Item  No.  18  represents  the  total  paid  in  the  shape  of 
interest  due  on  money  borrowed,  together  with  the  bank 
charges  incurred  during  the  year ;  these  payments  will 
have  been  duly  credited  in  detail  in  the  Cash  Book,  as 
and  when  made,  and  will  have  been  debited  to  the 
"  Interest  and  Bank  Charges  "  Account  in  the  Ledger. 
If  the  item  had  been  designated  simply  as  "  Interest " 
it  might  conceivably  have  been  either  a  debit  or  a  credit 
balance,  i.  e.  Interest  paid  by  the  Company  on  money 
borrowed  by  it  or  Interest  paid  to  the  Company  on  money 
lent  by  it ;  the  inclusion  of  the  additional  item  of  "  Bank 
Charges,"  however,  fixes  the  total  balance  as  a  debit  one, 
i.e.  a  " Loss,"  since  bankers  do  not  pay  " Bank  charges  " 
to  their  customers,  but  receive  them  from  them. 

Item  No.  19  represents  the  total  sum  disbursed  to  the 
directors  by  way  of  remuneration  for  their  services  during 
the  year  1906,  it  is  consequently  a  "  Loss,"  and  therefore 
a  debit  balance. 

Item  No.    20.     *'  Stock    on    hand,   January    1,   1906, 
£8,990." 

This  item  represents  the  value  of  the  goods  in  hand  at 
the  commencement  of  the  financial  period  under  review  ; 
it  therefore  represents  an  Asset,  and  is  consequently  a 
debit  balance.  It  will  be  remembered  that,  at  the  end  of 
the  preceding  trading  period,  i.e.  December  31,  1905, 
an  entry  must  have  been  passed  crediting  the  Trading 
(or  Manufacturing)  Account  with  the  closing  Stock  then 
on  hand,  and  debiting  the  "  Stock "  Account  with  the 
same  sum  as  representing  the  opening  Stock  carried 
forward  to  the  succeeding  period,  i.  e.  for  the  year  1906. 
It  is  the  latter  entry  which  created  the  present  debit 
balance. 
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The  item,  therefore,  must  be  included  in  the  dehit 
column"  of  the  Trial  Balance. 

The  fact  that  this  Asset  is  dealt  with  in  the  Trading 
Account  and  not  in  the  Balance  Sheet  does  not  afifect  the 
necessity  of  including  it  as  a  debit  balance  in  the  Trial 
Balance  which  the  student  is  preparing. 

Item  No.  21.  ''Sundry  Creditors  .  .  £10,960." 
This  sum  represents  the  total  amount  owing  by  the 
Company  to  the  trade  and  other  creditors,  as  on 
December  31,  1906.  It  is  thus  a  Liability,  and  con- 
sequently requires  to  be  included  in  the  credit  column 
of  the  Trial  Balance. 

Item  No.  22,  "  Sundry  Debtors  .  .  £9,847." 
,  xThig  item  represents  the  total  amount  owing  to  the 
Company  by  its  trade  and  other  debtors,  as  on  December 
31,  1906.  It  is  thus  an  Asset,  and  requires  to  be 
included  in  the  dehit  column  of  the  Trial  Balance.  "^  * 
Item  No.  23.     "  Goodwill      .         .     £4,000." 

This  item  represents  the  cost  to  the  Company  of  that 
intangible  Asset  known  as  "  Goodwill."  The  cost  of 
this  Asset  will  have  been  credited  in  the  Cash  Account, 
jf  paid  for  in  cash,  or  to  the  Personal  Account  of  the 
vendor  if  purchased  from  him  upon  credit,  either  separately 
or  in  company  with  other  Assets  upon  the  transfer  of  the 
business  to  the  Company,  and  a  corresponding  sum  will 
have  been  debited  to  the  "  Goodwill "  Account  in  the 
Ledger,  from  whence  it  has  been  extracted  in  the  Trial 
Balance.  "  ■ 

r    The   item,   therefore,  requires    to  be  placed  in  the 
dehit  column  of  the  Trial  Balance  as  an  Asset,    *      *  1 

Item  No.  24.    ' *  Profit  and  Loss  Accoun  t  {Credit  Ba lancQ 
from  1905)     .         .     £206."  '       1 

The  student  is  here  informed  that  this  Balance  is  a 
"Credit"  one,  and  it  must  consequently  be  placed  by 
him  in  the  credit  column  of  the  Trial  Balance. 

The  item  represents  the  undistributed  balance  of  profit 
made  prior  to  December  31, 1905,  and  carried  forward,  as 
on  that  date,  to  the  accounts  for  1906.  If  the  balance 
had  been  a  debit  one  it  would  have  represented  the 
balance  of  the  net  loss  brought  forward.  Without  the 
addition  of  a  note  indicating  upon  which  side  of  the 
Ledger  the  balance  appeared  the  item  would  have  been 
ambiguous. 
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Item  No.  25.     "  Preference  Share  Capital      .     £17,520." 
26.     "  Ordinary  Share  Capital      .       £8,000." 

These  items  are  similar  in  character,  although  the 
classes  of  capital  to  which  they  relate  differ  in  their 
respective  priorities  among  themselves. 

Both  the  items  represent  the  total  sums  received,  in 
cash  or  in  kind,  from  the  shareholders  of  the  Company ; 
whether  the  shares  have  been  paid  for  in  money  or 
in  kind,  the  Assets  acquired,  by  the  issue  of  the  Capital, 
will  have  been  debited  in  the  Company's  books  to  the 
various  Ledger  accounts  opened  for  each  particular  type 
of  Asset,  and  the  corresponding  credit  entries  will  have 
been  made  in  one  or  other  of  the  two  "  Capital  Accounts  " 
("  Preference  "  or  "  Ordinary  ")  here  mentioned. 

It  will  be  remembered  that  when  shares  are  issued  for 
cash  the  "  Share  Capital  Account"  is  credited  and  the 
"Application  and  Allotment,"  "First  Call,"  or  other 
accounts  representing  the  liabihty  of  the  allottees  to 
the  Company  are  debited.  It  is  the  "  Share  Capital 
Accounts  "  that  the  items  in  question  represent.  The 
Company's  shareholders,  as  a  body,  are  regarded  as 
creditors  for  the  amount  of  the  Capital  they  have  sub- 
scribed in  the  same  manner  as  the  partners  in  a  firm 
are  treated  as  quasi-creditors  for  the  amounts  of  their 
respective  capitals. 

Both  balances,  therefore,  require  to  be  placed  in  the 
credit  column  of  the  Trial  Balance. 

Item  No.  27.  "  Unpaid  Calls  .  .  £50." 
It  will  be  remembered  that,  on  a  call  being  made  by  a 
Company  upon  its  shareholders,  the  "  Share  Capital 
Account  "  is  immediately  credited  with  the  total  amount 
receivable  by  the  Company  under  the  terms  of  the  call, 
irrespective  of  whether  the  money  has  actually  come  in 
or  not,  and  that  a  "  Call  Account "  (representing  the 
personal  indebtedness  of  the^hareholders)  is  debited  with 
the  like  total.  As  and  when  the  calls  are  actually  received 
they  are  credited  to  this  "  Call  Account,"  the  debit  balance 
of  which  consequently  steadily  falls,  until,  when  all  the 
calls  have  come  in,  the  two  sides  of  the  account  adjust 
themselves  and  the  "  balance  "  disappears  altogether. 

Apparently,  in  the  case  under  review,  all  the  calls 
have  duly  come  in  with  the  exception  of  £50,  which  is 
still  outstanding.  This  £50  consequently  appears  in  the 
Ledger  as  a  debit  balance  upon  the  "  Call  Account,"  and 

Z  2 


G48       BOOK-KEEPING  AND  ACCOUNTS 

represents  the  amount  still  due  to  the  Company  from  one 
or  more  shareholders ;  and,  as  such  is  the  case,  the 
balance  requires  to  be  inserted  in  the  debit  column  of 
the  Trial  Balance  as  representing  "  Sundry  Debtors  for 
unpaid  Calls." 

Item  No.  28.     '  *  Bills  Payable     .         .     £2,100." 

This  item  represents  the  total  outstanding  liability  of 
the  Company,  as  on  December  31,  1906,  on  the  bills 
drawn  on  and  "  accepted"  by  it,  i.  e.  upon  bills  which, 
having  been  drawn  upon  the  Company,  have  been  duly 
accepted,  but  have  not  yet  matured  for  payment. 

It  will  be  remembered  that,  upon  the  acceptance  of  a 
bill, the  acceptor  immediately  credits  his  •'Bills  Payable" 
Account  with  its  face  value,  and  debits  the  Personal 
Ledger  Account  of  the  person  who  draws  the  bill  upon 
him.  This  balance  of  £2,100,  therefore,  represents  the 
balance  of  the  Company's  "Bills  Payable  Account"; 
it  consequently  requires  to  be  placed  in  the  credit  column 
of  the  Trial  Balance  as  representing  a  LiabiUty  which,  in 
due  course,  the  Company  will  have  to  meet. 

Item  No.  29.     "  Bank  Overdraft      .         .     £2,721." 

This  item  represents  a  Liability  of  the  Company  to  its 
Bankers,  and  requires  to  be  placed  in  the  credit  column 
of  the  Trial  Balance.  It  will  be  remembered  that  when 
a  company  possesses  a  balance  in  its  favour  at  its  bankers, 
such  balance  appears  to  the  debit  in  its  Cash  Book; 
on  the  other  hand,  when,  as  has  occurred  in  this  case, 
the  cheques  drawn  (credit  entries  in  the  Cash  Book) 
exceed  the  debit  balance  appearing  in  the  "Bank" 
column  in  that  book,  the  balance  of  necessity  appears  on 
the  other  side,  and  the  Cash  Book  shows  a  credit 
balance,  representing  the  Company's  liability  to  the 
Bank.  In  other  words,  the  Company's  account  with  its 
Bankers  is  "  over-drawn." 

The  item  consequently  must  be  entered  in  the  credit 
column  of  the  Trial  Balance  as  a  Liability. 

Item  No.  30.     "  Cost  of  New  Catalogue        .     £300." 

This  balance  represents  the  total  sum  expended,  e.  g. 
for  printing,  paper,  cost  of  dies  and  letterpress,  in  the 
preparation  of  a  new  catalogue  setting  forth  the  par- 
ticulars and  prices  of  the  articles  manufactured  by  the 
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Company  for  sale.  Such  catalogues  are  usually  supplied 
gratis  to  customers  and  prospective  buyers,  and  the  above 
balance,  presumably^  includes  the  whole  of  the  cost 
of  preparing  a  new  edition  consisting  of  a  given  number 
of  copies. 

All  moneys  disbursed  in  this  connection  will  have  been 
credited  in  detail  in  the  Gash  Book,  as  and  when  dis- 
bursed, and  debited  in  due  course  to  the  "  Cost  of  New 
Catalogue  "  Account  in  the  Ledger.  Any  goods  supplied 
on  credit  for  the  same  purpose  will  have  been  credited  in 
detail  to  the  Personal  Accounts  of  the  suppliers  and 
debited  to  the  "  Cost  of  New  Catalogue"  Account  in  the 
Ledger. 

The  balance  is  consequently  a  debit  one,  and  represents 
an  "  Expense  "  incurred,  and  must  therefore  be  placed  on 
the  debit  side  of  the  Trial  Balance. 

In  cases  where  a  new  edition  of  a  catalogue  entails 
heavy  expenditure,  and  the  number  of  copies  printed  will 
meet  the  needs  of  several  years,  it  is  customary  to  spread 
the  expenditure  over  future  years  in  the  same  manner  in 
which  "  Preliminary  Expenses  "  are  dealt  with.  In  the 
case  under  review  it  is  stated  that  one-third  of  the  cost  of 
the  catalogue  is  to  be  written  off  against  the  profits  of  the 
current  year,  and  that  the  balance  is  to  be  carried  forward ; 
this  instance  is  thus  an  exemplification  of  the  common 
practice.  Consequently,  in  preparing  the  Profit  and 
Loss  Account  £100  only  is  there  debited  as  an  "  Ex- 
pense," and,  when  preparing  the  Balance  Sheet,  the  re- 
mainder (£200)  is  scheduled  as  a  fictitious  Asset. 


Item  No.  31.     "  Cash  in  hand      .         .     £10." 

This  item  represents  the  balance  of  cash  in  hand 
(probably  in  the  hands  of  the  petty  cashier)  as  on 
December  31,  1906;  it  is  therefore  an  Asset,  and 
requires  to  be  included  in  the  debit  column  of  the  Trial 
Balance. 

This  balance  may  be  either  the  balance  (debit)  of  the 
Petty  Cash  Book  or  the  balance  (debit)  of  the  Petty 
Cash  Account  in  the  Ledger,  and  its  source  depends 
upon  whether  the  Petty  Cash  Book  forms  part  of  the 
main  system  of  Double  Entry  employed  (as  illustrated  in 
Chapter  IV)  or  not. 

The  Trial  Balance  arising  out  of  the  foregoing  items  is 
now  completed  and  appears  as  follows — 


650       BOOK-KEEPING  AND  ACCOUNTS 


The  Postford  Manufacturing  Company,  Ltd. 

TRIAL  BALANCE,  December  31,  1906 


(i)  Purchases  Account  

(g)  Buildings  Account 

(S)  Fuel  Account  

(-4)  Plant  and  Machinery  Account.... 

(5)  Boiler    and    Heating    Plant  Ac- 

count   

(6)  Repairs  

(7)  Lo.ise  Tools  Account 

{8)  Office  Expenses  

(9)  Sales  Account 

{10)  Wages  (Manufacturing)  

{11)  Discount  Account 

{12)  Reserve  for  Bad  and  Doubtful 
Debts  (as  on  Dec.  31,  1905)  

{13)  Salaries  - 

{lU)  Postages  and  Telegrams  

{15)  Rates  and  Taxes 

{16)  Travelling 

{17)  Loan  on  Mortgage  (charged  on 
above  premises)  

(IS)  Interest  and  Bank  Charges 

{19)  Directors'  Fees 

{20)  Stock  on  Hand  (January  1,  1906) 

{21)  Sundry  Creditors   

{22)  Sundry  Debtors  

{2S)  Goodwill  

{2!i)  Profit  and  Loss  Account  (Bal- 
ance from  1905)  

{25)  Preference  Share  Capital  Ac- 
count  

{26)  OrdinaryShare Capital  Account... 

{27)  Unpaid  Calls  Account  

(28^  Bills  Payable 

{2{>)  Bank  Overdraft  ~ 

{SO)  Cost  of  New  Catalogne 

{SI)  Cash  in  Hand  


Dr. 


15,345 

24,054 

485 

5,654 

592 

472 

1,856 

862 

13,671 


1,062 
116 
239 
317 


402 
800 


9,847 
4,000 


60 


10 


£88,207 


Cr. 


87,950 


8.500 


10.060 


20''> 

17,520 
8,000 

2,100 
2,721 


.207        0 


Having  thus  arrived  at  an  agreed  Trial  Balance,  as 
above,  the  candidate  will  next  proceed  to  prepare  the 
Trading  and  Profit  and  Loss  Accounts,  and  the  Balance 
Sheet,  as  required  by  the  terms  of  the  question. 

As  these  accounts  are  practically  identical  in  principle, 
and  in  method  of  preparation,  with  those  already  dealt 
with  in  **  Examination  Exercise  II,"  appearing  earlier 
in  this  chapter,  it  is  not  necessary  to  deal  in  detail  with 
the  preparation  of  the  accounts  which  the  student  will 
find  appended. 

The  following  items  are,  however,  somewhat  different 
in  character  from  any  of  those  previously  deal  with,  and 
it  may  therefore  be  profitable  to  consider  them  briefly. 
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Item  No.  19.     '*  Directors'  Fees     .        .     £300." 

These  fees  must  appear  in  the  Profit  and  Loss  Account 
as  an  ordinary  business  expense,  as  presumably  the 
services  of  the  Directors  are  essential  to  the  successful 
conduct  of  the  business,  the  profits  of  which  must, 
therefore,  bear  the  cost  of  their  remuneration. 

Item  No.  24.    "  Profit  and  Loss  Account  {Credit  Balance 
froni  1905)     .         .     £206." 

This  item  is  not  brought  into  credit  in  the  Profit  and 
Loss  Account  for  1906  proper ;  it  is  entered  in  the  third 
section  (usually  called  the  "  Appropriation  Account "  or 
"Section")  of  the  Profit  and  Loss  Account;  in  this 
section  is  also  entered  the  Net  Profit  (£4,053  17s.) 
shown  for  1906,  according  to  the  Profit  and  Los^  Account 
for  that  year  (the  second  section  of  the  Profit  and  Loss 
Account  on  page  653). 

The  combined  figure  of  Profit  arrived  at  by  adding 
together  these  two  items,  viz.  £4,259  175.,  is  shown  in 
the  Balance  Sheet  as  a  separate  item,  and  represents  the 
amount  of  profit  available  for  distribution.  As  these 
accounts  relate  to  a  Limited  Company  this  balance  of 
undivided  profit  must  on  no  account  be  merged  with  the 
Share  Capital  figures,  but  each  item  must  be  kept 
separate  in  the  Balance  Sheet.  In  this  respect  companies 
differ  from  private  partnerships  in  submitting  their 
accounts. 

Item  No.  25.   ''Preference  Share  Capital .     £17,520." 
„       26.    ''Ordinary       „  „       .       £8,000." 

„       27.    "  Unpaid  Calls  .  £50." 

The  two  former  of  these  balances  (Items  Nos.  25  and 
26)  are  credit  balances,  and  require  to  be  entered  on  the 
Liabilities  side  of  the  Balance  Sheet  under  the  heading 
of  "Share  Capital  Issued."  They  must,  however,  be 
entered  "short,"  and  a  combined  total  must  then  be  made 
of  them,  again  in  the  "short"  column.  The  "Unpaid 
Calls  Account  "  (<£50)  is  a  debit  balance,  and  represents  a 
debt  due  to  the  Company  from  its  shareholders,  but  the 
item  must  not  be  entered  on  the  Assets  side  of  the 
Balance  Sheet.  It  must  be  entered  "  short "  under  the 
capital  total,  as  arrived  at  above,  on  the  Liabilities  side 
of  the  Balance  Sheet,  as  a  deduction  from  the  total  of 
the  Issued  Capital  (£25,520),  the  net  figure  thus  obtained 
(£25,470)  being  extended  into  the  principal  cash  column 
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on  the  Liabilities  side  of  the  Balance  Sheet.  This  process 
is  followed  in  order  that  the  Capital  actually  received  by 
the  Company  may  be  clearly  shown. 

The  ''  Nominal  Capital "  of  the  Company,  viz.  40,000 
Preference  Shares  of  £1  each  and  10,000  Ordinary  Shares 
of  similar  denomination  (£50,000  in  all),  must  be  shown 
in  the  Balance  Sheet  on  the  Liabilities  side  above  all  the 
other  items,  the  details  being  inserted  as  a  memorafidum 
merely,  and  not  as  a  part  of  the  financial  statement  itself. 
The  total  must  be  entered  in  the  "  short "  column,  and 
separated  from  all  the  other  items  by  means  of  a  double 
ruling  placed  underneath  it  in  order  that  it  may  be  clearly 
seen  that  this  "Nominal  Capital"  has  not  of  necessity 
been  issued  or  paid  up.  In  preparing  the  Balance 
Sheet  which  appears  on  page  654,  the  assets  have  been 
marshalled  in  the  order  of  their  unreaUzability.  As  has 
been  previously  explained  in  Chapter  X,  the  assets  of 
most  commercial  undertakings  are  set  out  in  this  order. 

The  Profit  and  Loss  Account  and  Balance  Sheet 
prepared  in  answer  to  the  question  are  subjoined, 
and,  subject  to  the  above  remarks,  are,  it  is  thought, 
self -explan  atory . 
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CHAPTEE   XXVIII 

BOOK-KEEPING   EXAMINATIONS 

The  usefulness  of  this  book  may  perhaps  be  increased 
by  giving  a  list  of  the  more  important  public  bodies  con- 
ducting Examinations  in  Book-keeping  and  Accountancy 
Subjects.  The  brief  notes  appended  may  also  prove  of 
service  by  showing  the  divergent  characters  of  the 
Examinations. 

(a)  The  Professional  Accountant's  Examinations  are  of 
a  highly  technical  character  and  restricted  to  candidates 
who  have  been  articled  to  a  practising  "Chartered"  or 
"Incorporated"  Accountant.  Five  years  in  all  must  be 
served  under  articles,*  and,  in  addition  to  the  practical 
experience  thus  gained,  efficient  instruction  and  close 
application  are  essential  to  ensure  success. 

(b)  The  University  Degree  Examinations  have  only 
recently  been  inaugurated.  It  is  premature,  therefore, 
to  express  an  opinion  upon  the  practicability  of  the 
standard  of  proficiency  required,  or  of  the  utility  of 
the  tests  imposed.  The  papers  set  by  the  University 
of  London  demand  considerable  theoretical  knowledge 
on  the  part  of  the  candidate. 

(c)  The  papers  on  book-keeping  set  by  the  other  Pro- 
fessional bodies  vary  greatly  according  to  the  importance 
the  subject  holds  in  the  particular  profession  and  the 
kind  of  book-keeping  required ;  e.  g.  the  papers  set  by 
the  Institute  of  Bankers  differ  from  those  set  by  the  Law 
Society — the  technicalities  of  the  respective  vocations 
naturally  finding  a  place  in  the  papers  set. 

{d)  The  General  Commercial  and  Technical  Examina- 
tions are  those  for  which  teachers  are  most  commonly 
required  to  prepare  students.  The  present  treatise  amply 
covers  the  syllabus  for  the  more  advanced  grades  of 
these  Examinations,  while  for  the  intermediate  grades 
Chapters  I  to  XI,  with  Chapters  XII,  XIV,  XV,  and  XVI 
will  suffice.     In  some  cases  papers  of  two  grades  are  set, 

*  Or  three  years  if  the  candidate  is  a  University  Graduate. 
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while  in  other  cases  the  papers  are  divided  into  three 
grades.     These  Examinations  are  open  to  all  Candidates. 

(e)  The  Public  and  Secondary  School  Examinations  are 
chiefly  of  an  elementary  character.  The  author's  treatise 
on  Eleme7itary  Book-keeping  (2s.  net),  written  in  simple 
terms,  is  adapted  to  the  requirements  of  this  class  of 
candidate.  The  earlier  chapters  of  the  present  volume 
(Book-keeping  and  Accounts)  contain  all  the  necessary 
instruction  to  prepare  candidates  for  these  Examinations, 
but  they  also  contain  additional  matter  not  absolutely 
esseatial. 

Alterations  have  recently  been  made  in  the  syllabuses 
of  several  important  examining  bodies  and  will  probably 
continue  to  be  made  in  order  to  adjust  them  to  growing 
requirements.  Teachers  doubtless  make  a  practice  of 
obtaining  the  latest  issues  of  all  syllabuses  of  the 
Examinations  in  which  they  are  interested.  With  the 
object  of  assisting  them  in  this  respect,  the  addresses 
of  the  principal  examining  bodies  are  annexed.  The 
list  makes  no  claim  to  be  exhaustive. 

An  asterisk  {*)  is  placed  against  the  names  of  the 
examining  bodies  whose  more  recent  papers  are  repro- 
duced in  full  detail  on  pp.  757  to  878  of  this  treatise ;  a 
dagger  (t)  denotes  those  examining  bodies  from  whose 
papers  a  selection  of  questions  has  been  made  (see 
pp.  692-756). 


Examinations  held  by  Public  Bodies  at  which 
Papers  in  Book-keeping  are  set. 

(a)  Professional  Accountants  Examinations — 

England  and  Wales — 

t  Institute  of  Chartered  Accountants  in  England  and 
Wales,  Moorgate  Place,  London,  E.C. 

t  Society  of  Incorporated  Accountants  and  Auditors, 
50,  Gresham  Street,  London,  E.C. 

Scotland — 

Edinburgh  Society  of  Chartered  Accountants  hold- 
ing one  conjoint  examination  with  the  Glasgow 
and  Aberdeen  Chartered  bodies  of  Accountants. 

Ireland — 

Institute  of  Chartered  Accountants  in  Ireland, 
4,  College  Green,  Dublin. 
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{h)   University  Degree  Examinations — 

University  of  London,  South  Kensington,  London. 
Book-keeping  is  an  optional  subject  for  the  Final 
Bachelor  of  Science  (Economics)  Examination. 

University  of  Birmingham,  Birmingham.  Book- 
keeping is  a  subject  for  the  Bachelor  of 
Commerce  Examinations. 

(c)  Other  Professional  Examinations — 

*  t  Institute  of  Bankers,  34,  Clements  Lane,  London, 

E.G. 

*  t  Chartered   Institute   of    Secretaries,   65,   London 

Wall,  London,  E.C. 

*  t  Auctioneers'  Institute  of  the  United  Kingdom,  34, 

Kussell  Square,  London,  W.C. 
t  Civil    Service    Commissioners    (certain   specified 
examinations),  Burlington  Gardens,  London,  W. 

Institute  of  Actuaries,  Staple  Inn,  Holborn, 
London,  W.C. 

Incorporated  Law  Society  (Solicitors'  Examina- 
tions), 113,  Chancery  Lane,  London,  W.C. 

Surveyors'  Institution,  12,  Great  George  Street, 
Westminster,  S.W. 

(d)  General,  Commercial  and  Technical  Examinations — 

*  t  Royal  Society  of  Arts,  18,  John  Street,  Adelphi, 

London,  W.C. 

*  t  London  Chamber  of  Commerce,  1,  Oxford  Court, 

Cannon  Street,  London,  E.C. 

*  National  Union  of  Teachers,  71,  Russell  Square, 

London,  W.C. 

*  t  West  Riding  of  Yorkshire  County  Council,  Educa- 

tion Offices,  County  Hall,  Wakefield. 

*  Lancashire   and   Cheshire   Institutes,   Deansgate, 

Manchester. 

*  Midland  Counties  Union  of  Educational  Institu- 

tions, The  Secretary,  Technical  School,  Hands- 
worth,  Staffs. 

(e)  Public  and  Secondary  School  Examinations — 

University  of  Oxford  Local  Examinations,  Merton 
Street,  Oxford. 

University  of  Cambridge  Local  Examinations, 
Syndicate  Buildings,  Cambridge. 

College  of  Preceptors,  Bloomsbury  Square,  Lon- 
don, W.C. 


CHAPTER  XXIX 

THE    book-keeper's    COMPENDIUM 

Abstract  Statement  =  Abs.  Sta. 

Accommodation  Bill. — A  bill  drawn  by  one  party,  accepted  by 
another,  and  sometimes  endorsed  by  a  third  party,  without  any 
real  transaction  occurring  between  them.  Such  a  bill  is  designed 
solely  for  the  purpose  of  being  discounted  by  one  of  the  parties  to 
it  for  the  purpose  of  providing  him  with  ready  money.  Accommo- 
dation Bills  are  naturally  regarded  with  disfavour  by  bankers,  and 
would  be  discriminated  against  in  a  batch  of  bills  presented  for 
discount  if  their  nature  were  apparent. 

Account. — A  narrative  of  financial  or  commercial  transactions, 
showing  their  effect.  *'  Ledger  Accounts  "  are  the  various  sections  of 
a  Ledger,  showing,  in  concise  form,  the  trader's  dealings  with 
persons,  in  things,  or  in  regard  to  profits  or  losses,  and  their  effect. 

Account  Current. — A  copy  of  a  Ledger  account  kept  by  a  trader 
for  any  particular  person,  rendered  by  the  trader  to  the  person  with 
whom  he  has  dealt,  or  vice  versa,  at  periodical  intervals,  e.  g.  quar- 
terly, half-yearly,  or  yearly.  A  Current  Account  between  merchants 
frequently  bears  interest,  the  method  of  calculating  which  is  ex- 
plained on  page  221.  In  banking,  a  Current  Account  is  one  kept  by 
a  banker  for  a  customer,  the  balance  of  which,  or  any  part  of  it, 
is  repayable  on  demand.  It  differs  from  a  '^Deposit  acco?m<,"  the 
balance  of  which  is  only  repayable  after  a  stated  period  of  notice  of 
withdrawal  (frequently  7  days).  Interest  is  allowed  on  Deposit 
Accounts  bub  not  on  Current  Accounts.  An  Open  Account  Current 
is  one  the  balance  of  which  has  not  been  agreed  upon  between  the 
parties.  An  Account  Stated  is  one  the  balance  of  which  has  been 
agreed  upon  between  the  parties  to  it.  Account  Bendered  is  an 
expression  used  when  the  balance  of  an  account  set  forth  in  detail 
in  a  previous  statement  is  brought  forward  on  a  statement  of  later 
date,  e.  g.  "  To  account  rendered,  £35." 

Account  Days*  (or  Settlement  Days). — Certain  days  fixed  at  peri- 
odical intervals  by  the  Committee  of  the  Stock  Exchange  for  the 
adjustment  of  bargains  entered  into  by  members  of  the  Stock  Ex- 
change. Two  • '  Account  Days  "  are  fixed  to  occur  in  each  calendar 
month  for  the  settlement  of  bargains  in  general  securities — one 
occurring  about  the  middle  of  the  month  and  the  other  towards  its 
conclusion.  Special  monthly  "  Account  Days"  are  set  apart  for  the 
settlement  of  bargains  in  Consols  and  other  Government  securities. 
These  days  are  usually  fixed  at  or  about  the  beginning  of  each 
calendar  month. 

Accountant. — A  person  skilled  in  the  art  of  recording  financial 
transactions,  and  of  showing  their  result.  A  Professional  Accoicntant 
is  one  who,  as  a  person  skilled  in  accounts,  undertakes  to  advise  as 
regards  systems  of  book-keeping,  and  to  carry  them  out  on  behalf 

•  These  have  been  suspended  since  the  outbreak  of  war. 
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of  his  clients.  Owing  to  the  fact  that  his  calling  makes  him  convers- 
ant with  accounts  in  all  their  varying  relations,  a  Professional 
Accountant  is  usually  employed  in  matters  which  are  not,  strictly 
speaking,  accounts  pure  and  simple,  bub  which  are  closely  related 
thereto,  e.  g.  the  auditing  of  accounts  kept  by  others,  the  winding-up 
of  insolvent  estates,  investigations  and  inquiries  generally  of  an 
accounting  nature.  The  two  principal  bodies  of  Professional  Ac- 
countants in  England  are  the  Institute  of  Chartered  Accountants  in 
England  and  Wales  (members  of  which  body  are  styled  Chartered 
Accountants)  and  the  Society  of  Incorporated  Accountants  and 
Auditors  (members  of  which  are  styled  Incorporated  Accountants). 
Three  "Chartered"  bodies  of  Accountants  exist  in  Scotland, 
and  one  in  Ireland  ;  members  of  these  bodies  are  styled  Chartered 
Accountants. 

Act  of  Bankruptcy. — An  act  falling  within  a  prescribed  class 
of  acts  done,  or  suffered  to  be  done,  by  a  debtor,  upon  which  an 
English  court  of  law  will  make  a  Receiving  order  against  the  debtor, 
a  condition  of  insolvency  being  presumable  from  its  occurrence. 
(For  details,  see  page  423.)  The  levying  of  an  execution  against 
a  debtor,  and  his  suspending  payment,  are  typical  "Acts  of 
Bankruptcy. " 

Administration,  Letters  of. — If  a  person  dies  without  leaving  a 
valid  will,  some  one  (usually  a  relative  chosen  because  of  kinship 
with  the  deceased,  or,  failing  a  relative,  a  creditor)  is  appointed  by 
the  High  Court  of  Justice  (Probate  Division)  to  "  administer  "  (i.  e. 
realize  and  distribute)  the  deceased's  estate  according  to  the  manner 
prescribed  by  law.  This  includes  payment  of  the  deceased's  debts 
out  of  the  proceeds  of  his  propertj'^,  and  distribution  of  the  re- 
mainder among  the  persons  entitled  to  it.  The  grant  of  the  right 
to  ' '  administer  "  given  under  the  seal  of  the  Court  is  known  as  the 
**  Letters  of  Administraticni,'"  and  forms  the  document  from  which  an 
**  administrator"  derives  his  right  to  deal  with  the  deceased's 
property.  If  a  person  dies  leaving  a  will  in  which  no  executors  are 
named,  a  relative  or  other  person  may  be  appointed  by  the  Court  as 
"administrator"  to  carry  out  the  directions  of  the  will  {Adminis- 
trator cum  testamento  annexo)  and  in  many  other  cases  where  there  is 
a  hiatus  in  the  winding  up  of  a  deceased's  estate  an  administrator 
can  be  appointed.  An  administrator  must  give  security,  and 
cannot  act  until  Letters  of  Administration  have  been  granted  to  him  ; 
his  position,  therefore,  differs  from  that  of  an  executor  under  a  will, 
who  need  not  give  security,  and'  can  act  immediately  upon  death  of 
the  testator  (though  he  cannot  prove  his  right  to  act  until  he  has 
obtained  a  grant  of  probate  of  the  will  from  the  Court). 

Advice. — A  communication  containing  the  information  that  a 
particular  transaction  has  taken  place,  or  is  about  to  take  place. 
A  written  communication  advising  an  act  or  transaction  is  sometimes 
termed  an  '*  advice  note,"  e.  g.  advice  note  setting  out  the  weights  of 
goods  for  shipment. 

Affidavit. — A  statement  made  in  writing,  and  upon  oath,  before  a 
Commissioner  legally  appointed  to  administer  oaths.  A  person 
knowingly  swearing  an  untruth  in  an  affidavit  is  guilty  of  the 
crime  of  perjury.  Statutory  declarations  are  written  statements 
solemnly  and  sincerely  declared  by  the  maker  to  be  true  before  a 
functionary  authorized  to  receive  such  declarations ;  the  conse- 
quences of  making  false  statutory  declarations  are  the  same,  in 
point  of  law,  as  those  of  falsely  swearing  an  Affidavit. 
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Agent. — A  person  appointed  by  another  person  (the  "principal") 
to  perform  specified  acts  on  his  behalf.  By  the  acts  of  an  Agent 
performed  within  the  scope  of  the  authority  given  him  the  '*  princi- 
pal" is  as  much  bound  as  if  he  had  done  them  himself,  and  they  are 
ordinarily  as  valid  as  acts  personally  performed  by  him. 

Agreement. — In  law,  a  contract  or  bargain  between  parties. 
Agreements  may  be  made  (1)  verbally,  (2)  in  writing  "under 
hand"  {i.  e.  signed  by  the  parties  thereto),  (3)  in  writing  "under 
seal "  (t.  e.  signed  and  sealed  by  the  parties  thereto).  Many  forms 
of  contract  or  Agreement  require  to  be  embodied  in  a  written 
document.  An  Agreement  "  under  seal "  is  of  higher  legal  standing 
than  an  Agreement  "under  hand";  the  latter  needs  consideration 
{i.  e.  the  exchange  of  values)  on  both  sides,  the  former  does  not. 

Amalgamation. — This  word  is  used  commercially  in  relation  to 
Companies  to  express  the  combination  of  two  or  more  independent 
concerns  into  one  undertaking. 

Amortization. — This  term  implies  in  book-keeping  the  gradual 
writing  off  of  a  balance  or  of  any  particular  class  of  expenditure. 
It  is  used  in  relation  to  expenditure  rather  than  to  tangible  assets 
— the  term  "depreciation"  being  employed  in  regard  to  the  latter 
with  an  almost  identical  meaning.  Examples. — "  Amortization  of 
Capital  Expenditure,"  "Depreciation  of  Plant  and  Machinery." 

Annuity. — A  payment  made  yearly.  "Perpetual"  Annuities 
are  those  which  continue  to  be  paid  yearly  for  an  indefinite 
period.  Annuities  ' '  for  fixed  terms  "  are  those  payable  yearly  for  a 
stated  number  of  years.  "  Life  "  Annuities  are  those  which  are  pay- 
able during  the  lif-e  of  the  annuitant.  The  Government  and  the 
leading  life  assurance  oflSces  will  grant  to  any  person  an  Annuity 
for  the  remainder  of  his  or  her  life  upon  the  payment  of  a  fixed 
capital  sum,  based  upon  the  amount  of  the  Annuity  desired,  and 
the  age  at  which  it  is  granted,  or  at  which  it  is  to  commence  to 
be  paid.  This  forms  a  convenient  mode  of  financial  provision  in 
the  case  of  elderly  persons  possessed  of  a  moderate  capital  sum, 
and  without  other  persons  dependent  upon  them — a  higher  rate  of 
income  being  obtainable  than  would  be  possible  from  investment  in 
Stocks  (an  advantage  which  is  natural  seeing  that  no  capital  is  ever 
returaed)  ;  the  annuitant,  moreover,  is  relieved  from  anxiety  as  to 
his  investments.  "Deferred "  Annuities  are  Annuities  payable  from 
a  stated  future  date  until  death  occurs — the  purchase  money  being 
paid  from  the  present  time  until  the  commencement  of  the  Annuity, 
either  in  a  lump  sum,  or  in  periodical  instalments.  The  purchase 
of  a  deferred  Annuity  to  commence  at  (say)  age  sixty  by  quarterly 
payments  from  now  until  that  date  is  a  convenient  way  for  a  young 
man  or  woman  to  acquire  an  old  age  pension  with  a  minimum  of 
inconvenience  as  regards  payments. 

Apportionment. — A  division  into  parts  ;  the  term  is  employed  in 
accountancy  circles  to  indicate  the  division,  in  the  case  of  a  deceased 
person's  estate,  of  the  income  received  by  his  executors  into 
"income  accrued,  due  prior  to  the  date  of  death  "  (which  is  part  of 
the  estate  capital),  and  "income  accrued,  due  after  the  date  of 
death"  (which  forms  part  of  the  "income"  of  the  estate).  To 
allow  of  this  being  done,  a  special  Act  of  Parliament,  known  as  the 
"Apportionment  Act,  1870,"  was  passed,  which  made  all  such 
income  accrue  due  "from  day  to  day."  Prior  to  the  passing  of 
the  above  Act,  such  Apportionment  was  not  possible  in  a  legal  sense. 

Appreciation. — Increase  in  value — the  converse  of  "depreciation." 
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The  term  is  usually  employed  to  indicate  an  increase  of  a  more  or 
less  spontaneous  nature  in  the  value  of  an  asset ;  e.  g.  the  increase 
in  the  market  value  of  Stock  Exchange  securities.  The  profit 
shown  by  the  Appreciation  of  assets  should  not,  in  the  case  of  a 
joint  stock  company,  be  divided  among  the  shareholders  until  the 
assets  have  been  sold,  and  the  protit  actually  realized. 

Arbitrage. — A  terra  employed  in  financial  circles  to  indicate  the 
practice  (frequently  indulged  in)  of  remitting  money  from  one  place 
to  another  in  an  indirect  or  circuitous  manner  instead  of  remitting 
it  direct.  It  is  frequently  possible  to  remit  money  in  this  indirect 
manner  at  a  fractionally  cheaper  cost  than  that  of  a  direct  remit- 
tance ;  e.g.  a.  banker  wishing  to  remit  money  by  cable  from  London 
to  Berlin  may  find  it  cheaper  to  remit  the  money  from  London  to 
New  York,  and  to  have  it  remitted  thence  to  Berlin  direct,  than  it 
would  be  to  purchase  in  London  a  direct  cable  transfer  upon  Berlin. 
The  term  is  also  employed  in  Stock  Exchange  circles  to  indicate  the 
purchase  of  certain  securities  upon  one  Stock  Exchange,  and  their 
simultaneous  sale,  at  a  fractional  profit,  upon  another  Stock 
Exchange ;  e.  g.  the  purchase  of  Consols  in  Dublin  and  their 
immediate  sale  in  London.  By  the  operations  of  "arbitrageurs" 
the  prices  of  drafts,  cable  transfers,  and  other  forms  of  international 
remittance,  as  well  as  the  quoted  prices  of  securities  on  different 
Exchanges,  are  brought  into  harmony  one  with  another.  The 
telegraph,  of  course,  plays  an  important  part  in  all  such  transactions, 
which,  indeed,  without  such  facilities  would  hardly  exist. 

Arbitration. — The  reference,  by  the  parties  to  a  dispute,  of  the 
matter  at  issue  to  a  third  party  (termed  an  Arbitrator)  for  decision 
by  him,  instead  of  embarking  in  litigation.  Settlement  of  com- 
mercial disputes  by  Arbitration  is  of  frequent  occurrence.  The 
arbitrator  can  be  a  business  man  acceptable  to  both  parties,  and 
the  matter  may  be  concluded  expeditiously  and  without  the  heavy 
expense  involved  in  litigation.  Professional  accountants  are  very 
frequently  appointed  as  arbitrators.  Sometimes  each  party  to  the 
dispute  nominates  an  arbitrator,  and  the  arbitrators  then  ap- 
pointed select  a  third  party  to  act  with  them  in  case  of  their 
differing;  such  third  party  is  termed  an  "Umpire."  The  decision 
arrived  at  by  arbitrators  is  termed  their  Award.  If  the  submission 
to  arbitrators  has  been  made  a  rule  of  court,  the  award  of  the 
arbitrators  may  be  enforced,  if  necessary. 

Arrangement,  Deed  of. — A  document  setting  out  details  of  an 
agreement  arrived  at  between  a  debtor  and  his  creditors.  The 
chief  object  of  such  an  Agreement  is  the  avoidance  of  the  publicity 
attachecl  to  bankruptcy  proceedings  (see  Chap.  XX,  p.  423). 

Articles  of  Association. — The  regulations  governing  the  internal 
management  of  a  company,  and  prescribing  the  way  in  which  its 
chief  officials  are  to  perform  their  functions,  A  company  can 
adopt  its  own  ' '  special  Articles  of  Association, "  and  can  alter  them 
as  it  desires  ;  if,  however,  it  has  not  elected  to  have  its  own  form  of 
"Articles,"  a  series  of  regulations  annexed  to  the  Companies 
(Consolidation)  Act,  1908  (Schedule  I),  and  known  as  "  Table  A," 
apply  to  it,  and  will  govern  its  internal  working. 

A/S  =  Account  Sales. 

Assets. — Property  of  every  description.  Formerly  the  word  was 
restricted  in  its  commercial  meaning,  but  is  now  broadly  applied  to 
all  property  available  for  the  discharge  of  liabilities  which  can  be 
converted  into  money  or  money's  worth. 
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Assignment. — The  transfer  of  property  from  one  person  to  another 
— the  latter  party  being  termed  the  "Assignee."  (For  "Deed  of 
Assignment,"  see  Chap.  XX,  p.  427.) 

Attorney. — A  person  appointed  by  another  person  (the  principal) 
to  x>erform  acts  on  his  behalf ;  the  word  has  the  same  signification 
as  "  agent." 

Attorney,  Power  of. — A  legal  document  appointing  any  person  to 
be  the  Attorney  for  another  person,  either  generally,  or  for  the 
performance  of  some  matter  or  matters  specified  in  the  document. 

Audit- — The  verification  of  accounts  by  an  independent  person. 
Private  firms  frequently  submit  their  books  to  Audit  by  professional 
accountants.  In  the  case  of  all  joint  stock  companies,  an  Audit  is 
obligatory.  Most  public  bodies  and  municipal  corporations  are  also 
compelled  to  appoint  auditors.  The  auditor  of  a  joint  stock 
company,  incorporated  under  the  Companies  (Consolidation)  Act, 
1908,  must  report  to  the  shareholders  as  follows  : — Sec.  113  (2), 
{a)  whether  or  not  they  have  obtained  all  the  information  and 
explanations  they  have  required  ;  and  {b)  whether,  in  their  opinion, 
the  balance  sheet  referred  to  in  the  report  is  properly  drawn 
up  so  as  to  exhibit  a  true  and  correct  view  of  the  state  of  the 
company's  affairs  according  to  the  best  of  their  information  and 
the  explanations  given  to  them,  and  as  shown  by  the  books  of  the 
company. 

Averages. — In  addition  to  expressing  the  arithmetic  mean  the 
term  * '  Averages  "  has  become  of  technical  use  in  connection  with 
marine  insurance.  Losses  arising  out  of  shipping  disasters  are 
termed  either  "total  losses"  or  "partial  losses."  If  the  ship 
insured  is  (1)  destroyed,  or  (2)  irreparably  damaged,  the  loss  is 
a  "total"  loss-  On  the  other  hand,  partial  losses  consist  of 
damages  or  losses  which,  as  the  term  implies,  do  not  involve  the 
whole  ship  or  its  cargo.  Such  losses  are  termed  either  "  Particular 
Average"  or  "General  Average"  losses.  A  Particular  Average  is 
one  arising  from  the  perils  of  the  sea,  and  which  falls  solely  on  the 
owner  of  the  goods  involved,  and  for  which  he  has  no  right  of  con- 
tribution from  others  interested  in  the  venture.  A  General  Average 
is  the  term  employed  to  indicate  the  common  contribution  made  by 
all  parties  in  a  venture,  in  cases  where  losses  have  been  sustained 
owing  to  the  necessary  sacrifice  of  a  portion  of  the  cargo  or  of  the 
ship's  gear,  in  order  to  insure  the  safety  of  the  ship  and  the  remainder 
of  the  cargo.  In  order  to  claim  justification,  the  sacrifice  involved 
must  have  been  essential  to  the  avoidance  of  a  total  loss.  In 
arriving  at  the  contributions  due  under  General  Average,  the  loss 
incurred  is  divided  pro  rala  among  all  parties.  Salvage  charges 
may  also,  in  certain  circumstances,  be  treated  as  partial  losses. 

Award. — See  "  Arbitration." 

Bank  Post  Bills  (B.P.B.). — Bank  drafts,  drawn  by  one  oflfice  or 
branch  of  the  Bank  of  England  upon  another  of  its  ofl&ces  or 
branches,  usually  payable  at  7  or  60  days  after  sight.  They  form  a 
convenient  method  of  remitting  money  from  one  part  of  the  country 
to  another,  and  are  issued  to  any  person  without  charge.  Their 
use  has  to  a  great  extent  been  superseded  in  modern  times  by  the 
introduction  of  the  cheque  system  of  making  payments,  and  by  the 
employment  of  bank  drafts,  issued  by  the  numerous  large  joint 
stock  banks. 

Bank  Rate. — See  "  Bank  Return." 

Bank  Reserve. — See  "  Bank  Return." 
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Bank  Return. — The  statement  of  its  financial  position  published 
by  the  Bank  of  England  on  Thursday  in  each  week  pursuant  to  the 
Act  of  Parliament,  7  and  8  Victoria,  cap.  32  (Bank  Charter  Act). 
The  Return  is  in  the  form  of  a  twofold  balance  sheet,  corresponding 
to  the  statutory  twofold  division  of  the  Bank's  business.  After  the 
passing  of  the  Bank  Charter  Act  the  Bank  was  divided  into  two 
departments,  viz.  the  Issue  Department  (for  the  issue  of  notes  and 
the  custody  of  the  assets  held  against  them)  and  the  Banking  De- 
partment (conducting  a  general  banking  business).  The  Issue 
Department  may  only  issue  notes  against  the  British  Government 
Debt  and  similar  securities  to  the  extent  of  slightly  over  £18,000,000. 
Against  any  notes  issued  in  excess  of  this  sum,  gold  (either  in  the 
form  of  coin  or  bullion)  must  be  held.  The  Issue  Department  is  thus 
in  theory  automatic.  The  Banking  Department  conducts  its  busi- 
ness just  as  any  other  bank  does,  and  holds  its  cash  balance  against 
its  liabilities  to  depositors,  partly  in  the  form  of  coin,  and  partly 


BANK  OF  ENGLAND 

AN  ACCOUNT  pursuant  to  the  Act  7  and  8  Vict.  cap.  32,  for  the 
Week  ending  on  Wednesday,  the  7th  day  of  July,  1920. 

Issue  Department 


Notes  Issued 


187,935,475 


£137,085,475 


£ 

Government  Debt 11,015,100 

Other  Securities 7,434,000 

Gold  Coin  and  Bullion 119,485,475 

Silver  Bullion — 

£137,935,475 


Banking  Department 


rroprietors'  Capital ..,*..     J4,663,000 

Rest -  ^g,|7#,474 

Eablic  Dei)osits  (including 
Exchequer,  Savings 
Banks,  Commissioners  of 
National  Debt,  and  Divi- 
dend Accounts) 17,8%,048 

Other  Deposits 117,035,455 

Seven  Day  and  other  Bills  .-  14,377 

£152,763,354 


■   £ 

Government  Securities  52,424,8r.3 

Other  Securities. 83,894,014 

Notes 15,191,660 

gpld  and  Silver  Coin ,.,„..     1,252.227 


£152,76a\3r.4^ 


in  the  foi*m  of  notes  issued  by  the  other  department  of  the  Bank, 
i.  e.  the  Issue  Department.  The  Banking  Department  depositors 
are,  in  the  main,  the  great  joint  stock  banks  of  the  Kingdom,  and 
upon  the  Bank's  ability  to  pay  them  their  deposits  depends  to  a  great 
extent  their  ability  to  satisfy  their  own  depositors  throughout  the 
length  and  breadth  of  the  country.  The  periodical  variations  in  the 
proportion  of  cash  held  by  the  Bank  as  against  deposits  are  thus 
followed  with  the  greatest  interest  by  the  banking  community,  and 
ftU  financial  interests    connected    therewith.     A  form  of   "Bank 
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return  "  is  annexed.  In  normal  times  the  upper  portion  (the  Issue 
Department's  return)  can  be  disregarded,  as  the  department  whose 
position  it  embodies  is  purely  automatic  in  its  action.  The  lower 
half  (the  Banking  Department's  Return)  is  the  section  around  which 
the  chief  interest  centres.  In  the  Return  illustrated  the  liability  to 
depositors  amounts  to  nearly  £135,000,000,  against  which  liability 
notes  and  coin  are  held  to  the  amount  of  nearly  £16,500,000.  The 
ratio  of  cash  held  (the  "  Bank  Reserve  ")  to  deposits  is  thus  about  20 
per  cent.  ;  being  less  than  in  pre-war  days.  As  this  ratio  of  cash  to 
deposits  falls,  the  Bank  of  England,  in  self-defence,  raises  the  rate  of 
interest  (the  "Bank  rate")  charged  by  it  for  discounts  and  loans, 
and  the  other  banks  follow  its  example,  either  from  choice  or 
necessity.  Similarly,  when  its  ratio  of  cash  to  deposits  is  high  the 
Bank  rate  falls,  and  loanable  capital  throughout  the  country  becomes 
cheaper.  The  position  of  the  "Bank  rate,"  the  "Bank  Returns," 
and  the  "Bank  reserve"  is  thus  of  vital  importance  to  the  mercantile 
community,  in  consequence'of  the  fact  that  the  operations  of  modern 
commerce  are  conducted  to  so  large  an  extent  upon  borrowed  capital. 

Banker's  Drafts  (Bank  Drafts). — Bills  of  Exchange  drawn  by  one 
banker  upon  another.  They  are  used  in  commerce  as  a  means  of 
remittance,  especially  for  the  remittance  of  money  from  one  country 
to  another.  Almost  any  bank  will  sell,  either  to  its  customers  or 
the  public,  a  draft  drawn  on  any  place  in  the  U.K.  or  abroad,  and 
the  draft  may  be  made  payable  to  the  person  obtaining  it,  or  to  any 
other  person  designated  by  him.  For  inland  Banker's  Drafts  a 
commission  is  sometimes  charged,  but  in  the  case  of  foreign  or 
colonial  Bank  Drafts  the  drawing  banker's  remuneration  usually 
takes  the  form  of  a  small  diflFerence  obtained  by  him  in  the  rate  of 
exchange  ;  or  the  interest  obtained  by  him  for  the  time  the  money 
remains  in  his  hands. 

Bill  of  Lading  (B/L).— See  page  196. 

Bill  of  Sale  (B/S). — A  document  transferring  personal  property 
from  one  person  to  another — commonly  given  as  security  for  a  loan. 
When  a  Bill  of  Sale  is  given  as  security  for  a  loan  the  latter  must  not 
be  less  than  £30,  the  Bill  of  Sale  must  be  in  a  prescribed  form,  and 
must  be  registered  at  a  prescribed  public  office.  The  goods  remain 
in  the  possession  of  the  borrower  until  he  fails  to  comply  with  the 
terms  upon  which  his  loan  was  contracted,  and  the  lender  can  then 
seize  and  sell  the  goods. 

Bills  of  Exchange  (B/E).— See  Chap.  XII,  page  190. 

Board. — A  term  applied  to  executive  officers  acting  collectively, 
e.  g.  the  ".Board  of  Directors  "  of  a  Limited  Company. 

Board  of  Trade. — A  Government  department  (estaolished  in  1656) 
entriisted  with  the  supervision  of  all  matters  relating  to  trade, 
navigation,  and  railways.  The  Board,  as  a  Board,  exists  but  never 
meets,  all  business  being  transacted  by  the  President  (who  is 
ordinarily  a  Cabinet  Minister),  or  through  the  Secretaries  (who  are 
civil  servants). 

Bond. — In  English  law  a  document  under  seal,  the  giver  of  which 
"binds"  himself  to  pay  a  specified  sum  of  money  on  special  con- 
ditions, or  at  a  given  date,  either  to  a  prescribed  person  or  to  bearer. 
Most  foreign  governments,  many  British,  foreign,  and  colonial  cor- 
porations, and  railway  companies,  issue  "  Bonds  "  to  secure  advances 
made  to  them,  or  loans  publiclj^  issued  by  them.  In  the  U.S., 
railway  loans  which  would  in  England  be  covered  by  "debentures" 
are  covered  by  "  Bonds  to  bearer,"  issued  usually  for  $1,000  each. 
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These  Bonds  are  largely  held  by  insurance  companies  and  private 
investors  in  this  country,  and  are  frequently  secured  by  a  charge 
upon  the  railway.  The  term  "Gold  Bond"  is  commonly  applied 
to  such  Bonds  as  are  payable  in  gold,  and  not  in  paper  money 
or  silver.  In  the  case  of  dutiable  goods  imported  into  this  country 
and  warehoused,  the  importers  frequently  give  to  the  Government 
a  Bond  or  undertaking  to  pay  the  duty  when  the  goods  are  removed 
from  the  warehouse  specified.  Such  o,  warehouse,  though  it  may 
be  privately  owned,  comes  within  the  supervision  of  the  customs 
authorities,  and  is  termed  a  "Bonded  Warehouse,"  and  the  goods 
stored  within  it  are  termed  **  Goods  in  Bond." 

Bonus. — An  additional  and  occasional  dividend  arising  out  of 
unusual  profits  paid  to  the  shareholders  of  a  public  company.  A 
special  present  or  additional  remuneration  given  to  an  employee, 
usually  in  the  form  of  a  percentage  on  results.  A  share  of  the 
profits  earned  by  a  life  insurance  company  allocated  to  such  of  its 
life  policy  holders  as  hold  policies  entitling  them  to  share  in  the 
profits  so  realized. 

Book  Debts. — The  amounts  outstanding  at  a  given  date,  and  owing 
to  the  trader,  in  whose  books  they  appear,  by  the  persons  with 
whom  he  has  traded. 

Bottomry — Bottomry  Bond. — A  special  form  of  charge  given  by  the 
owner  or  captain  of  a  vessel  upon  the  vessel  itself  in  return  for 
money  lent.  "Bottomry  "is  a  corruption  of  the  word  "bottom," 
or  keel  of  the  ship,  which  part  of  the  vessel  is  taken  to  imply  the 
whole.  In  case  of  money  borrowed  on  Bottomry  the  principal  is 
not  repayable  if  the  ship  be  lost,  but  is  repayable  with  any  agreed 
interest  upon  the  safe  termination  of  the  voyage.  Bottomry  Bonds 
and  Respondentia  Bonds  {i.  e.  bonds  secured  on  the  cargo  instead  of 
the  hull  of  a  ship)  have,  through  the  extension  of  telegraphic 
facilities,  fallen  into  disuse. 

Brokers.  — See  * '  Jobbers. " 

Bullion. — Gold  and  silver  in  practically  any  form  when  of  the 
standard  fineness  accepted  by  the  mints  of  the  civilized  world. 
Gold  will  be  minted  into  coin  free  of  charge  by  the  British  Mint, 
but  the  privilege  is  rarely  taken  advantage  of,  although  the  Mint 
price  of  standard  gold  is  £3  17s.  lO^d.  per  ounce  as  compared  with 
the  Bank  of  England  rate  of  £3  17s.  9d.  The  uncertainty  of  the 
time  the  coinage  will  occupy  tends  to  induce  holders  of  Bullion 
to  dispose  of  it  to  the  Bank  of  England  at  the  lower  rate,  rather 
than  take  it  to  the  Mint  to  be  coined. 

Cash  Credit. — An  undertaking  whereby  a  bank  permits  a  customer 
to  overdraw  his  current  account  up  to  a  specified  sum.  Cash  credits 
are  not  commonly  used  in  London,  loans  of  round  sums  for  specified 
periods  taking  their  place.  In  granting  a  Cash  Credit  the  bank 
usually  requires  from  its  customer  some  kind  of  security  to 
cover,  wholly  or  in  part,  the  overdraft  granted  ;  the  security  may 
take  the  form  of  a  deposit  of  bonds,  title  deeds  or  other  realizable 
property,  or  the  banker  may  accept  the  customer's  personal  bond 
with  sureties,  the  latter  guaranteeing  to  the  bank  full  payment  of 
its  claims  under  the  Cash  Credit. 

Certificate. — A  written  declaration  testifying  to  the  truth  of  some 
particular  matter  or  fact.  Share  Certificate.  — A  Certificate  under  the 
seal  of  a  company  stating  the  ownership  of  shares  in  the  company. 

Chambers  of  Commerce. — Associations  of  merchants  formed  for  the 
purpose  of  promoting  commerce  generally. 
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Charter  Party. — A  lease  of  a  ship,  or  a  part  of  a  ship,  for  the  con- 
veyance of  goods  for  a  definite  time,  or  for  a  specified  voyage  or 
voyages. 

Chattels. — A  legal  term  for  "goods." 

Choses  in  Action. — A  legal  expression  denoting  certain  forms  of 
incorporeal  property,  e.  g.  debts  and  shares  in  joint  stock 
companies. 

Circular  Note. — A  document  issued  by  a  banker  to  a  customer 
going  abroad.  Circular  Notes  are  usually  issued  for  round  suras, 
e.  g.  £10,  and  can  be  cashed  by  the  party  holding  them  at  any  of 
the  foreign  correspondents  of  the  issuing  bank,  as  if  they  were  bank 
notes. 

Circnlating  Assets. — Another  term  for  "floating"  assets,  i.e.  the 
assets  held  by  a  concern  for  the  purpose  of  being  converted  into 
money,  as  opposed  to  those  which  are  held  for  permanent  use 
("fixed"  assets). 

Clearing,  Clearing  House. — The  word  "Clearing"  is  applied  to 
the  process  whereby,  as  among  a  coterie  of  persons  having  a  multi- 
tude of  claims  the  one  against  the  other,  the  claims  due  between  the 
members  as  a  whole  are  offset  one  against  another,  and  only  the 
differences  or  "balances"  found  to  be  due  between  the  various 
parties  are  paid  or  received.  Such  a  process  results  in  economy  of 
currency  as  well  as  economy  of  time  and  labour.  Bankers'  Clearing 
Houses  (for  the  adjustment  of  the  totals  of  the  cheques  held  by  one 
bank  on  another)  exist  in  London,  and  several  large  provincial  towns. 
The  London  Clearing  House  is  the  most  important  of  these  institu- 
tions, and  consists  of  three  divisions,  viz.  the  "Town"  clearing  (for 
cheques  dra\^'Ti  upon  certain  great  city  banks),  the  "Metropolitan" 
clearing,  for  cheques  payable  in  the  metropolis,  outside  the  limits  of 
the  "Town"  clearing,  and  the  "Country"  clearing,  for  cheques 
drawn  on  the  provinces.  Every  bank  treats  itself  as  the  debtor  of 
the  Clearing  House  for  all  its  own  cheques  presented  for  payment 
through  the  Clearing  House,  and  as  the  creditor  of  the  Clearing 
House  for  all  cheques  on  other  Clearing  bankers  held  by  it,  and 
either  pays  to,  or  receives  from,  the  Clearing  House  the  difference 
between  the  two  in  the  form  of  a  single  cheque  on  the  Bank  of 
England  which  acts  as  Banker  to  the  Clearing  House  and  its  member?. 
Eailway  Clearing  Houses  exist  for  the  adjustment  of  transactions 
which  have  involved  the  use  of  two  or  more  companies'  systems. 
A  Stock  Exchange  Clearing  exists  on  the  London  Stock  Exchange  to 
facilitate  the  prompt  settlement  of  dealings  in  certain  securities 
widely  dealt  in. 

Codicil. — A  supplement  to  a  will.  It  requires  execution  by  tjip 
maker  of  the  will  with  all  the  formalities  which  are  necessary  in 
the  case  of  a  will. 

Collateral  Security.— Any  security  deposited  to  cover,  collaterally, 
a  debt  due  upon  another  agreement  or  security  (the  "principal" 
security)  ;  e.  g.  stocks  or  shares  may  be  deposited  as  Collateral 
Security  for  loans  obtained  from  *a  banker,  or  to  cover  an  overdraft 
in  a  banking  account. 

Commercial  Credit. — An  undertaking  whereby  a  bank  doing  a 
foreign  business  engages  to  accept  on  behalf  of  an  importer  docu- 
mentary bills  drawn  upon  it  by  the  relative  exporter  for  the  cost  of 
the  shipment.  The  bank,  in  such  a  case,  holds  the  documents  of 
title  to  the  goods  as  security,  as  against  the  importer  upon  whose 
behalf  it  has  acceptri  the  bills,  for  the  amounts  of  the  acceptances. 
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Commission  (Com.). — Agents  and  brokers  are  usually  remunerated 
by  means  of  a  percentage  (called  a  commission)  upon  the  funds 
passing  through  their  hands,  e.  g.  Jth  per  cent,  commission  is  usually 
charged  by  a  stockbroker  for  purchasing  Consols  for  a  client. 

Committee. — A  body  of  persons  appointed  by  a  larger  body  of 
persons  to  transact  some  particular  business  in  which  all  the  persons 
are  interested. 

Company. — An  association  of  persons  for  trading  or  professional 
purposes.     (See  Chap.  XVI  on  joint  stock  companies.) 

Compensating  Errors. — Errors  in  a  set  of  books  which  do  not  pre- 
vent the  agreement  of  the  trial  balance — one  error,  or  set  of  errors,  in 
one  direction  being  equalized  and  oflFset  by  other  errors  in  a  contrary 
direction.  E.  g.  if  the  debit  side  of  the  Cash  Book  be  added  £10  in 
excess  of  the  correct  amount,  and  the  Sales  Book  be  added  in- 
correctly likewise  £10  in  excess  of  the  true  amount,  these  two  errors 
oflFset  one  another,  and  the  trial  balance  "agrees"  notwithstanding 
their  existence. 

Composition. — An  arrangement  between  a  debtor  and  his  creditors 
whereby  the  latter  accept  in  full  settlement  of  his  debts  lesser  sums 
than  are  actually  owing.     (See  Chap.  XX,  "Bankruptcy.") 

Consideration. —Some  benefit  accruing  to  one  party  to  a  given 
contract  or  agreement,  or  some  loss  or  detriment  suflered  by  the 
other  party ;  in  other  words,  the  price  or  subject-matter  of  a 
bargain.  In  the  case  of  an  agreement  under  hand  (see  "  Agreement ") 
Consideration  is  necessary,  otherwise  the  agreement  is  void,  and 
sentiment,  e.  g.  gratitude,  is  not  legally  a  valuable  Consideration 
capable  of  supporting  a  contract  under  hand  based  upon  it.  In  the 
case  of  a  Deed  {i.  e.  an  agreement  "  under  seal  ")  no  Consideration 
is  necessary. 

Consols.— An  abbreviation  of  the  word  "  consolidated."  The 
various  issues  of  the  debts  of  the  Government  have,  from  time  to 
time,  been  merged  into  one  mass,  and  the  "Consolidated  Stock"  (as 
the  result  of  the  merger  is  termed)  forms,  at  the  present  day,  the 
bulk  of  the  indebtedness  of  the  British  Government.  The  name 
"Consols"  is  applied  in  common  parlance  to  the  U.K.  2\  per  cent. 
Consolidated  Stock.  The  word  "consolidated  "often  appears  as 
forming  a  part  of  the  names  of  stocks,*  and  usually  indicates  that 
some  merger  has  been  effected  in  the  past.  E.  g.  London  County 
Consolidated  3  per  cent.  Stock,  North-Eastern  Railway  Consolidated 
Stock  (the  name  "North-Eastern  Consols"  is  frequently  applied  to 
the  latter). 

Consul. — A  commercial  representative  of  a  nation  appointed  by 
the  Government  and  stationed  in  the  territory  of  another  nation 
chiefly  for  the  purpose  of  protecting  the  commercial  interests  of  the 
country  that  he  represents. 

Contingent  liability. — A  liability  which  will  only  come  into 
definite  existence  upon  the  happening  of  a  specified  event,  e.  g.  the 
liability  of  an  indorser  on  a  bill  of  exchange,  which  only  commences 
upon  the  dishonour  of  the  bill  by  the  acceptor.  Contingent  Liabili- 
ties are  most  suitably  stated  in  a  balance  sheet  in  the  form  of  a 
memorandum,  or  footnote. 

Contract. — An  agreement  enforceable  at  Law.  (See  "  Agreement.") 

Contract  Note  indicates  commercially  a  memorandum  of  a  sale 
eflfected  for  a  principal  by  a  broker,  e.  g.  a  stockbroker. 

Coupon. — A  detachable  warrant  for  each  payment  of  interest 
falling  due  upon   a  bond  or  debenture  to   bearer.     Coupons   are 
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attached  to  such  bonds  in  sheets,  much  in  tne  form  of  a  sheet  of 
postage  stamps,  a  dated  coupon  being  given  for  each  payment  falling 
due.  As  their  due  dates  arrive  coupons  are  cut  oflf  from  the  sheet, 
and  are  presented  to  the  appropriate  bank  or  office  for  encashment. 
Many  sheets  of  coupons  only  extend  for  a  given  number  of  years,  a 
larger  detachable  coupon  called  a  "Talon"  being  attached  as  a 
voucher  for  a  fresh  supply  of  coupons  when  those  attached  have  all 
expired.  Coupons  may  be  paid  into  the  bank  of  the  investor  for 
collection.  The  receiving  bankers  collect  and  credit  their  customers 
with  the  amounts  due  (less  tax)  in  the  ordinary  course. 

Credit  Note  is  a  statement  (frequently  in  red  ink)  sent  to  a  person 
from  whom  "returns"  have  been  received,  or  to  whom  an  "allow- 
ance "  has  been  made.  The  Credit  Note  sets  out  brief  particulars  of 
the  transaction,  and  the  amount  at  which  it  is  being  passed  to 
the  credit  of  the  recipient  of  the  note. 

Currency  is  the  medium  of  exchange  employed  for  business  pur- 
poses. Gold  and  silver  have  now  been  universally  adopted  as  the 
circulating  medium.  The  greatly  increased  volume  of  modern  trading 
operations  has  had  the  effect  of  creating  a  paper  currency  in  the 
form  of  cheques,  bills,  etc.  In  Great  Britain  the  gold  coinage  is 
intrinsically  worth  its  face  value.  The  silver  and  bronze  coins  in 
circulation  are  ' '  token "  money,  and  are  not  intrinsically  worth 
their  face  value. 

d/d  =  days  after  date. 

d/s  =  days  after  sight. 

Debenture.— See  Chap.  XVI. 

Debit  Note. — A  memorandum  of  indebtedness  sent  by  a  creditor  to 
his  debtor. 

Deed. — An  instrument  in  writing  on  parchment  or  paper,  signed, 
sealed,  and  delivered  by  the  maker  of  it.  It  is  the  moat  formal  type 
of  instrument  known  to  English  law,  and  needs  no  consideration  to 
make  it  valid. 

Deed  of  Arrangement. — See  under  "  Arrangement,  Deed  of." 

Demurrage. — Allowances  by  shippers  or  railway  companies  in 
case  of  the  over  detention  of  goods  entrusted  to  them  for  convey- 
ance. The  charge  is  usually  upon  a  daily  basis.  Legal  holidays  and 
Sundays  are  not  included  in  the  demurrage  charge. 

Depreciation. — See  "  Amortization." 

Dis.  =  Discount. 

Distress. — Distress  is  the  power  to  enforce  the  payment  of  a  debt  ; 
such  power  is  granted  by  the  Common  Law  of  England  and  is 
effected  by  the  seizure  of  goods.  The  most  common  event  in 
which  the  power  of  Distress  is  resorted  to  is  the  collection,  by  this 
means,  of  arrears  of  rent  by  a  landlord  from  his  tenant. 

Dividend. — Etymologically  "something  to  be  divided";  in  com- 
mercial practice  the  term  indicates  the  sum  or  sums  distributable 
among  the  share  or  stockholders  of  a  public  company.  Ex  Divi- 
dend and  Cum  Dividend  are  terms  employed  on  the  Stock  Exchange 
to  convey,  in  the  former  case,  that  the  quoted  price  of  the  security 
in  question  does  not  include  the  next  dividend,  and  in  the  latter 
case  that  such  price  does  include  such  dividend. 

Dividend  Warrant. — A  species  of  cheque  issued  by  or  for  a 
dividend  paying  company,  whereby  its  members  obtain  their  divi- 
dends. 

Dock  Warrant. — A  document  issued  by  the  authorities  of  a  dock 
certifying  that  certain  goods,  specified  therein,  are  in  the  custody 
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of  the  dock  for  and  on  behalf  of  the  party  in  whose  name  the 
Warrant  is  drawn.  Dock  Warrants  are,  as  a  rule,  transferable  by 
endorsement,  and  need  a  ^d.  stamp.  When  such  goods  are  with- 
drawn from  the  dock  a  Delivery  Order  is  signed  by  the  proprietor  of 
the  goods  instructing  the  dock  authorities  to  deliver  to  the  bearer 
of  the  order  the  goods,  or  a  portion  of  them,  specified  in  the  Dock 
Warrant.     A  Deck  Warrant  is  thus  a  document  of  title. 

Dormant  Partner. — A  partner  in  a  firm  whose  name  does  not 
appear  in  the  title  or  style  of  the  firm,  and  whu  takes  no  active 
part  in  the  conduct  of  its  business,  but  who  possesses  capital  in  the 
concern,  takes  a  share  of  the  profits,  and  bears  all  the  liabilities 
incidental  to  the  position  of  a  partner. 

E.  &  0.  E.  is  the  contraction  of  the  words  "Errors  and  Omission  , 
Excepted,"  which  is  still  frequently  to  be  found  on  invoices,  etc. 
The  practice  of  appending  these  letters  is  a  useless  one,  and  of  dd 
legal  value  whatever. 

Endorsement,  Endorsee,  Endorsor. — See  Chap.  XII. 

Endowment  Policy. — A  policy  of  assurance  granted  upon  a 
person's  life,  the  amount  secured  by  which  is  payable  to  the  assured 
person  upon  his  reaching  a  certain  specified  age  ;  or  to  his  repre- 
sentatives at  his  death  should  the  assured  die  before  attaining  the 
specified  age.  Premiums  upon  such  policies  are  paj'^able  ia  some 
oases  for  the  term  of  the  policy,  and  in  others  for  a  limited  number 
of  years  only.  The  policies  may  be  entitled  to  a  share  in  the 
profits  or  be  "non-profit  sharing"  according  to  the  premium  paid. 

Entry. — A  record  of  a  transaction  made  in  its  appropriate  place  in 
the  appropriate  book.  The  first  Entry  made  in  relation  to  any 
given  transaction  in  a  Book  of  Account,  is  termed  the  ^^  original" 
Entry;  subsequent  Entries,  arising  from  the  "original"  Entry,  in 
other  Books  of  Account  are  termed  ^'posted"  Entries,  and  the  act  of 
making  them  is  referred  to  as  ^^2}osting"  the  original  Entries. 

Entry,  Port  of,  is  a  port  at  which  exported  goods  may  be  un- 
loaded, e.  g.  Boston  is  a  Port  of  Entry  for  the  U.S.  Where  protect- 
ive tariffs  are  in  force  all  imported  goods  must  be  landed  at  certain 
ports  where  revenue  officers  are  stationed,  and  where  the  machinery 
necessary  for  assessing  the  amount  of  the  tariff  exists. 

Estate. — A  quantity  of  property.  In  bankruptcy,  and  with  refer- 
ence to  the  property  of  a  deceased  person,  the  word  "  Estate  "  is 
used  to  "signify  the  aggregate  of  the  property  in  question." 

Estate  Duty. — A  Duty  payable  to  the  Government  upon  the  death 
of  any  person  leaving  property  to  the  value  of  over  £100.  It  is  pay- 
able upon  the  aggregate  of  the  estate  at  a  rate  per  cent,  calculated 
according  to  a  scale  varying  with  the  total  amount  of  the  deceased's 
estate. 

Ex.  =  Exchange.     Also  "  out  of,"  e.  g.  ex  s.s.  Lucania. 

Exchequer  Bills. — Bills  issued  by  the  Treasury  to  raise  money  for 
temporary  purposes.  Exchequer  Bills  form  part  of  the  floating  or 
unfunded  debt  of  the  nation.  Their  price  fluctuates  with  the 
national  credit. 

Exchequer  Bonds. — Bonds  issued  by  the  Treasury  for  a  definite 
period,  to  raise  money  for  the  same  purpose  as  that  for  which 
Exchequer  Bills  are  issued. 

Excise  Duties. — Duties  placed  upon  specified  articles  (chiefly 
alcoholic  liquors)  produced  and  consumed  at  home. 

Execution. — The  seizure  of  goods  owned  by  a  person  against 
whom  a  judgment  has  been  given  in  a  civil  court,  for  the  purpose 
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of  satisfying  the  amount  of  the  judgment  by  the  proceeds  of  their 
sale. 

Executor. — A  person  appointed  by  a  testator  in  his  will  to  carry 
out  the  instructions  contained  in  the  will.     (See  "  Administrator.") 

Factor. — A  mercantile  agent  entrusted  with  the  custody  and 
control  of  goods  belonging  to  his  principal. 

Finn. — A  partnership,     (See  Chap.  XV.) 

Fixed  Assets,  or  Fixed  Capital. — Properties  acquired  or  con- 
structed with  the  expectation  of  earning  profits  by  their  use. 
(See  Chap.  XX.) 

Fixed  Charges. — Expenditure  recurring  constantly  in  periodical 
accounts.     E.  g.  Rent,  Rates,  Taxes,  and  Interest  on  Mortgages. 

Floating  Assets,  or  Floating  Capital. — The  assets  of  a  trader 
which  are  continually  being  transformed  into  cash.  Cash  itself 
i  i  a  Floating  Asset.     (See  Chap.  XX.) 

Floating  Charge. — A  charge  given  by  a  company  upon  its  property 
whereunder  the  company  retains  possession  of  the  property  charged, 
and  may  deal  with  it  in  the  ordinary  course  of  business  until  the 
company  makes  some  default  {e.  g.  fails  to  pay  the  interest  upon 
the  debentures  conferring  the  Floating  Charge),  whereupon  the 
charge  "crystallizes,"  and  attaches  to  the  property  in  M'hatever 
form  it  may  then  be.  Upon  the  "crystallization"  of  the  charge 
the  company  may  no  longer  deal  with  the  property. 

F.  0.  B. — Free  on  board.  Goods  bought  to  be  placed  on  board  a 
ship  "  F.  0.  B."  are  not  at  the  risk  of  the  purchaser  until  actually 
on  board  the  ship.     "  F.  0.  R."  =  free  on  rail. 

Folio.— A  sheet  of  paper  folded  so  as  to  make  two  leaves;  in 
book-keeping  the  two  pages,  bearing  the  same  "page  number," 
presented  to  view  when  the  book  is  opened.  Ledgers  and  Cash 
Books,  in  which  the  ruling  extends  across  the  two  pages  open  to 
view,  thus  usually  consist  of  a  succession  of  ' '  Folios  "  ;  a  Journal 
ruled  according  to  the  form  given  on  page  73  does  not  usually 
extend  over  the  two  pages  open  to  view,  but  is  repeated  on  each 
of  them;  such  a  book  consists  of  "pages,"  and  each  "page"  is 
numbered  separately. 

Fraudulent  Preference  is  legally  defined  as:  "  Every  conveyance 
or  transfer  of  property,  or  charge  made  thereon,  every  payment 
made  or  obligation  incurred,  and  every  judicial  proceeding  taken  or 
sufiered,  by  any  person  unable  to  pay  his  debts  as  they  become  due, 
from  his  own  money  in  favour  of  any  creditor  or  any  person  in  trust 
for  any  creditor  with  a  view  of  giving  such  creditor  a  preference  over 
the  other  creditors,  shall,  if  the  person  making,  taking,  paying,  or 
suffering  the  same  is  adjudged  a  bankrupt  on  a  bankruptcy  petition 
presented  within  three  months  after  the  date  of  the  making,  taking, 
paying,  or  suffering  the  same,  be  deemed  fraudulent  and  void  as 
against  the  trustee  in  the  bankruptcy."  The  most  important 
factor  in  deciding  whether  any  given  transaction  was  fraudulent 
is  the  real  infxntion  of  the  bankrupt. 

Freight. — The  sum  paid  for  chartering  a  ship  or  part  of  a  ship,  or 
for  transmission  of  goods  in  a  general  ship.  Freight  may  be  payable 
either  in  advance,  on  departure  of  the  vessel,  upon  arrival,  or  at 
other  times  as  stated  in  the  bills  of  lading. 

Garnishee  Order. — The  method  of  execution  by  which  a  person 
who,  owing  a  debt  to  a  person  against  whom  a  judgment  has  been 
pronounced,  is  ordered  by  the  Court  on  the  application  of  the  party 
in  whose  favour  the  judgment  has  been  given  not  to  pay  such  debt 
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to  the  person  to  whom  it  is  due,  but  to  pay  it  to  the  judgment 
creditor. 

Gazette. — The  London  Gazette  is  tlie  Government  publication  con- 
taining all  the  official  notices  of  the  Crown  or  Government.  All  the 
public  notices  necessary  under  Bankruptcy  or  Liquidation  proceedings 
are  advertised  in  the  Gazette.  Partnership  notices  should  also  be 
advertised  in  the  London  Gazette.  In  Scotland  and  Ireland  similar 
notices  appear  in  the  Edinburgh  Gazette  and  the  Dublin  Gazette 
respectively  (published  Tuesdays  and  Fridays). 

Oeneral  Average. — The  loss  sustained  from  a  sacrifice  purposely 
made  in  order  to  preserve  a  ship  and  its  cargo  [e.  g.  jettisoning 
a  cargo).  The  person  who  has  sustained  the  loss  is  entitled  to 
recover  a  rateable  contribution  from  all  owners  of  cargo  shipped  in 
the  vessel,  and  from  all  interested  parties,  the  loss  having  been 
incurred  for  the  benefit  of  all.     (See  also  "Averages.") 

Gilt-edged  Securities. — Securities  which  are  easily  realizable  and 
in  which  the  due  payment  of  interest  and  principal,  as  and  when 
due,  may  be  taken  to  be  as  safe  as  is  humanly  possible  (e.  g.  Consols 
and  War  Loan). 

Guarantee. — A  promise  by  one  person  to  answer  for  the  debt. 
default,  or  liability  of  another  person.  A  Guarantee  must  be  in 
writing  (Statute  of  Frauds),  and  must,  unless  under  seal,  be  given 
for  valuable  consideration,  although  the  latter  need  not  be  stated  in 
the  writing  itself. 

Guaranteed  Stocks. — Stocks,  the  interest  upon  which  is  guaranteed 
by  some  undertaking.  Government  or  bod}"-  other  than  the  under- 
taking by  which  it  was  originally  issued  and  which  is  primarily 
responsible.  E.  g.  the  3%  bonds  of  the  Grand  Trunk  Pacific  Railway 
Company  are  **  guaranteed "  as  to  principal  and  interest  by  the 
Canadian  Government.  Certain  British  railway  companies  have 
issued  a  particular  kind  of  preference  stock,  which  they  somewhat 
erroneously  designate  "  Guaranteed"  Stock.  Such  "Guaranteed" 
Stocks  are  not  guaranteed  by  any  outside  body  in  the  generality 
of  cases,  but  are  simply  cumulative  preference  stocks,  ranking  before 
the  non-cumulative  preference  stocks  and  immediately  after  the 
debentures. 

Guard  Book. — A  book  or  cover  wherein  are  preserved  invoices, 
receipts,  or  vouchers.  The  Book  usually  contains  a  number  of 
blank  leaves  to  which  the  documents  to  be  filed  therein  are  attached 
by  means  of  gum  or  paste. 

Hire-Purchase  Agreements. — Contracts  whereby,  upon  the  pay- 
ment of  a  deposit,  or  a  first  instalment  followed  by  the  payment 
of  a  series  of  subsequent  instalments  of  stated  amount,  the  owner- 
ship of  certain  goods  passes  from  the  seller  of  them  to  the  payer  of 
the  instalments.  The  goods  are  delivered  by  the  seller  to  the  hire- 
purchaser  upon  payment  of  the  first  instalment  by  the  latter,  and 
he  thereby  obtains  the  opportunity  of  using  them.  The  legal  owner- 
ship of  the  goods,  however,  remains  vested  in  the  seller  until  the 
receipt  by  him  of  the  last  instalment,  the  goods  being,  until  that 
time,  "lent,"  in  a  legal  sense,  to  the  hire-purchaser.  If  the  hire- 
purchaser  fails  to  meet  any  particular  instalment,  the  seller  (or 
lender)  can  resume  possession  of  them.  In  the  books  of  a  manu- 
facturer or  seller  of  goods  upon  the  "hire-purchase"  system,  the 
goods  disposed  of  in  this  manner  should,  for  the  period  previous  to 
the  receipt  of  the  last  instalment  due  upon  them,  be  treated  as 
"stock  out  on  hire" — a  separate  Memorandum  Ledger  being  kept 
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for  the  accounts  of  the  various  hirers,  as  also  a  separate  "Hire- 
Purchase  Day  Book."  The  total  of  the  instalments  due  from  a  hirer 
should,  at  the  outset,  be  debited  in  his  account  in  this  Memorandum 
Ledger,  but  the  entry  in  the  Sales  Day  Book  for  this  department  of 
the  business  will  be  made  upon  the  signature  of  the  agreement  at 
the  cost  jrric^  of  the  goods.  The  valuation  of  the  amounts  due  from 
the  various  debtors  under  Hire-Purchase  Agreements  will 
be  made  at  the  end  of  any  trading  period  as  if  they  were 
stock  in  hand  in  the  department  concerned,  and  the  amount  at 
which  any  particular  batch  of  goods  should  be  valued  will  be 
arrived  at  by  deducting  from  the  hirer's  debit  balance  the  unpaid 
proportion  of  the  cost.  The  total  of  the  issues  of  stock  under 
Hire-Purchase  Agreements  for  the  trading  period  (as  ascertained  by 
the  Sales  Day  Book  for  this  department  of  the  business)  will  be 
credited  to  the  Trading  Account,  and  debited  to  the  ' '  Stock  out  on 
Hire-Purchase  Account,"  in  the  General  Ledger,  to  which  account 
will  be  credited  all  receipts  from  hirers  throughout  the  period, 
together  with  the  value  of  the  stock  out  on  hire  at  the  end  of  the 
period,  calculated  upon  the  basis  given  in  the  preceding  paragraph — 
the  latter  amount  being  brought  down  as  a  balance  of  stock  on  hand. 
The  "Stock  out  on  Hire-Purchase"  will  then  show  a  difference, 
representing  the  Profit  or  Loss  upon  hire-purchase  trading  generally  ; 
this  difference  must,  in  due  course,  be  transferred  to  the  Profit  and 
Loss  Account. 

A  specimen    of    a   "Stock   out    on    Hire-Purchase"  Ledger  is 
appended. 

STOCK  OUT  ON  HIRE-PURCHASE  ACCOUNT 


Dr. 
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In  cases  where   the   articles   acquired   under  a  Hire-Purchase 
Agreement  amount  to  a  considerable  sum,  for  example,  Railway 
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Wagons,  it  is  necessary  to  ascertain  how  much  of  each  instalment 
represents  interest,  and  how  much  payment  for  the  intrinsic  valut 
of  the  assets  purchased.  This  course  is  necessary,  as  it  will  be 
obvious  that  the  instalments  comprise  both  revenue  and  capital 
items.  The  question  of  depreciation  will  also  need  careful 
adjustment. 

Holding  out. — A  legal  expression  indicating  the  representation 
by  a  person  that  he  is  a  partner  in  a  particular  firm.  A  person  who 
"holds  himself  out"  as  being  a  partner  in  a  specified  firm  is  liable 
as  if  he  were  a  partner  to  any  person  giving  credit  to  the  firm  in 
question  upon  the  strength  of  such  representation. 

Hypothecate.  —  To  pledge  or  mortgage.  Assets  are  said  to  be 
*'  hypothecated  "  when  a  charge  upon  them  is  given  to  a  creditor  by 
way  of  security. 

Income. — The  amount  of  money  coming  regularlj^  to  a  person 
either  from  property  or  in  payment  for  services  rendered. 

Income  and  Expenditure  Account. — Another  name  for  a  Profit  and 
Loss  Account ;  the  term  is  frequently  applied  to  the  Profit  and 
Loss  Accounts  of  non-trading  institutions  and  charities. 

Incorporation. — The  creation  of  a  legal  body.  The  life  of  an  in- 
corporated body  is  deemed  to  be  perpetual,  except  in  so  far  as  it 
may  be  limited  by  the  instrument  of  incorporation. 

Increase  of  Capital.  — A  company  may,  subject  to  the  regulations 
contained  in  its  articles  of  association,  resolve  that  the  limit  of  its 
authorized  capital  shall  be  increased  to  any  desired  sum.  Govern- 
ment duty  is  payable  upon  the  increase  just  as  in  the  case  of,  and 
at  the  same  rate  as,  the  original  capital.  If  the  articles  of  association 
contain  no  powers  authorizing  an  Increase  of  Capital,  a  "  special" 
resolution  of  the  company  is  necessary  to  alter  the  articles  in  the 
desired  direction. 

Indent. — A  term  somewhat  loosely  applied  to  orders  from  agents 
or  correspondents  abroad. 

Indenture. — A  deed  ;  formerly  a  deed  with  serrated  edges. 

Infant. — Legally,  a  person  under  the  age  of  twenty-one  years. 

Inscribed  Stocks. — Stocks,  the  holders  and  holdings  of  which  are 
inscribed  {i.  e.  recorded)  in  the  books  of  a  specified  registrar,  no 
separate  certificate  of  ownership  being  issued  to  the  proprietor. 
The  British  Government  Debt  and  many  municipal  corporation 
and  colonial  borrowings  exist  in  the  form  of  inscribed  stock.  A 
purchaser  of  inscribed  stock  receives  a  memorandum  from  the  seller, 
called  a  "Stock  receipt,"  recording  the  receipt  by  him  of  the 
purchase  money  ;  the  receipt,  however,  is  of  no  value  except  as  a 
memorandum,  and  need  not  be  produced  when  the  purchaser  sells 
his  holding.  Transfers  of  such  stocks  from  a  seller  to  a  purchaser 
are  made  in  person,  or  by  an  attorney,  at  the  office  of  the  registrar, 
and  not  otherwise.  A  large  number  of  stocks,  including  the  British 
Government  Debt,  are  inscribed  at  the  Bank  of  England.  Stocks 
which  are  thus  inscribed  are  deemed  to  be  less  liable  to  fraudulent 
conversion  than  where  the  ordinary  methods  of  transfer  obtain. 

Insolvency. — Inability  to  pay  one's  debts.  (See  Chap.  XX, 
"Bankruptcy.") 

Interest.  —Interest  is  the  compensation  or  ' '  rent "  paid  by  a 
borrower  for  a  loan  of  money.  It  may  be  regarded  as  consisting 
of  two  portions,  one  the  rent  paid  for  the  use  of  the  loan,  the 
other  as  a  premium  (in  the  nature  of  an  insurance  premium) 
for  the  risk  of  losing   it.     Money  does   not  produce  Interest  of 
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itself,  but  only  when  lent ;  the  Interest  on  capital  credited  to  the 
partners  in  a  business  out  of  the  profits  of  that  business  is  not 
Interest  in  the  true  sense  of  the  word  ;  it  is  only  termed  Interest 
upon  the  analogy  of  a  loan  and  for  financial  reasons. 

Interest  on  Capital  during  construction.— Although  a  company 
may,  and  indeed  must,  pay  all  interest  becoming  due  to  its  various 
loan  or  debenture  creditors  notwithstanding  the  fact  that  its  works 
may  still  be  in  coiarse  of  construction,  and  as  yet  earnuig  no  profits, 
it  may  not  ordinarily  pay  any  interest  or  dividends  to  shareholders 
except  out  of  profits.  With  the  special  sanction  of  the  Board  of 
Trade,  and  if  provided  for  by  its  own  constitution,  a  company  may 
pay  interest  to  its  shareholders  during  construction  of  its  works  or 
equipment,  but  the  permission  to  do  so  is  commonly  coupled  with 
various  restrictions  Doth  as  regard  the  rate  of  interest  and  the 
period  of  its  payment.    {Companies  [CoTisolidation)  Act,  1908,  sec.  91.) 

Interim  Dividends. — Dividends  declared  at  some  intermediate 
date  during  a  financial  period,  and  provided  either  out  of  current 
profits,  or  out  of  the  profits  brought  forward  from  the  preceding 
period.  In  a  joint  stock  company  the  power  of  declaring  dividends 
rests  with  the  company  in  general  meeting,  but  the  articles  of 
association  of  the  majority  of  companies  authorize  the  directors  of 
the  company  to  declare  *'  interim  dividends." 

Inventory. — A  list  or  catalogue  of  articles,  e.  g.  of  fixtures  and 
fittings. 

Investment. — Property  acquired  by  a  capitalist  for  the  sake  of  the 
income  derived  from  it,  and  as  a  repository  for  funds  owned  by 
the  purchaser.  The  income  yielded  comes  to  the  capitalist  in  the 
form  of  interest,  or  as  a  share  of  profits  earned  by  the  employment 
of  his  money,  and  he  is  usually  not  an  active  participator  either  in 
its  supervision  or  its  production.  Land,  buildings,  leases,  loans 
upon  mortgage,  and  ground  rents  are  types  of  Investments  relating 
to  real  property  (i.  e.  to  land) ;  they  were,  prior  to  the  institution 
of  national  debts  and  joint  stock  companies,  the  principal  form  of 
Investment ;  in  this  country,  however,  their  vogue,  as  Investments, 
is  not  so  great  as  it  was,  owing  to  the  industrial  revolution  and  its 
accompanj'ing  migration  of  the  bulk  of  the  population  into  the 
large  towns.  What  are  known  as  *'  Stock  Exchange"  Investments 
form,  now-a-days,  the  type  of  Investment  to  which  the  word  is  most 
commonly  applied.  The  securities  dealt  in  on  the  Stock  Exchange 
are  the  obligations  or  indebtedness  in  various  forms  of  almost  every 
civilized  country,  whether  as  national,  municipal,  provincial,  or 
State  debts,  and  the  borrowings  and  the  transferable  shares  of  the 
innumerable  British,  foreign  and  colonial  joint  stock  companies  at 
present  existing.  As  regards  form.  Stock  Exchange  Investments 
are  of  three  types,  viz.  (a)  To  Bearer,  transfer  being  effected  by 
means  of  the  simple  delivery  of  the  document,  (ft)  Begistered,  the 
security  being  registered  in  the  name  of  the  holder  for  the  time 
being,  and  a  certificate  of  oAvnership  being  issued  to  him.  Transfers 
are  effected  by  written  documents,  (c)  Inscribed.  The  character- 
istics of  this  class  of  security  are  similar  to  those  of  Registered 
Securities,  except  that  the  holder  receives  no  certificate  of 
ownership.  (See  "Inscribed  Stocks.")  It  is  impossible  within 
the  compass  of  these  notes  to  discuss  the  question  of  In- 
vestments exhaustive!}' ;  the  following  brief  considerations  may, 
however,  be  submitted  for  consideration.  1,  That  Investments  can- 
not   be  obtained  producing  a  high  rate   of  interest  without  an 
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accompanying  element  of  risk,  the  higher  the  yield  the  greater,  as  a 
rule,  the  risk.  2.  That  at  the  present  time  an  investor  who  pur- 
chases stocks  yielding  over  6  per  cent,  per  annum  must,  as  a  general 
rule,  be  prepared  to  face  some  degree  of  insecurity  as  regards  the 
principal  invested.  3.  That,  as  between  any  two  stated  securities, 
one  of  which  yields  a  higher  return  than  the  other,  the  increased 
return  obtainable  from  the  one  security  is  usually,  as  compared 
with  the  other  security,  disproportionate  to  the  additional  risk 
involved.  For  the  protection  of  trustees  holding  or  investing  money 
on  behalf  of  other  persons,  the  Trustee  Act,  1893,  states  that 
trustees  may,  unless  specially  forbidden  by  the  Trust  Deed,  invest 
money  in  the  following  securities,  and  if  so  doing  they  are  not  to 
be  held  responsible  for  any  loss  that  may  be  sustained.  They  may 
also  from  time  to  time  vary  any  such  investments. 

TRUSTEE  ACT,  1893  (Section  I). 

(a)  Government  Securities,  Public  Funds,  or  Parliamentary  Stocks 
of  the  U.  K. ,  (6)  On  real  or  heritable  securities  in  the  U.  K. , 
{d)  Indian  Government  Securities,  and  {e)  Securities  the 
interest  of  which  is  guaranteed  by  Parliament. 

(c)  Bank  of  England  and  Bank  of  Ireland  Stocks. 

(/)  Metropolitan  Board  of  Works  Stock,  London  County  Council 
Stock,  and  Metropolitan  Police  District  Debenture  Stock. 

{g)  Debenture,  rent  charge,  guaranteed  or  preference  stocks 
of  any  railway  in  the  United  Kingdom,  if  the  dividend 
for  the  last  ten  years  has  been  not  less  than  3  per  cent. 
per  annum  on  the  ordinary  stock. 

Qi)  Stock  of  any  railway  or  canal  company,  leased  for  not  less 
than  200  years  at  a  fixed  rent  to  any  railway  company 
under  {g). 

{i)  Debenture  stock  of  any  Indian  railway,  the  interest  on 
which  is  paid  or  guaranteed,  or  {k)  other  stock  on  which 
a  fixed  or  minimum  dividend  in  sterling  is  guaranteed 
by  the  Indian  Government,  or  upon  the  capital  of  which 
the  interest  is  so  guaranteed. 

(y)  *' B "  Annuities  of  the  Eastern  Bengal,  East  Indian,  and 
Scinde,  Punjaub  and  Delhi  railways,  and  any  like 
annuities,  charged  on  the  revenue  of  India,  also  in 
"D"  Deferred  Annuities  and  "C"  Annuities  of  the 
East  Indian  Railway. 

(J)  Debenture,  guaranteed,  or  preference  stock  of  any  in- 
corporated water  company  in  Great  Britain  which  has 
for  the  last  ten  years  paid  a  dividend  of  not  less  than 
5  per  cent,  on  its  ordinary  stock. 

(m)  Municipal  stocks  of  towns  of  over  50,000  inhabitants  or 
County  Council  stocks  issued  under  Act  of  Parliament 
or  provisional  order. 

(?i)  Water  trust  stocks  of  towns  or  compulsory  districts  of 
over  50,000  inhabitants  where  assessment  for  each  of 
the  last  ten  years  has  not  exceeded  80  per  cient.  of  the 
amount  authorized. 

(o)  Stocks  authorized  for  investment  of  funds  under  the  control 
of  High  Courts  of  Justice. 

Section  2  sub-section  (1)  permits  the  purchase  at  a  premium  of 
redeemable  stocks,  but  sub-section  (2)  prohibits  investment  in  those 
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stocks  otherwise  available  under  sub-sections  {g),  (z),  [Tc),  (Z)  and  (wi) 
of  section  1  which  are  liable  to  redemption  at  par  or  other  fixed  rate 
within  15  years  of  the  date  of  purchase,  or  which  stand  at  a 
premium  exceeding  15  per  cent,  above  the  redemption  value. 

COLONIAL  STOCK  ACT,  1900. 

Section  2  of  this  Act  permits  a  trustee  empowered  under  the 
Trustee  Act,  1893,  or  the  Trusts  (Scotland)  Amendment  Act, 
1884,  to  invest  in  any  colonial  stock  registered  in  the  United 
Kingdom  in  accordance  with  the  provisions  of  the  Colonial 
Stock  Acts,  1877  and  1892,  as  amended  by  this  Act,  provided  such 
stocks  have  been  notified  in  the  London  and  Edinburgh  Gazettes  as 
having  been  approved  by  the  Treasury,  subject  to  the  restrictions 
contained  in  section  2  sub-section  (2)  of  the  Trustee  Act,  1893. 

For  any  further  information  about  Investments  the  author 
would  direct  the  attention  of  the  student  to  the  first  part  of  A 
Plain  Guide  to  InveHment  and  Finance,  by  T.  E.  Young,  B.A., 
where  the  whole  subject  is  treated  in  an  able  and  convincing  manner. 

Invoice. — A  written  statement  rendered  by  a  person  parting  with 
goods  by  sale  or  consignment  to  another  person,  giving  the  quanti- 
ties, prices,  and  nature  of  the  goods  in  question.  A  pro  forma 
invoice  is  for  reference  only,  and  is  employed  (1)  when  goods  are 
sent  out  "  on  approbation,"  (2)  for  use  in  the  case  of  consignments 
abroad,  (3)  when  dealing  with  the  Customs  authorities. 

Invoice  Book. — A  record  of  invoices.  The  name  is  applied  some- 
what  loosely  to  all  of  the  three  following  kinds  of  books :  1.  The 
Purchases  Journal.  2.  The  guard  book  containing  the  original 
invoices  received  in  respect  of  purchases  of  goods.  3.  The  press 
copies  of  ' '  sales  "  invoices. 

I  0  U. — The  recognized  contraction  for  "I  owe  you."  A  written 
acknowledgment  of  a  debt,  containing  no  specified  date  for  repay- 
ment, usually  given  as  a  voucher  for,  or  evidence  of,  a  temporary 
loan  for  a  small  amount.     The  following  is  the  common  form — 

To  Mr.  O.  Harkis, 
I  0  U 

Ten  pounds. 

Robert  James. 
August  13,  1909. 

An  I  0  U  as  above  requires  no  stamp.  The  name  of  the  creditor 
need  not  appear  on  the  document.  Any  specification  of  a  due  date 
added  to  the  above  form  would  convert  it  into  a  promissory  note, 
and  would  render  it  inadmissible  as  evidence  unless  stamped  in  the 
ordinary  way.  An  I  0  U  is  not  a  negotiable  instrument- 
Jettison. — The  act  of  throwing  overboard  cargo  or  gear  for  the 
purpose  of  lightening  the  ship  when  in  peril.  (See  "General 
Average.") 

Jobbers,  stock  jobbers,  dealers  or  merchants  in  stocks  and  shares 
on  their  own  account.  Brokers  are  agents  appointed  by  their  clients 
to  deal  in  stocks  for  them  ;  a  broker,  who  is  a  member  of  the  London 
Stock  Exchange,  upon  receiving  an  order  from  a  client  to  purchase 
stock  buys  it  from  a  Jobber  and  not  from  another  broker. 

Joint  and  Several  Liability. — If  two  persons  are  jointly  liable  for 
any  particular  debt  or  obligation,  a  plaintiff  obtaining  judgment 
against  any  of  them  for  the  debt  is  precluded  from  subsequent 
action  against  those  not  sued  by  him  at  the  time.     In  the  case  of  a 
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several  liability  all  persons  liable  may  be  sued  individually  and 
in  succession.  A  liability  which  is  joint  and  several  permits  of 
action  being  taken  against  all  or  any  of  the  joint  debtors  together  or 
one  after  another,  and  a  judgment  obtained  against  one  or  more  of 
them  does  not  bar  subsequent  proceedings  against  the  remainder. 
The  liability  of  partners  is  a  "joint"  one,  but  they  are  severally 
liable  for  certain  matters  specified  in  the  Partnership  Act.  E.  g. 
the  misapplication  of  customers'  or  clients'  funds  for  the  firm's 
benefit. 

Judgment. — The  decision  of  a  competent  court  of  law, 

Latin  Monetary  Union. — A  convention  formed  in  1865  between 
Belgium,  France,  Italy  and  Switzerland  in  order  to  maintain  the 
"double  standard,"  under  which  gold  and  silver  rank  equally  in 
commercial  transactions.     Greece  subsequently  joined  the  union. 

Lease. — A  grant  of  property  for  life,  or  for  a  term  of  j^ears,  or 
from  year  to  year  from  the  owner  of  property  (the  lessor)  to  another 
person  (the  lessee).  The  consideration  is  sometimes  a  yearly  or  other 
periodical  rent,  and  sometimes  a  lump  sum  paid  at  the  commence- 
ment ;  if  the  latter,  the  payment  (the  premium,  as  it  is  called)  must 
be  written  off  in  the  lessee's  books  over  the  period  of  time  for  which 
the  lease  has  been  granted. 

Legacy.  — A  gift  of  personal  estate  by  will.  Legacies  are  of  three 
kinds  :  (1)  Specific  (of  a  definite  article),  (2)  General  (a  sum  of  money 
payable  out  of  the  general  estate),  and  (3)  Demonstrative  (payable 
primarily  out  of  a  specific  fund,  or,  on  thelatter's  failure,  out  of  the 
general  estate).  Government  duty  is  payable  upon  all  legacies. 
The  duty  is  calculated  according  to  a  scale  of  duties  imposed 
according  to  the  nearness  of  the  relationship  between  the  testator 
and  the  beneficiary.  If  the  estate  is  insufficient  to  pay  in  full  the 
legacies  bequeathed  by  the  will,  the  legacies  are  subject  to  abatement, 
i.  e.  they  rank  pro  rata  for  a  proportionately  smaller  sum. 

Legal  Tender. — The  duly  authorized  medium  of  exchange.  Gold 
and  silver  are  now  practically  universally  adopted  as  the  medium  of 
exchange.  In  Great  Britain  Gold  is  "legal  tender"  up  to  any 
amount.  Silver  up  to  40s.,  and  Bronze  up  to  Is.*  Bank  of  England 
notes  are  legal  tender  for  all  sums  for  £5  and  over,  except  at  and 
by  the  Bank  of  England  and  its  Branches.  Bank  of  England  notes 
are  not  legal  tender  in  Scotland  and  Ireland.  The  money  must  be 
tendered  unconditionally,  and  must  be  actually  produced  when  the 
offer  of  payment  is  made.  The  person  to  whom  legal  tender  is 
offered  cannot  be  compelled  to  give  change. 

Letter  of  Credit  =  L/C — is  a  request  from  a  banker  to  his  agent  or 
correspondent  abroad  authorizing  him  to  honour  the  drafts  of  the 
party  who  is  named  in  the  letter  of  credit,  and  undertaking  to  duly 
meet  such  drafts  when  presented. 

Liability. — An  obligation.  The  debts  of  a  company  or  trader  are 
referred  to  as  the  "Liabilities"  of  the  business  or  person.  (See 
' '  Contingent  Liability. ' ' ) 

Lien. — The  right  possessed  by  a  person  who  has  the  possession  of 
another  person's  goods  or  property  to  retain  them  if  the  owner  is 
indebted  to  him  ;  e.  g.  a  solicitor  has  a  "  Lien  "  upon  a  client's  docu- 
ments for  the  amount  of  any  costs  that  may  be  due  to  him.  A 
particular  Lien  is  one  which  attaches  only  to  some  specific  article  ; 
whereas  a  general  Lien  covers  general  debts  against  which  property 
is  held  by  way  of  security. 

•  Also  Treasury  Notes  for  any  amount. 
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Life  Assurance. — A  contract  whereby,  in  consideration  of  a  series 
of  periodical  payments  termed  premiums,  made  by,  or  on  behalf  of, 
a  person  (whose  life  is  "  assured")  to  another  person  termed  the 
"insurer."  The  latter  undertakes  to  pay  on  the  death  of  the 
"'  assured "  a  certain  sum  to  the  person  entitled  to  it  under  the 
contract. 

Limitation  of  Actions. — Under  the  various  "Statutes  of  Limita- 
tions "  persons  entitled  to  enforce  any  claims  against  other  persons 
by  waj'  of  legal  action  must  bring  their  actions  within  specified 
periods  of  time,  otherwise  they  lose  their  rights.  For  contracts 
made  verbally,  or  in  writing  under  hand,  and  rights  arising  out  of 
them,  a  period  of  six  years  from  the  time  when  the  right  of  action 
first  arose  is  allowed,  during  which  a  suit  in  regard  to  them  may  be 
commenced.  In  the  case  of  instruments  or  contracts  under  seal,  a 
period  of  twenty  years  is  allowed  from  the  time  when  the  right  of 
action  first  arose,  and  a  period  of  twelve  years  is  prescribed  foi- 
certain  sums  payable  out  of  or  charged  upon  land. 

Limited  Company. — A  company  formed  under  the  Companies  {Con- 
solidation) Act,  1908,  the  members  of  which  enjoy  limited  liability, 
their  liability  being  limited  to  (1)  the  amount  unpaid  on  any  shares 
taken  by  them  ("companies  limited  by  shares")  ;  or  (2)  to  the 
amount  they  have  agreed  to  contribute  in  the  event  of  the  company 
being  wound  up  ("company  limited  by  guarantee").  (See  Chap. 
XVf,  "Joint  Stock  Companies.") 

Liquid  Assets.  —Cash,  and  such  assets  as  can  be  readily  converted 
into  cash 

Liquidator. — A  person  appointed  to  wind  up  or  "liquidate"  the 
affairs  of  a  company  by  converting  all  its  property  into  ready 
money,  paying  off  all  the  creditors,  and  returning  any  surplus  to 
the  members  of  the  company. 

Lloyd's. — An  association  of  independent  insurers  originally  located 
at  Lloyd's  Coflfee  House.  The  insurances  efi^cted  were  formerly 
almost  entirely  confined  to  insurances  on  ships  and  their  cargoes. 
In  modern  times,  however,  the  functions  of  "Lloyd's"  have 
broadened,  and  risks  of  all  kinds  are  frequently  undertaken. 
Lloyd's  Register  of  British  Shipping  is  a  complete  and  valuable 
register  of  ships  and  their  classification.  Al  denotes  first-class 
vessels  ;  90  Al  indicates  vessels  of  lower  class ;  and  80  Al  that  of 
the  lowest  class  registered. 

Lloyd's  Bonds. — A  railway  company  may  not  borrow  in  excess 
of  the  amount  of  the  borrowing  powers  conferred  upon  it  by  Parlia- 
ment ;  it  may,  however,  issue  to  contractors  for  work  done  a  form 
of  bond  or  obligation  which  is  very  much  the  same  thing  as  a  deben- 
ture, the  contractors  being  able  to  dispose  of  these  bonds  as  if  they 
were  debentures.  Bonds  of  this  nature  are  termed  "  Lloyd's  Bonds, 
from  the  name  of  the  counsel  who  invented  them. 

Managing  Director. — A  Director  to  whom  special  powers  and 
duties  in  connection  with  the  management  of  a  company's  busi- 
ness have  been  delegated  by  the  board.  The  general  manage- 
ment of  the  whole  concern  is  frequently  vested  in  the  Managing 
Director. 

Manifest. — A  detailed  schedule,  containing  the  distinctive  marks 
and  numbers  and  the  names  of  the  consignors  of  all  the  goods  com- 
prising a  ship's  cargo.  This  document  is  prepared  for  delivery  to 
the  Custom  House  authorities  at  the  port  of  destination. 

Marine  Insurance. — A  contract  whereby  a  person  ha\ang  property 
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exposed  to  the  risks  of  transit  by  sea  can  secure  himself  against  los.3 
by  paying  a  premium  to  an  insurer,  who  will  compensate  him  for  any 
loss  arising  from  the  perils  insured  against,  e.  g.  through  shipwreck 
and  the  consequent  loss  of  the  cargo  of  which  the  insured's  property 
forms  a  part.     (See  also  "Averages.") 

Memorandum  of  Association  (of  a  company  incorporated  under 
the  Companies  {Comolidation)  Act,  1908). — A  document  containing 
certain  prescribed  provisions,  signed  by  the  original  members  of  a 
company  at  the  date  of  its  incorporation.  It  is  registered  with  the 
Registrar  of  Joint  Stock  Companies,  and  forms  the  fundamental 
document  upon  the  terms  of  which  the  company  comes  into  exist- 
ence. In  the  case  ofa  company  limited  by  shares  the  Memorandum 
must  contain — 1.  The  name  of  the  Company,  including  the  word 
"limited"  as  the  last  word  thereof.  2.  The  part  of  the  U.K. 
wherein  the  company's  registered  office  is  to  be  situated.  3.  The 
objects  for  which  the  company  is  incorporated.  4.  A  statement 
that  the  liability  of  the  members  is  limited.  5.  A  statement  of  the 
authorized  capital  with  which  the  company  is  registered.  Clauses 
1,  2,  4  and  5  are,  in  practice,  moderately  brief,  but  Clause  3  (known 
as  the  "Objects"  Clause)  is  commonly  extremely  lengthy  and 
verbose.  This  is  due  to  the  fact  that  the  company  is  legally 
restricted  more  or  less  to  the  objects  set  out  in  its  Memorandum, 
and  may  not  embark  in  matters  not  covered  by  it  ;  hence  the 
ingenuity  of  legal  draftsmen  usually  includes  in  the  objects  clause 
not  only  power  to  carry  on  the  business  for  which  the  company 
is  originally  formed,  but  general  powers  to  carry  on  almost  every 
imaginable  class  of  business. 

Mint  par  of  Exchange. — A  term  used  with  reference  to  the  com- 
parison of  the  standard  coins  of  two  countries  possessing  diflferent 
systems  of  coinage  to  express  the  relative  weights  (and  the  resultant 
relative  values)  of  the  precious  metal  contained  in  the  two  coins 
compared.  The  Mint  par  of  the  gold  currency  of  France,  as  con- 
trasted with  the  gold  currency  of  Great  Britain,  is  approximately 
25 '22^,  i.  e.  a  sovereign  contains  an  amount  of  gold  which  would 
realize  25  francs  22  centimes  in  France,  or,  in  other  words,  25,225 
francs  in  gold  currency,  freshly  minted,  would  contain  an  amount 
of  gold  equal  in  value  to  that  contained  in  a  thousand  newly-coined 
sovereigns.  The  Mint  par  of  Exchange  between  two  countries  is 
the  theoretical  point  about  which  the  market  value  of  drafts  and 
cable  transfers  on  either  country  ought  to  range,  due  allowance 
being  made  for  any  question  of  interest  involved,  and  in  practice 
this  is,  to  a  large  extent,  the  case  in  normal  circumstances. 

Minute  Book. — A  book,  required  by  the  Companies  (Consolidation) 
Act,  1908,  to  be  kept  by  all  companies  within  the  purview  of  the 
Act.  The  purpose  of  the  book  is  to  record  all  resolutions  and 
proceedings  of  general  meetings  of  the  company,  and  all  proceedings 
of  the  directors  or  managers.  The  "  minutes  "  (t.  e.  the  record  made 
in  this  book)  of  each  meeting  are  commonly  signed  either  by  the 
chairman  of  that  particular  meeting,  or  by  the  chairman  of  the 
next  succeeding  meeting,  and  if  so  signed  they  form  legal  evidence 
of  the  proceedings  they  purport  to  record. 

Moiety  (legal). — A  half. 

Money. — A  term  originally  confined  to  coined  metal,  but  now 
applied  generally  to  any  currency  used  as  the  equivalent  of  coin 
in  commercial  transactions.  The  work  formerly  done  b}^  coined 
Money  is  now  largely  accomplished  by  means  of  various  credit 
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instruments,  such  as  cheques  and  bills.  The  functions  of  Money 
are  :  1.  To  supply  a  medium  for  the  exchange  of  merchandise  or 
to  recompense  services  rendered.  2.  The  common  measure  by 
which  the  differing  values  of  goods  are  estimated.  3.  To  furnish 
a  convenient  method  of  expressing  obligations,  and  a  method  of 
storing  values.  4.  To  supply  a  convenient  means  of  transmitting 
value  from  one  place  to  another.  Gold  has  now  practically  estab- 
lished its  position  as  the  predominant  standard  of  Monej".  Even  in 
those  countries  where  two  metals  are  employed  to  represent  the 
standard  of  value— a  system  known  as  Bimetallism — gold  is  accorded 
the  leading  place.  The  commercial  area  within  which  loanable 
capital  finds  employment  is  termed  the  Honey  Market.  The  main 
business  of  the  market  consists  of  the  discounting  of  bills  and  the 
granting  of  short  loans  (1  to  14  days).  Money  is  said  to  be 
"dear"  or  "cheap"  according  as  the  supply  of  it  is  scarce  or 
abundant,  that  is  to  say,  when  the  amount  of  loanable  capital  avail- 
able is  plentiful  Money  is  cheap  and  vice  versa. 

Mortgage. — A  security  for  a  debt  created  by  means  of  a  transfer 
to  a  lender  of  the  ownership  of  property  ovraed  by  a  borrower. 
Such  transfer  secures  to  the  lender  the  sum  of  monej^  advanced, 
together  with  (in  the  majority  of  cases)  the  interest  falling  due 
thereon.  As  a  general  rule  the  borrower  remains  in  possession  of 
the  property.  Upon  the  full  satisfaction  of  the  total  amount 
due  under  the  loan  the  interest  of  the  lender  (the  "mortgagee")  in 
the  property  pledged  to  him  comes  to  an  end,  and  the  full  owner- 
ship reverts  to  the  borrower  who  effected  the  pledge  (the  "mort- 
gagor"). Re-transfer  of  the  property  pledged  being  an  understood 
proviso  upon  repayment  of  the  debt  in  all  cases.  If,  however, 
the  borrower  fails  to  repay  the  loan  and  interest  within  a  certain 
period  after  it  falls  due,  the  lender  becomes  the  owner  of  the 
mortgaged  property,  and  can  sell  it  to  reimburse  himself  for  the 
loan  made  by  him.  "First"  Mortgages  of  land  and  buildings 
are  commonly  reputed  to  be  a  safe  form  of  investment  in  this 
country,  and  ordinarily  yield  from  6  to  8  per  cent,  interest  per 
annum,  a  rate  which  is  appreciably  higher  than  that  obtainable 
on  Government  Stocks;  a  "Second"  Mortgage  is  the  subsequent 
Mortgage  of  property  already  subject  to  an  existing  {i.  e. 
"first"  or  "prior")  Mortgage.  It  will  be  obvious  that  a  second 
Mortgage  is  not  so  desirable  a  form  of  investment  as  a  first  Mort- 
gage, and  the  rate  of  interest  payable  by  a  borrower  for  a  loan 
secured  in  this  manner  is  always  appreciably  higher  than  that  paid 
upon  the  first  charge.  Debentures  commonly  contain  clauses 
"mortgaging,"  for  the  benefit  of  the  debenture  holders,  certain 
property  owned  by  the  company  which  issues  them  :  thej*  are  then 
known  as  "Mortgage  Debentures."  A  company  incorporated 
under  the  Companies  (Consolidation)  Act,  1908,  must,  if  it  creates 
any  Mortgages  upon  its  property,  or  otherwise  charges  its  assets, 
keep  a  record  of  all  such  charges  in  a  "  Eegister  of  Mortgages," 
such  Register  being  open  for  the  inspection  of  members  and 
creditors. 

Negotiable  Instrument  is  a  document,  usually  embodying  an 
acknowledgment  of  debt,  capable  of  transfer  by  mere  delivery. 
Such  documents  change  hands  unaffected  by  any  defect  of  title  on 
the  part  of  the  deliverer,  if  taken  in  exchange  for  value  and  in  good 
faith.  Cheques,  bills  of  exchange,  circular  notes,  bank  notes, 
promissory  notes,    ^'  bearer "  scrip,   and  exchequer  bills,   furnish 
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examples  of  Negotiable  Instruments.  The  words,  "  Not  negotiable, " 
are  useless,  from  a  legal  point  of  view,  except  when  employed  in 
connection  with  the  crossing  of  a  cheque. 

Net  (Latin,  nitidus  =  clean). — In  commerce  the  term  expresses 
the  amount  or  quantity  of  money  or  merchandise  after  all  deductions 
have  been  made. 

Par. — From  the  Latin  word  meaning  "  equal."      In  commercial 
circles  tlie  word  is  employed  to  indicate  the  nominal  or  face  value 
of  a  security.     Stocks  quoted  above  the  nominal  value  are  said  to 
be  above  par,  or  conversely  below  par. 
Pari  Passu. — On  an  equal  footing. 

Patent  (Patent  Right). — An  official  document  granting  for  a  term 
of  years  the  exclusive  right  to  the  proceeds  of  an  invention.  These 
rights  are  granted  by  the  Crown  to  the  inventor  of  a  new  manu- 
facture or  "new  process."  A  patent  right  continues  (subject  to  the 
payment  of  certain  fees)  for  fourteen  years  from  the  date  of  the 
grant  ;  there  exists  a  power  to  grant  to  the  patentee  an  extension  of 
his  patent  for  a  limited  number  of  years  in  excess  of  the  original 
fourteen  years,  but  this  power  is  only  exercised  in  exceptional  cases. 
Where  patent  rights  form  part  of  the  assets  of  a  trader  or  an  under- 
taking care  must  be  taken  to  see  that  their  original  cost  is  written 
off  over  the  period  for  which  they  exist. 

Pawn  (or  Pledge). — A  transfer  of  movable  property  made  by  one 
person  (the  pledgor)  to  another  (the  pledgee)  in  order  to  secure  repay- 
ment of  an  advance  made  by  the  pledgee  to  the  pledgor,  or  to 
secure  the  fulfilment  or  performance  of  some  obligation  to  which 
the  pledgor  is  subject.  The  pledgee  has  the  right  of  selling  the 
property  pledged  if  the  pledgor  fails  to  fulfil  his  obligations  at  the 
appointed  time. 

Payment  for  honour  supra  protest. — If  a  bill  has  been  dishonoured 
when  presented  for  payment,  and  has  subsequently  been  protested, 
any  person  may  intervene  and  pay  it  for  the  honour  of  any  party 
who  may  be  liable  upon  the  bill,  or  for  the  honour  of  the  person  for 
whose  account  it  is  drawn.  Such  a  payment  is  styled  one  '  *  f o:f 
honour  supra  protest." 
Per  cent. — By  the  hundred. 

Percentage. — A  sum  or  number  signifying  a  ratio  to  **  one  hun- 
dred." It  is  frequently  convenient  for  purposes  of  comparison  to 
reduce  to  a  common  basis  the  various  items  contained  in  a  given 
financial  or  accounting  statement,  and  the  basis  commonly  taken 
la  usually  "one  hundred."  In  the  case  of  a  Trading  and  Profit 
and  Loss  Account,  it  is  customary,  in  reducing  the  accounts  to  a 
percentage  form  for  the  purposes  of  comparison,  to  take  the  amount 
of  the  sales  or  turnover  as  representing  "one  hundred,"  and  to 
work  out  the  relation  to  the  sales  of  all  the  other  items  contained 
in  the  statement  upon  this  basis.  Every  item  thus  becomes  resolved 
into  its  proportionate  expression  "per  hundred  pounds  of  sales," 
and  it  is  frequently  found  that  a  statement  expressed  in  this  way 
presents  for  purposes  of  comparison  of  cost  a  clearer  view  of  the 
results  attained  than  a  Profit  and  Loss  Account  containing  the 
actual  figures.  In  some  cases  it  may  be  preferable  to  take  the  cost 
of  the  goods  as  the  standard  of  comparison.  In  colliery  accounts 
the  cost  per  ton  of  coal  won  is  the  basis  usually  taken. 

Per  Procuration  (per  pro)  {By  procuratiofi). — The  words  per  pro 
are  commonly  appended  to  the  signature  of  a  duly  authorized  agent 
when  signing  a  document  on  behalf  of  his  principal,  the  customary 
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form  being:  jycr  pro*  A.  Brown  f  C.  Da  vies  t-  The  use  of  the 
words  per  pro  indicates  that  the  agent  has  only  a  limited  authority 
to  sign.  The  principal  is  not  bound  by  the  acts  of  his  agent  if  the 
agent  exceeds  the  scope  of  his  authority. 

Personal  Property. — One  of  the  t\\o  great  divisions  into  which 
English  law  divides  property,  the  other  being  that  of  "real  pro- 
perty." Real  property  includes  freehold  houses  and  lands,  and 
the  law  governing  such  property  is,  owing  to  legal  conceptions 
dating  back  almost  to  feudal  times,  dififerent  in  many  respects  from 
that  governing  the  other  class  of  property.  Personal  property  in- 
cludes money,  goods,  leases,  furniture,  and  other  property  of  a 
similar  nature. 

Plaintiff. — A  person  who  takes  legal  action  against  another  person 
(the  Defendant). 

P/N  =  Promissory  Note. 

Policy. — A  document  expressing  the  obligation  of  an  insurer  to 
bear  or  sustain  the  loss  or  the  damage  arising  out  of  the  risk  under- 
taken by  him,  or  to  pay  a  certain  fixed  sum  upon  the  happening  of  a 
specified  event.  Marine,  Life,  and  Sinking  Fund  Policies  may  com- 
monly be  assigned,  but  Fire  Insurance  Policies  are,  as  a  general  rule, 
non-assignable.  The  annual  or  other  periodical  payment  due  under 
the  terms  of  a  Policy  of  insurance  is  called  the  premium. 

Poll, — An  appeal  to  the  whole  of  the  members  of  a  given  body 
of  persons  in  order  to  ascertain  the  preponderance  of  opinion  among 
them  upon  any  particular  question.  In  the  case  of  general  meetings 
of  joint  stock  companies  the  opinion  of  the  meeting  is  usually  taken 
by  a  show  of  hands  ;  but  persons  who  may  be  dissatisfied  with  the 
result  of  this  method  of  voting  may  commonly  demand  that  a  "  Poll " 
of  all  the  members  of  the  luidertaking  shall  be  taken.  A  demand  for 
a  Poll  must  be  in  writing,  and  due  notice  should  be  given  to  the 
shareholders  of  the  date  and  place  upon  which  the  Poll  will  be  held. 

Post-dated  Cheque. — A  cheque  drawn  and  signed  upon  a  day 
antecedent  to  the  date  inserted  in  it.  Post-dated  Cheques  are 
commonly  given  as  acknowledgments  for  loans,  between  parties, 
although  their  execution  amounts  to  a  breach  of  the  stamp  laws. 

Postponed  Creditors  (Deferred  Creditors). — In  bankruptcy  the 
following  creditors'  claims  are  deferred  or  postponed  until  all  other 
creditors'  claims  have  been  satisfied  :  1.  The  lender  of  money  to  the 
bankrupt  under  a  contract  in  writing  to  the  effect  that  interest  is  to 
be  paid  on  the  loan  at  a  rate  of  interest  varying  with  the  profits,  or 
that  a  share  of  profits  is  payable  to  the  lender  in  lieu  of  interest. 
(The  object  of  the  contract  in  writing  is  to  afford  proof  that  the 
lender,  although  thus  sharing  in  profits,  is  not  a  partner.)  2.  The 
seller  of  the  goodwill  of  a  business  to  the  bankrupt  in  consideration 
of  a  share  of  profits.  3.  Money  entrusted  by  a  wife  to  a  husband 
for  the  purpose  of  any  business  carried  on  by  him. 

Preferential  Creditors. — In  bankruptcy,  and  also  in  the  winding 
up  of  companies,  the  following  creditors  are  entitled  to  payment  of 
their  claims  in  priority  to  all  other  creditors,  viz.  1.  Rates  and 
taxes,  subject  to  certain  stipulations,  for  not  exceeding  one  year. 
2.  Clerks'  wa£;es  for  not  more  than  four  months  prior  to  receiving 
order  (or  winding  up),  up  to  £50.  3.  Workmen's  wages,  similarly, 
for  not  more  than  two  months,  and  not  exceeding  £25.  4.  (In 
bankruptcy  only)  Money  held  by  the  bankrupt,  if  an  officer  of  a 
Friendly  Society,  by  virtue  of  his  office.  5.  (In  bankruptcy  only) 
*  Or  "p.p."  t  The  principal.  }  The  agent. 
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The  claim  preferred  by  or  for  an  articled  clerk  to  the  bankrupt  in 
regard  to  the  unexpired  portion  of  any  premium  paid  by  or  for  him 
to  the  bankrupt. 

Premium. — See  "Policy." 

Presentment  for  Acceptance. — The  presentment  of  a  bill  for 
acceptance  to  the  party  upon  whom  it  is  drawn.  Where  a  bill  is 
payable  "after  sight"  presentment  is  necessary  in  order  to  fix  the 
maturity  of  the  instrument. 

Press  copy. — A  copy  of  any  document  (written  in  copying  ink), 
obtained  upon  a  sheet  of  tissue  paper  by  passing  the  document 
itself  and  the  tissue  paper  through  the  copying  press.  Most  mer- 
cantile documents  of  any  importance,  e.  g.  letters,  invoices,  etc., are 
press  copied  ;  cheques,  bills,  and  documents  drafted  by  lawyers  are 
not  commonly  press  copied. 

Primage  (or  Hat  Money)  is  a  gratuity  payable  to  the  master  of  a 
ship  in  recognition  of  careful  navigation,  etc.  The  term  and  practice 
are  now,  however,  largely  out  of  use. 

Private  Company. — A  limited  liability  company,  formed  under  the 
Companies  (Consolidation)  Act,  1908,  which  :  1.  Cannot  consist  of 
over  50  members.  2.  Restricts  the  right  to  transfer  its  shares. 
3.  Is  prohibited  from  making  a  public  issue  of  its  shares.  Such  a 
company  may  consist  of  two  or  more  members.  (See  Chap.  XVI, 
"Joint  Stock  Companies.") 

Probate. — The  official  proof  of  a  will.     (See  "  Administration.") 

Profit. — The  sum  obtained  by  the  employment  of  capital  in  pro- 
ductive enterprise  after  (1)  paying  all  expenses  of  trading  and 
(2)  making  any  necessary  provision  for  replacing  capital  lost. 

Profits  prior  to  incorporation. — If  a  company,  incorporated  at  a 
given  date,  purchases  a  business  as  a  going  concern  as  from  a  date 
prior  to  the  date  of  its  incorporation,  the  proportion  of  such  profits 
made  prior  to  the  date  of  incorporation  are  not  profits  available  for 
distribution  as  dividend  to  the  shareholders.  A  company  cannot 
make  profits  prior  to  the  date  at  which  it  comes  into  being,  and  any 
such  accrued  profits  therefore  Avhich  have  been  bought  by  it  should  be 
written  off  the  purchase  price  of  the  goodwill,  or  placed  to  a  capital 
reserve  account,  or  be  otherwise  set  aside  in  such  a  manner  that 
they  do  not  subsequently  become  divided  among  the  members  of  the 
company. 

Promoter. — A  person  who  forms  a  joint  stock  company  and 
assists  to  launch  it.  Promotion  is  not  a  term  of  law  but  of  business, 
and  includes  a  number  of  operations  such  as  framing  the  prospectus, 
procuring  the  underwriting  of  the  shares,  and  so  on.  A  Promoter 
stands  in  a  fiduciary  relationship  to  the  company  which  he  is 
engaged  in  promoting,  and  may  not  derive  profit  out  of  the  promo- 
tion without  disclosing  it  to  independent  representatives  of  the 
company  itself,  and  to  the  public  (if  the  latter  are  asked  to  subscribe 
capital).  The  question  as  to  who  are  and  who  are  not  the  Promoters 
of  any  given  company  depends  mainly  upon  the  facts  of  each 
case. 

Prospectus. — The  document  issued  by  or  on  behalf  of  n  company 
appealing  to  the  public  to  subscribe  for  its  shares  or  debentures. 
Various  matters  must  legally  be  disclosed  in  a  Prospectus  in  order 
that  a  prospective  applicant  may  know  the  nature  of  the  concern  in 
which  he  is  investing.  (See  Companies  (Consolidation)  Act,  1908, 
sec.  81.) 

Proxy. — A  person  appointed  to  vote  at  a  meeting  on  behalf  of 
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another  person  who  would  have  been  entitled  to  vote  if  he  had 
been  present.  The  instrument  appointing  a  Proxy  must  ordinarily 
be  in  writing.  Voting  by  Proxy  is  only  permissible  if  allowed  by 
the  regulations  of  the  body  of  which  a  meeting  is  to  be  held. 

Quarter  Days  are  as  follows  :  England — March  25  (Lady  Day), 
June  24  (Midsummer),  September  29  (Michaelmas),  and  December 
25  (Christmas).  Scotland — February  2  (Candlemas),  May  15  (Whit- 
sunday), August  1  (Lammas),  and  November  11  (Martinmas). 

Quorum. — The  minimum  number  of  members  of  any  given  body 
required  to  be  present  at  any  stated  meeting  or  proceedings  in  order 
that  the  acts  done  or  to  be  done  may  be  valid.  The  Quorum  requisite 
for  members'  and  directors'  meetings  of  bodies  or  companies  is 
usually  prescribed  by  the  regulations  of  the  particular  undertaking. 

Eate  of  Exchange. — The  price,  in  the  money  of  one  country,  of 
the  money  of  another  country.  In  this  country  the  currencies  of 
other  countries  are  quoted  in  one  of  two  ways.  1.  The  price  of  a 
unit  of  the  foreign  currency  {e.  (j.  one  U.S.  dollar)  is  quoted  in 
British  currency  {e.g.  49irf.  to  60<i.  per  U.S.  dollar).  2.  The  number 
of  units  of  foreign  currency  are  quoted  which  will  be  given  in  ex- 
change for  one  pound  sterling,  e.g.  "25 '22  franca"  may  be  quoted 
as  the  equivalent  of  £1.  The  currency  of  Germany  and  the  coun- 
tries belonging  to  the  Latin  Unioa  are  quoted  on  the  London  money 
market  at  a  rate  which  expresses  the  amount  of  foreign  currency 
obtainable  for  £1,  g.  g.  1 80  50  German  marks,  50 'Vo  francs  (French, 
Belgian,  or  Swiss),  70  40  Italian  lire.  The  U.S.  and  Canadian  cur- 
rencies, on  the  other  hand,  are  (juoted  in  both  the  above  ways,  e.g.  Q>Od. 
per  dollar,  or  four  dollars  per  £1.  Russian  currency  was  quoted, 
in  pre-war  days,  as  so  many  pence  per  rouble  (e,  g.  24^rf.)  or  so 
many  roubles  for  £\Q  {c.  g.  98 '50).  Dutch  currency,  and  those  of 
Scandinavia  and  })enmark,  are  quoted  at  so  many  Dutch  gulden  or 
Norwegian,  Swedish,  or  Danish  kroner  to  the  £1  (see  pp.  686-688). 

Baw  material. — The  commodities  obtained  (frequently  in  bulk)  in 
an  unadapted  condition,  for  use  in  the  manufacture  of  "  finished" 
articles. 

Real  "Estate"  or  "Property." — Lands,  whether  of  freehold  or 
copyhold  tenure;  including  the  buildings  thereon.  (See  "Personal 
Property.") 

Bealized  Profits. — Profits  which  have  been  converted  into  cash  in 
hand,  or  otherwise  reduced  to  a  tangible  form.  Example. — If 
investments  appreciate  in  value  over  and  above  their  original  cost 
the  amount  of  such  appreciation  is  an  "  unrealized  "  profit  until  the 
investments  are  sold,  when  it  becomes  a  "realized"  profit.  It  is 
usually  unwise  for  a  company  to  pay  dividends  out  of  unrealized 
profits ;  it  is  generally  advisable  to  postpone  the  distribution  of 
profits  of  this  nature  until  such  time  as  they  have  been  realized. 

Rebate. — An  allowance  ;  in  banking  an  allowance  of  interest  (or 
discount)  made  to  the  party  liable  upon  a  bill  previously  discounted 
with  a  banker,  upon  the  payment  of  the  bill  before  its  maturity  by 
the  party  liable  upon  it. 

Receipt. — See  "Voucher." 

Receiver. — A  person  appointed  by  the  Court  in  an  action,  or  by 
mortgagees  in  various  cases  to  take  possession  of  property,  either 
for  its  preservation,  or  to  collect  the  revenue  arising  from  it. 

Reconciliation  Statement.— See  Chapter  IV,  "  The  Cash  Book." 

Reconstruction. — A  financial  term  expressing  the  reorganization  or 
Beconstruction  of  a  joint  stock  company,     ii  company  frequently 
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desires  to  obtain  fresh  funds  from  its  members,  but,  owing  to  the 
fact  that  the  siiares  of  the  company  are  fully  paid  it  is  found  to  be 
impossible  to  impose  an  assessment  upon  its  members  directly.  In 
such  a  case  a  Reconstruction  usually  ensues  upon  the  following 
lines  :  1.  That  the  existing  company  shall  sell  its  undertaking  to  a 
new  company  in  exchange  for  a  given  number  of  partly  paid-itp 
shares  in  the  new  company,  e.  g.  £1  shares  credited  as  17s.  6^.  paid. 
2.  That  such  partly-paid-up  shares  in  the  new  company  shall  be 
distributed  by  the  old  company  p7-o  rata  among  its  members. 
Members  accepting  these  new  shares  in  exchange  for  their  holdings 
in  the  old  company  naturally  become  liable  to  pay  up  the  liability 
on  them  (c.  g.  the  2s.  6d.  per  share  unpaid  in  the  case  of  the  £1 
share  credited  as  175.  6d.  per  share  mentioned  in  the  preceding 
paragraph).  3.  Members  who  are  unwilling  to  pay  the  newly- 
imposed  liability  can  refuse  to  accept  the  shares,  and  can  serve  a 
notice  of  dissent  upon  the  company,  requiring,  either  that  the 
scheme  shall  not  proceed,  or  that  their  interest  in  the  old  company 
shall  be  redeemed.  In  practice  it  usually  happens  that  the  majority 
of  companies  which  are  unsuccessful  prior  to  their  reconstruction  are 
equally  unsuccessful  afterwards  ;  the  additional  capital  afforded  by 
a  Reconstruction  being  usually  inadequate.  The  right  of  "  dissent " 
attaches  indefeasibly  to  the  holder  of  shares  in  a  company  which  is 
about  to  be  reconstructed,  but  its  product,  in  the  way  of  the  price 
paid  by  the  company  to  the  dissentient  for  his  interest  is  fre- 
quently insignificant ;  a  farthing  a  share  is  not  an  uncommon  price 
in  many  cases. 

Eecord  Book. — The  minute  book  kept  by  a  trustee  in  bankruptcy 
proceedings,  or  by  the  liquidator  in  a  compulsory  winding  up  of  a 
limited  company. 

Beferee  in  Case  of  Need. — The  drawer  of  a  bill  of  exchange  and 
any  indorser  may  insert  thereon  the  name  of  a  person  who,  if  the 
bill  be  dishonoured,  will  protect  or  pay  it  for  the  honour  and  on 
behalf  of  the  person  inserting  the  referee's  name.  Such  a  person  is 
termed  a  ' '  Referee  in  Case  of  Need. " 

Eegistered  Office  (of  a  company). — Every  company  incorporated 
under  the  Companies  {Consolidation)  Act,  1908,  is  obliged  to  have  a 
''registered  office,"  the  situation  of  which  must  be  notified  to  the 
Registrar  of  Joint  Stock  Companies. 

Eemittance. — The  sending  of  money  ;  also  applied  to  the  sum  of 
money  which  is  sent  or  *'  remitted." 

Eeserve  Liability. — A  limited  company  may  resolve  that  any  por- 
tion of  the  uncalled  liability  on  its  shares  shall  only  be  capable  of 
being  called  up  in  the  event  of  the  company  being  wound  up.  Such 
*'  Reserved  Liability  "  then  becomes  incapable  of  being  dealt  with  or 
mortgaged  by  the  company  during  its  life,  and  is  preserved  for  the 
benefit  of  the  creditors  generally  in  the  event  of  the  company  being 
subsequently  wound  up.  Many  leading  banks  have  so  resolved  to 
**  reserve  "  portions  of  their  uncalled  capital,  the  amount  of  which 
is  usually  proportionately  large  in  comparison  with  the  paid-up 
capital. 

Supee. — The  standard  silver  coin  of  British  India.  The  Rupee 
weighs  180  grains  (165  gs.  fine  silver  and  15  gs.  of  alloy).  The 
present  exchange  value  of  the  Rupee  is  about  10  to  the  £1,  i.e. 
more  than  its  official  value.  The  contraction  Rx.  is  used  to  denote 
10  Rupees,  a  *'Lac"  of  Rupees  =100,000,  and  a  "Crore"  of  Rupees 
=  100  lacs.     A  Rupee  consists  of  16  annas,  64  pice,  or  192  pie. 
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COURSE  OF   EXCHANGE. 

LONDON,  May  19,  1914. 

The  following  are  two  specimen  tables — one  pre-war  and  the 
other  post-war — of  the  rates  quoted  in  London  for  bills  or  cheques 
payable  at  the  places  mentioned  : — 


Bxplanation. 

Amsterdam,  etc.,  cheques 

12.2i 

12.2i 

Florins  and  stivers  to  £1 

,,            3  mos. 

12.4i 

12.5 

))          ii            > ) 

Antwerp  and  Brussels,  3  mos 

25.55 

25.60 

Francs  and  centimes  to  £1 

Hamburg,  3  mos.  . 

20  66 

20.70 

Marks  and  pfennigs  to  £1 

Berlin,  etc.,  3  mos. 

20.66 

20.70 

)*               iy                 J) 

Paris,  cheques 

20.17J 

25.20 

Francs  and  centimes  to  £1 

,,     3  mos. . 

25.35 

25.40 

M                       >  1                           >  ) 

Marseilles,  3  mos.  . 

25. 36  J 

25.41J 

)l                       M                           >) 

Switzerland,  3  mos. 

.     25.42^ 

25.47^ 

Austria,  3  mos. 

24.36 

24.40 

Kronen  and  heller  to  £1 

St.  Pet'g  and  Moscow,  3  mos 

24| 

24§ 

Pence  to  one  rouble 

Genoa,  3  mos. 

25.581 

25.631 

Lire  and  cents  to  £1 

New  York,  60  days 

48A 

48U 

Pence  to  one  dollar 

Madrid,  3  mos. 

44,-V 

44tV 

Pence  to  one  peso 

Lisbon,  3  mos. 

44^ 

44| 

Pence  to  one  milreis 

Oporto,  3  mos. 

44* 

44f 

5»                           >»                           J» 

Copenhagen,  3  mos. 

18.48 

18.62 

Kroner  and  ore  to  £1 

Christiania,  3  mos. 

18.48 

18.52 

>>             >  >             >  > 

Stockholm,  3  mos. 

18.48 

18.62 

j»             j>            >> 

July  3,  1919. 

Exi.lunation. 

Amsterdam,  cable . 

11.78^ 

ll.SOi 

Florins  and  cents  to  £1 

Belgium,  cable 

30.92 

31.02" 

Francs  and  centimes  to  £  1 

Paris,  cable   . 

29  80 

29.90 

> )                           "                           ,*  7 

,,      3  mos. 

30.21 

30.31 

>>                          )>                          )} 

Marseilles,  3  mos.  . 

30.21 

30.31 

Athens,  cable 

24.30 

24.40 

Drachmas  to  the  £1 

Switzerland,  cable 

.     24.90 

25.00 

Francs  and  centimes  to  £1 

,,               3  mos. 

.     25.30 

25.40 

>>                           »>                           5> 

Helsingfors,  cable. 

.     56.50 

67.50 

Finnish  marks  to  £1 

Genoa,  cable  . 

.     35.80 

36.20 

Lire  and  cents  to  £1 

Rio  de  Janeiro,  cable    . 

14i 

14| 

Pence  to  one  milreis 

Spain,  cable  . 

22.98 

23.08 

Pesetas  and  cents  to  £1 

,,      3  mos. 

50 

50i 

Pence  to  five  pesetas 

Lisbon  and  Oporto,  cable 

30i 

307- 

,,         one  milreis 

Copenhagen,  cable 

19.55 

19.65 

Kroner  and  ore  to  £1 

Christiania,  cable  . 

18.40 

18.50 

>>             >«             )) 

Stockholm,  cable  . 

17.93 

18.03 

> '             > )             )) 

Buenos  Aires,  cable 

50| 

51i 

Pence  to  one  dollar 
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Salvage. — Compensation  to  those  who  have  by  their  exertions 
saved  a  ship  or  cargo  from  maritime  perils.  The  term  is  also  used 
to  denote  the  things  so  "  salved  "  or  "saved." 

Sample. — A  small  quantity  of  goods  or  articles  submitted  by  a 
seller  to  a  possible  or  prospective  purchaser  in  order  that  the  latter 
may  have  knowledge  of  the  nature  of  the  goods  or  articles  offered 
for  sale. 

Sans  Recours. — A  phrase  which  the  indorser  of  a  bill  may  append 
to  his  indorsement ;  if  added,  it  suffices  to  discharge  the  bill  {i.  e.  to 
make  it  negotiable),  but  if  the  bill  is  dishonoured  the  indorser 
*'Sans  Recours"  cannot  be  sued  upon  it  personally  as  is  the  case 
with  an  ordinary  indorser. 

Scrip. — A  term  used,  often  somewhat  loosely,  to  denote  certificates 
representing  investments.  In  Great  Britain  nearly  all  securities 
are  either  inscribed  or  registered.  In  America  and  on  the  continent 
'*  bearer  "  bonds  and  shares  are  almost  universal.  (See  Chap.  XVI, 
**  Joint  Stock  Companies.") 

Seal. — A  company  incorporated  under  the  Companies  {Consolida- 
tion) Act,  1908,  must  possess  a  common  Seal,  and  this  is  character- 
istic of  almost  all  incorporated  companies.  The  common  Seal  is  the 
official  signature  of  the  company  ;  it  is  entrusted  to  the  directors, 
and  when  affixed  to  a  document  it  is  usually  attested  by  the  signa- 
tures of  the  directors  (or  a  prescribed  number  of  them)  present 
when  it  was  affixed.  Two  or  three  locks  are  usually  affixed  to  the 
Seal  of  a  company,  the  key  of  one  of  which  is  retained  by  the 
secretary  of  the  company,  and  the  others  remain  in  the  possession  of 
those  directors  who  are  detailed  for  the  purpose.  A  document  sealed 
and  delivered  by  an  individual  is  in  law  termed  a  "  deed"  ;  it  is  the 
highest  form  of  written  document  known  to  English  law.  A  docu- 
ment to  which  a  company's  seal  is  affixed  usually  amounts  in  law  to  a 
deed,  but  not  in  every  case. 

Seal  Register. — A  book,  frequently  kept  by  companies,  recording 
brief  details  of  the  documents  to  which  the  common  seal  of  the 
company  has  been  attached. 

Securities.— A  term  used  to  denote  investments  or  the  documents 
representing  them. 

Set-oflf. — A  counter  claim. 

Share  Warrants  to  Bearer. — Share  certificates  issued  by  a  com- 
pany stating  tliat  the  hearer  of  them  is  entitled  to  a  stated  number 
of  shares  in  the  company's  capital.  They  pass  from  hand  to  hand 
without  registration,  or  the  need  of  any  transfer  deed,  and  are  to 
this  extent  convenient ;  on  the  other  hand,  they  cannot  be  replaced 
if  lost,  and  they  require  to  be  stamped  with  stamp  duty  on  three 
times  the  nominal  value  of  the  stock.  The  opportunities  they  offer 
for  misuse  for  fraudulent  pur^joses  are  also  considerably  greater 
than  is  the  case  with  registered  certificates. 

Ship.— The  ownership  of  a  British  Ship  is  by  custom  divided  into 
64  equal "  shares,"  any  number  of  which  may  be  held  by  a  particular 
owner. 

Simple  Contract.— An  agreement  made  by  word  of  mouth  or 
embodied  in  a  writing  which  is  not  under  seal  {i,  e.  not  a  "  deed  "). 
A  contract  or  agreement  of  this  description  requires  consideration 
to  support  it,  but,  if  consideration  be  present,  it  is  legally  valid. 
Certain  specified  forms  of  Simple  Contract  require  to  be  embodied  in 
writing,  or  to  be  signed  by  one  or  more  of  the  parties  to  them,  but, 
apart  from  these  special  requirements,  '*  Simple"  Contracts  may  be 
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either  verbal  or  written.  The  phrase  "parol  contracts"  is  often 
used  as  a  substitute  for  '*  Simple  Contracts,"  and  has  the  same  signi- 
ficance ;  it  does  not  refer  (as  the  word  "parol"  would  suggest) 
only  to  verbal  contracts,  but  also  to  those  which  are  written,  but  are 
not  embodied  in  the  shape  of  a  deed. 

Single  Ship  Company. — A  joint  stock  company  incorporated  to 
acquire  a  single  ship,  as  distinct  from  a  fleet  of  ships. 

Sinking  Fund  (commercially). — A  sum  set  aside  periodically  out 
of  the  profits  of  a  concern,  and  invested  outside  the  business,  in 
order  to  accumulate  a  certain  sum  at  a  given  date  for  some  specified 
purpose,  e.  g.  the  redemption  of  debentures.  The  interest  arising 
out  of  the  Sinking  Fund  investments  is  itself  periodically  reinvested 
and  allowed  to  accumulate  with  the  periodical  contributions  of  prin- 
cipal. With  regard  to  the  borrowings  of  States  and  Municipalities 
the  phrase  "Sinking  Fund"  is  applied  to  the  periodical  amounts 
applied  either  in  paying  off  portions  of  the  loan  or  in  the  purchase 
(for  the  purpose  of  cancellation)  of  the  bonds  or  stock  in  the  open 
market,  thereby  gradually  extinguishing  the  indebtedness. 

Slip. — A  memorandum  employed  in  marine  insurance,  issued  by 
the  underwriter,  setting  forth  briefly  the  terms  of  the  formal  policy 
which  is  in  course  of  preparation. 

Specialty. — A  contract  by  deed.     (See  "Deed.") 

Statement. — An  account  rendered  at  stated  intervals.  The  dates, 
particulars,  and  amounts  of  all  goods  delivered  to  the  recipient  of 
the  Statement  since  the  date  of  the  last  settlement  are  set  out, 
together  with  any  credits  which  may  have  accrued.  The  balance 
of  the  Statement  shows  the  net  amount  due  to  date. 

Statutes  of  Limitation. — A  series  of  Acts,  dating  back  to  early 
days,  wherein  the  period  within  which  actions  may  be  brought  are 
fixed.     (See  " Limitation  of  Actions.") 

Stocks. — See  "Investments." 

Stoppage  in  transitu. — An  unpaid  seller  of  goods  has  the  right  to 
Fiop  them  in  transit,  and  to  retain  possession  of  them  until  thej'  are 

Eaid  for.  Goods  are  deemed  to  be  in  transit  until  such  time  as  the 
uyer  or  his  agent  has  actually  taken  possession  of  them.  The 
right  does  not  exist  except  in  cases  of  insolvency. 

Subpoena. — An  order  issued  by  a  competent  court  directing  the 
attendance  of  any  specified  person  before  the  court,  usually  for 
the  purpose  of  giving  evidence. 

Surety. — One  who  becomes  "  bond  "or  "  guarantee  "  for  another. 

Surrender  Value.  — The  amount  which  will  be  paid  by  an  insurance 
company  upon  the  surrender  to  it  (for  cancellation)  of  a  policy 
issued  by  it.  The  regulations  regarding  the  Surrender  Value  of  a 
given  policy  are  frequently  contained  in  the  policy  itself.  In  the 
case  of  life  policies  the  Surrender  Value  is  commonly  small,  being 
frequently  about  one-third  of  the  total  amount  of  the  premiums 
paid  upon  it,  plus  the  cash  value  of  any  bonus  additions  should  the 
policy  be  a  "  with  profit "  one.  Life  Policies  can  usually  be  sold  by 
auction  for  slightly  more  than  their  Surrender  Value.  In  arriving 
at  the  Surrender  Value  of  a  life  policy  the  usual  practice  of  the  British 
companies  is  to  strike  one-third  ofiF  the  reserve  value.  These 
reserves  are  usually  calculated  upon  a  3  per  cent,  basis,  whereas, 
in  the  open  market,  reversions  approximate  more  nearly  to  valua- 
tions based  upon  4  to  5  per  cent,  interest,  as  a  general  rule.  In  the 
majority  of  cases  no  policy  of  life  insurance  carries  any  Surrender 
Value  until  the  premiums  for  three  complete  years  have  been  paid. 


THE  BOOK-KEEPER'S  COMPENDIUM    691 

Talon. — The  ticket  or  certificate  attached  to  a  bond  entitling  the 
holder  of  it  to  a  further  supply  of  interest  coupons  when  those 
originally  provided  have  all  matured.     (See  "Coupon.") 

Tare.— See  Chap.  XIV. 

Taxation  of  Bills  of  Costs  (Legally). — The  examination  by  officers 
of  the  law  courts  of  the  Bills  of  costs  rendered  by  solicitors  to 
their  clients  or  to  their  opponents  in  litigation.  The  "Taxing 
Master"  (as  the  officer  is  called)  has  authority  to  disallow  improper 
or  incorrect  charges. 

Terms  of  Sale  or  Payment  employed  by  traders  are  frequently 
expressed  or  contracted  as  follows  :  C.  I.  F.  =  cost,  insurance  and 
freight  (meaning  that  the  price  quoted  includes  insurance  and 
freight  charges)  ;  ,  C.  0  D.  =  Cash  on  Delivery  ;  F.  A.  S.  =  free 
alongside  the  ship  ;  F.  0.  B.  =  free  on  board  the  ship  ;  Prompt 
Cash  means  variously  from  1  to  5  days  credit ;  5  per  cent,  ivitliin 
1  month  indicates  that  if  paid  within  one  month  a  discount  of 
5  per  cent,  will  be  allowed. 

Testator.— See  "Will." 

Tontine. — An  annuity  with  benefit  of  survivorship  among  the 
subscribers  or  nominees.     Not  now  met  with  in  this  country. 

Treasury  Bills. — Bills,  usually  payable  at  three  or  six  months 
after  their  date,  sold  by  the  Treasury,  usually  by  tender,  in  order 
to  raise  funds  temporarily  for  the  Government.  They  bear  no 
interest,  but  are  issued  at  a  discount.     (See  Note  B,  p.  204.) 

Trust,  Trustee. — Where  a  person  holds  the  ownership  of  property 
on  behalf  of  another  person  the  property  is  said  to  be  held  "in 
trust,"  and  the  holder  of  property  "in  trust"  is  termed  a 
"Trustee." 

Turnover. — A  trader's  total  sales  for  a  given  period. 

Voucher. — A  written  acknowledgment  or  "receipt"  for  money 
paid ;  any  documentary  evidence  put  forward  to  support  the 
accuracy  of  accounts.  A  voucher  for  an  account  of  £2  and  over 
requires  a  penny  stamp,  which  must  be  cancelled. 

Warranty. — A  guarantee  or  a  stipulation  in  a  contract. 

Waste  Book. — A  rough  memorandum  book  in  which,  formerly,  a 
trader's  transactions  were  entered  as  they  took  place  ;  the  "Journal " 
was  written  up  from  the  information  afforded  by  the  Waste  Book. 
The  book  is  scarcely  ever  met  with  now-a-days  except  in  old-fashioned 
text-books.  In  banks,  at  the  present  day,  the  books  in  which  the 
cashiers' receipts  are  classified  for  collection  purposes  {e.g.  "town 
cheques,"  "country  cheques,"  etc.)  are  sometimes  termed  Waste 
books ;  they  are  usually  written  up  by  clerks  seated  behind  the 
receiving  cashiers. 

Watered  Stock. — A  phrase  signifying  the  creation  and  issue  of 
additional  stock  by  a  body  which  has  already  made  issues  of  stock 
for  cash,  the  additional  stock  being  issued  without  any  additional 
payment  in  cash,  e.  g.  as  a  "bonus. 

Will. — The  declaration  of  a  testator's  directions  in  regard  to  the 
disposal  of  his  property  after  his  decease.  Wills  must  be  (1)  in 
writing  ;  (2)  signed  by  the  person  making  it ;  (3)  witnessed  by  two 
persons  present  at  the  same  time. 
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CHAPTER  I 

Exercise  1e. — From  the  following  list  of  transactions  write  up 
the  Ledger,  preparing  Trading  and  Profit  and  Loss  Accounts,  and 
a  Balance  Sheet  on  their  conclusion.  Transactions  of  Herbert  Myers. 
1910.  Sept.  1,  started  business  with  cash  £50 ;  Sept.  2,  paid  cash 
for  goods  purchased  at  an  auction  £30  ;  Sept.  6,  bought  from 
Brown  &  Co.  goods  on  credit  £60 ;  Sept.  7,  sold  goods  for  cash 
£25  ;  Sept.  8,  paid  expenses  in  cash  £5  ;  Sept.  9,  sold  goods  to 
Rogers  &  Co.  on  credit  £50  ;  Sept.  14,  received  from  Rogers  k  Co. 
cash  on  account  £40.  Note :  Stock  of  goods  in  hand  at  Sept.  14, 
1910,  was  valued  at  £,^0.—Ansioer,  Net  Profit  £20;  Final  Capital 
£70. 

Exercise  If. — Enter  the  following  transactions  in  a  Ledger,  pre- 
paring Trading  and  Profit  and  Loss  Accounts,  and  a  Balance  Sheet 
at  their  conclusion.  Transactions  of  A.  Miles.  1910.  Oct.  1,  started 
business  with  cash  £50,  stock  of  goods  £100,  and  owing  to 
Holmes  Bros.  £45  ;  Oct.  3,  bought  from  Holmes  Bros,  goods  on 
credit  £30  ;  Oct.  4,  sold  for  cash  goods  £45  ;  Oct.  5,  paid  in  cash 
salaries  £5,  office  expenses  £3  \0s.  ;  Oct.  6,  sold  to  Ray  &  Hill  on 
credit  goods  £60  ;  Oct.  10,  bought  goods  for  cash  £10;  Oct.  11, 
received  from  Ray  &  Hill  in  cash  £60 ;  Oct.  12,  paid  to  Holmes 
Bros,  on  account  cash  £50.  Note :  the  stock  of  goods  in  hand  on 
Oct.  12,  1910,  was  valued  at  £&).— Answer.  Net  Profit  £16  10s.  ; 
Final  Capital  £121  \Qs. 

Exercise  lo. — Enter  the  following  transactions  in  a  Ledger, 
preparing  therefrom  a  Trial  Balance,  a  Trading  Account,  a  Profit 
and  Loss  Account,  and  a  Balance  Sheet.  The  transactions  of  Charles 
Bobbins  were  as  follows: — 1911.  Jan.  2,  started  in  business  as  a 
sugar  merchant  with  £500  cash  ;  Jan.  3,  bought  a  consignment  of 
sugar  from  Roy  &  Co.  on  credit  £550,  paid  them  in  cash  on 
account  £275  ;  Jan.  6,  paid  in  cash  sundry  oflice  expenses  £10 ; 
Jan.  9,  sold  half  the  sugar  bought  from  Roy  &  Co.  on  Jan.  3  at 
auction  for  £305  cash  ;  Jan.  10,  sold  the  remainder  of  the  sugar 
bought  from  Roy  &  Co.  to  Charles  Hay  on  credit  for  £325 ; 
received  from  C.  Hay  £175  cash  on  account ;  Jan.  14,  paid, 
in  cash,  landing  and  warehouse  charges  on  the  sugar  bought  from 
Roy  &  Co.  £15  ;  Jan.  18,  paid  Roy  &  Co.  balance  due  to  them 
£275. — Answer.  Net  Profit  £55  ;  Final  Capital  £555. 

Exercise  1h. — Enter  the  following  transactions  in  a  Ledger, 
preparing  Trading  and  Profit  and  Loss  Accounts,  and  a  Balance 
Sheet  at  their  conclusion.  Transactions  of  John  Wild.  1910. 
Nov.  1,  started  in  business  as  a  cycle  dealer  ;  Nov.  2,  bought  on 
credit  from  the  Everwear  Manufacturing  Co.  Ltd.,  10  "Express" 
toicycles  at  £5  10s.  each ;  Nov.  3,  sold  for  cash  1  Express  bicycle 
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£6  16s.  %d  ;  Nov.  4,  sold  to  R.  Hay  on  credit  2  Express  bicycles 
at  £7  7s.  each  ;  Nov.  5,  sold  for  cash  2  Express  bicycles  at 
£6  18s.  6rf.  each  ;  Nov.  7,  paid  cash  for  expenses  £2  13s.  ;  Nov.  8, 
paid  cash  for  advertisement  in  local  paper  £1  ;  Nov.  9,  sold  to  W. 
Mear  on  credit  3  Express  bicycles  at  £7  each  ;  Nov.  10,  received 
cash  from  R.  Hay  £14  14s.  ;  Nov.  11,  received  cash  from  W.  Mear 
on  account  £15  ;  Nov.  12,  paid  the  Everwear  Mfg.  Co.  Ltd.  cash 
on  account  £25.  Note :  Value  the  2  bicycles  remaining  on  hand  on 
Nov.  12,  1910,  at  cost  price,  viz.  £5  10s.  each. — Answer.  Net  Profit 
£8  14s.  6d. ;  Final  Capital  £8  14s.  Qd. 


CHAPTER  III 

Exercise  3e. — From  the  following  Balance  Sheet  open  a  new 
Ledger : — 

Balance    Sheet. 
December  31,  1906. 


LIABILITIBS. 


J.  Frost 
T.  Wilson 
R.  Ford 
Capital 


Sundry 
Creditors 


£ 

151 

49 

75 

670 


£945 


ASSETS. 

Cash 

Bank 

T.Wells   \  Sundry 

S.  Reeves  j  Debtors 

Stock 


£ 

45 

150 

215 

96 

439 

£945 


(AtLctioneers'  Institute  of  the  U.K.  ;  Preliminary,  1907.) 
Exercise  3f. — From  the  following  transactions  make  out  F.  Pear- 
son's account : — 1906.  Oct.  1, 1  owe  F.  Pearson  £257  ;  Oct.  4, 1  pay 
£200  ;  Oct.  5,  he  sells  me  goods  £43  ;  Oct.  7,  I  sell  him  goods  £38  ; 
Oct.  10,  I  buy  goods  of  him  £71  ;  Oct.  14,  he  buys  goods  of  me 
£62  ;  Oct.  16,  he  sells  me  goods  £29  ;  Oct.  17,  he  returns  goods 
£6  ;  Oct.  25,  I  buy  goods  of  him  £96  ;  Oct.  27,  I  sell  goods  to  him 
£400  ;  Oct.  28,  he  pays  me  cash  £150  ;  I  receive  bill  from  him  [credit 
F.  Pearson)  £250  ;  Oct.  31,  he  buys  goods  of  me  £18.  {Auctioneers' 
Institute  of  the  U.K.;  Preliminary,  1907.) — Answer.  Credit  Balance 
of  Account  £184. 

Exercise  3o, — On  Dec.  1,  1905,  H.  Lloyd  commenced  business 
with  a  capital  of  £500  in  cash.  On  this  date  he  paid  the  following 
sums  : — Shop  fittings  £50,  purchase  of  goods  £200,  one  quarter's 
rent  in  advance  £20.  Open  the  necessary  Ledger  accounts  to 
record  the  above  ;  post  the  following  transactions  direct  to  the 
Ledger ;  balance  the  accounts  as  on  December  31,  1905,  and  bring 
down  the  balances  :— 1905.  Dec.  2,  sold  goods  to  W.  Hunt  £140  ; 
Dec.  4,  purchased  goods  from  R.  Johnson  £20  ;  Dec.  11,  purchased 
goods  from  H.  Hall  £150;  Dec.  16,  sold  goods  to  E.  Jones  for 
cash  £20 ;  Dec.  20,  sold  goods  to  W.  Silver  £50  ;  Dec.  21,  received 
from  W.  Hunt  cash  on  account  £10  ;  Dec.  22,  paid  R.  Johnson's 
account,  less  5  per  cent,  discount.  {Royal  Society  of  Arts; 
Elementary,  \^0Q.)— Answer.  Cash  Balance  £241;  Credit  Pur- 
chases £170  ;  Credit  Sales  £190. 

Exercise  3h. — Enter  the  following  transactions  in  Charles  Harris's 
Ledger,  and  prepare  a  Trial  Balance  upon  their  completion  : — 1910, 
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Dec.  1,  started  in  business  as  a  motor  car  dealer  with  £500  cash ; 
Dec,  2,  bought  from  Gremaud  et  Rousselet  one  "Gloria"  30  h.p. 
No.  35a  car  on  credit  for  £605  ;  Dec.  3,  sold  to  R.  Stevens  one 
"Gloria"  30  h.p.  car  for  cash  £650  ;  Dec.  5,  paid  in  cash  freight, 
shipping,  and  landing  charges  on  "  Gloria "  car  £6  16s.  8r/.  ; 
Dec.  7,  paid  Gremaud  et  Rousselet  cash  £605  ;  Dec.  9,  bought 
from  Holmes  &  Raebum,  Ltd.,  two  20  h.p.  No.  18  cars  on 
credit  at  £325  each ;  Dec.  10,  sold  to  Sir  0.  Glendower  one 
"Holmes  &  Raeburn"  30  h.p.  No.  18  car  for  cash  £375.  Dec.  12, 
sold  to  Mrs.  Claude  Crawley  one  "Holmes  &  Raeburn"  20  h.p. 
No.  18  car  on  credit  £390  ;  Dec.  13,  Paid  Holmes  &  Raeburn 
cash  £325  ;  Dec.  16,  paid  in  cash  freight,  shipping,  and  landing 
charges  on  two  "Holmes  &  Raebum"  cars  £12  2.9.  M.  ;  Dec.  20, 
paid  in  cash  expenses  £5. — Answer.  Trial  Balance  Totals  £2340. 

Exercise  3i.— On  Sept.  1,  1910,  I  had  cash  at  the  Bank  £1,200, 
and  C.  Jones  owed  me  £800,  my  capital  being  thus  £2,000.  On 
Sept.  2  I  bought  from  Hall  Bros,  a  quantity  of  iron  ore  for 
£3,500,  less  10  per  cent.  Trade  Discount,  paying  them  £1,000  by 
cheque  on  account ;  on  Sept.  3  I  paid  by  cheque  landing  and 
storage  charges  on  the  iron  ore  £65,  and  the  same  day  I  sold 
half  the  ore  for  £1,850  by  auction,  receiving  a  cheque  for  that 
amount  and  banking  it.  On  Sept.  6  I  sold  a  further  quantity  of 
iron  ore  to  Jebb  &  Co.  for  £1,200,  less  10  per  cent.  Trade  Discount, 
and  5  per  cent.  Discount  for  cash,  Jebb  &  Co.  handing  mo  their 
cheque  the  same  day  ;  this  cheque  was  paid  by  me  into  my  bank. 
On  Sept.  8  I  sold  the  remainder  of  the  iron  ore  to  Wild  k  Co.  for 
£1,000,  less  7i  per  cent.  Trade  Discount,  payment  for  same  to  be 
made  one  month  after  delivery  ;  on  Sept.  10  I  paid  Hall  Bros. ,  by 
cheque,  further  on  account  £1,000;  C.  Jones  paid  me,  by  cheque, 
£700  on  Sept.  10  which  I  paid  into  my  bank  ;  on  Sept,  12  I  drew 
a  cheque  for  sundry  expenses  £20.  Write  up  my  Ledger  and  pre- 
pare Profit  and  Loss  Account  and  Balance  Sheet. — Ansicer.  Net 
Profit  £566  ;  Final  Capital  £2566. 

Exercise  3j. — From  the  following  particulars  write  up  C.  Ridg- 
way's  account  in  my  Ledger: — 1910.  Dec.  1,  C.  Ridgway  owes  me 
£10 ;  Dec.  2,  I  sell  C.  Ridgway  goods  on  credit  £30  ;  Dec.  3,  C. 
Ridgway  pays  me  in  cash  £5  ;  Dec.  5,  C.  Ridgway  sells  goods  to  me 
on  credit  £6  ;  Dec.  6,  received  cash  from  C.  Ridgway  £28  ;  I 
allow  C.  Ridgway  discount  £1  ;  Dec.  7,  C.  Ridgway  buys  goods 
of  me  on  credit  £10  ;  Dec.  8,  I  buy  goods  of  C.  Ridgway  on  credit 
£50 ;  Dec.  9,  I  pay  cash  to  C.  Ridgway  £39  ;  C.  Ridgway  allows 
me  discount  £1  ;  Dec.  10,  I  sell  C.  Ridgway  gooda  on  credit  £25. 
— Ansicer.     Debit  Balance  of  Account  £25. 


CHAPTER  IV 

Exercise  4e. — Make  out  a  Cash  Account: — 1906.  Jan.  1,  capital 
in  cash  £500  ;  Jan.  7,  cash  sales  £50  ;  Jan.  12,  sold  goods  for  cash 
£19  Is.  ;  bought  goods  for  cash  £47  2s.  ;  Jan.  18,  H.  Long  paj^s  me 
£63  5s.  ;  Jan.  20,  I  pay  F.  Smedley  £329  ;  Jan.  23,  I  pay  W. 
Thomas  £137  Os.  lOcl.  ;  Jan.  25,  I  draw  for  private  expenses  £10; 
Jan.  27,  I  receive  from  R.  Judson  £37  5s.  ;  Jan.  29,  sold  goods  for 
cash  £47  2s.  ;  Jan.  31,  F.  Smith  pays  me  £8  5s.  ;  Jan.  31,  paid 
wages  £10  ;  Jan.  31,  paid  trade  charges  £4  7s.  6f^.  ;  Jan.  31,  paid 
rent  £15.  {Auctioneers'  Institntr  of  the  U.K.  ;  Preliminary,  1907.)— 
Annccr.  Cash  Balance  £172  7s.  Sd. 
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Exercise  4f. — From  the  following  particulars  write  up  my  Cash 
Book,  with  separate  columns  for  "  Bank  "  and  "  Cash  "  transactions, 
and  balance  it  as  on  Dec.  15,  1910  : — 1910.  Dec.  1,  Balance  at  Bank 
£100  ;  drew  from  bank  for  office  cash  £5  ;  Dec.  2,  paid  by  cheque 
to  C.  Lemon  &  Co.  £12  10s.  ;  Dec.  3,  received  from  V.  Charteris 
by  cheque  (paid  to  bank)  £10  10s.  and  in  cash  (placed  in  office 
cash)  £20  ;  Dec.  5,  paid  from  office  cash  for  travelling  expenses 
£2  ;  Dec.  6,  paid  from  office  cash  for  clerks'  salaries  £8  ;  Dec.  7, 
paid  from  office  cash  into  bank  £10  ;  Dec.  8,  received  from  C.  Child 
b}'  cheque  (paid  to  bank)  £30  10s.  and  in  banknotes  (paid  to  bank) 
£25  ;  Dec.  9,  paid  H.  Smith  (by  cheque  £5,  and  in  cash  £1  5s.)  £6  5s.  ; 
Dec.  10,  received  from  S.  Cunningham  cheque  for  sundry  goods 
sold  by  him  at  auction  on  my  behalf,  paid  same  to  bank  £32  5s. ; 
Dec.  12,  paid  by  cheque  to  R.  Leslie  for  repairs  to  office  furniture 
£2  10s.  ;  Dec.  13,  paid  Evans  (by  cheque  £6  10s.,  in  cash  £1) 
£7  10s.  ;  Dec.  14 ,  drew  from  bank  for  office  cash  £5  ;  paid  W. 
Douglas,  by  cheque,  on  account  £12  10s.  ;  Dec.  15,  received  from 
Noel  &  Co.  by  cheque  £15  10s.  (paid  to  bank)  and  in  cash  £5 
(placed  in  office  cash). — Ans^ver.  Balances  Dec.  15,  1910:  Bank 
£174  15s.  ;  Cash  £12  15s. 

Exercise  4g. — Enter  in  a  Cash  Book,  with  Discount  Columns,  the 
following  transactions  of  a  business  firm.  Then  balance  Cash  and 
Discount.  No  Journal  required  : — 1909.  Jan.  1,  the  firm  has  in  hand 
£179  15s.  4:d.  ;  Jan.  2,  cash  sales  for  the  day  £13  lis.  9rf.  ;  Jan.  5, 
pay  for  office  expenses  £3  7s.  lid.  ;  Jan.  12,  T.  Wyld  settles  his 
a/c  £82  4s.,  less  discount  allowed  £1  2s.  9d.  ;  Jan.  15,  discounted 
with  Fry  &  Co.  bills  amounting  to  £250,  less  discount  charged 
£3  10s.  ;  Sundry  cash  purchases  £5  6s.  7d.  ;  Jan.  16,  my  acceptance 
due  this  day  duly  met  £36  2s.  9d.  ;  Jan.  18,  forwarded  to  S. 
Williams  the  amount  of  his  a/c  £300,  less  discount  allowed  £7  10s. ; 
Jan.  20,  a  composition  of  12s.  6d.  in  the  £  is  made  by  Philips,  I  receive 
my  dividend  on  £64,  £40  ;  Jan,  25,  various  amounts  paid  in  by 
debtors  £27  15s.  9d.,  less  discount  allowed  £1  7s.  9d.  ;  withdrew 
for  private  expenses  £10  ;  Jan.  26,  I  discharge  debts  to  creditors 
£17  10s.  and  am  allowed  a  rebate  of  5  per  cent. ;  Jan.  27,  Wilson  & 
Co.,  in  settlement  of  debt  of  £150,  pay  this  sum  to  me,  less  discount 
£2  10s.  ;  Jan.  30,  amount  forwarded  h^  collector:  R.  Brown's  a/c 
£15  19s.  9d.,  T.  Smith's  a/c  £16  17s.  M.,  Pinnock  &  Co.'s  a/c 
£14  13s.  3d.,  less  collector's  expenses  £4  7s.  9d.  ;  monthly  expenses 
paid  £13  18s.  9d.  ;  salaries  paid  £18  14s.  3d.  ;  received  rent  for  part 
of  premises  let  £4  15s.  ;  monthly  rent  and  taxes  paid  amounting  to 
£14  17s.  4d.  {College  of  Preceptors;  Junior,  Midsummer,  1909). — 
Ansiver.  Cash  Balance  £371  3s.  lOd.  ;  Discount  allowed  £5  Os.  Qd.  ; 
Discount  received  £8  7s.  %d.  , 

Exercise  4h.— Messrs.  Brown,  Jones  and  Robinson  keep  their 
Cash  Book  with  a  "Discount  and  Allowances"  Column  on  each 
side  (Debit  and  Credit),  and  they  pass  all  their  cash  transactions 
through  the  bank,  their  Cash  Book  thus  being  (as  it  should 
be)  an  elaboration  of  their  Bank  Pass  Book.  Give  the  ruling  of 
their  Cash  Book,  and  enter  up  therein  the  following  illustrative 
transactions  : — 1903.  Jan.  1,  balance  at  bank  brought  down  at  date 
£137  19s.  7c?.  ;  withdrawn  from  Deposit  Account  and  paid  into 
Current  Account  £500  ;  Jan.  3,  paid  Edward  Smith's  account 
amounting  to  £400,  less  2^  per  cent,  discount  for  cash  ;  paid 
Gresham  Land  Company  one  quarter's  rent  of  offices  £50  ;  Jan.  15, 
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received  from  William  Thompson  payment  of  his  monthly  account, 
less  IJ  per  cent,  discount  for  cash,  £120  ;  March  2,  Henry  Marston, 
who  owes  £5  liis.  M.  remits  a  cheque  in  settlement  for  £5  10*.,  write 
off  the  difference  4d.;  April  1,  Paid  Gresham  Land  Company  one 
quarter's  rent,  less  income  tax  at  I5.  2d.  in  the  £1,  on  the  annual 
rental  (£200)  £50  ;  June  30,  rule  up  the  Cash  Book  and  bring 
down  the  Bank  Cash  Balance  at  July  1,  1903.  {Institute  of  Bankers  ; 
Preliminary,  April,  1904.) — Ansiver.Ca.s\\  Book  Balance  £283 12s.  Wd.', 
Discount  allowed  £1  10s.  M.  ;  Discount  received  £10. 

Exercise  4i. — Make  the  following  entries  in  John  Smith's  Cash 
Book,  showing  in  each  case  the  Ledger  heading  to  which  the  re- 
spective items  are  posted  : — 1906.  Jan.  1,  balance  to  his  credit  at  tlie 
bank  £1,216  7s.  4d.  ;  paid  Lands  Co.,  Ltd.,  one  quarter's  office  rent 
Cheque  160,  £75  ;  received  half-year's  dividend  £2,000  Queensland 
3J^  per  cent.  Inscribed  Stock,  less  tax  at  Is.  £33  5s.  ;  Jan.  3,  Bank 
Cheque  Book,  200  cheques,  16s.  8d.  ;  paid  Thomas  Beall  income  tax, 
cheque  161,  £92  10s. ;  received  payment  of  William  Morrish's  account 
£102  10n\;  Jan.  4,  paid  Theophilus  Simpson  on  account.  Cheque  162, 
£100  ;  Jan.  5,  received  from  Arthur  Jones  for  cash  sale  over  the 
counter  of  1  chest  new  season's  Souchong  tea,  weighing  net  126  lb. , 
at  3s.  per  lb.,  £18  18s.  Show  also  how  these  items  are  entered  by 
the  bank  in  John  Smith's  Pass  Book,  noting  that  Cheque  161  for 
£92  10s.  has  not  yet  been  presented. 

The  bank  Pass  Book  is  headed  : — 

John  Smith,  Esq.,  in  Account  with  the  Bullion  Bank,  Ltd. 
Dr.  Cr. 

At  the  same  time  bring  down  the  cash  balances  respectively 
appearing  in  each  book  (Cash  Book  and  Pass  Book)  after  the 
above  entries  have  been  duly  made,  remembering  that  in  the 
case  of  the  bank  Pass  Book  Cheque  161  for  £92  10s.  is  still  out- 
standing, and  is  therefore  not  yet  debited  in  the  Pass  Book. 
{Institute  of  Bankers;  Final,  April,  1906). — Answer.  Cash  Book 
Balance  £1102  13s.  8d.  ;  Pass  Book  Balance  £1195  3s.  M. 

Exercise  4j. — At  Dec.  31,  1904,  Edward  Jones'  Bank  Balance,  by 
his  Pass  Book,  stood  at  £857  10s.  6d.  to  his  credit ;  the  following 
cheques,  however,  drawn  by  him  had  not  been  presented,  and  were 
consequently  outstanding  on  Dec.  31,  1904  : — No.  1769,  William 
Thompson  and  Co.,  £204  6s-.  Sd.  ;  No.  1772,  Elihu  Bowen,  £125; 
No.  1773,  Samuel  Edwards,  £15  ;  while  on  the  other  hand,  of  the 
cheques  paid  in  by  him  on  that  day,  £350  8f.  9d.  (a  country  one)  liad 
not  been  cleared,  and  therefore  was  not  credited  till  some  days  after. 
Draw  up  a  Reconciliation  Account  between  Edward  Jones'  Bank 
Pass  Book  and  his  Cash  Book,  and  state  what  his  actual  Cash 
Balance,  as  shown  by  his  Cash  Book,  was  at  Dec.  31,  1904.  {Insti- 
tute of  Bankers;  Preliminary,  April,  1905.) — Answer.  Cash  Book 
Balance  £863  12s.  Id. 

Exercise  4k. — At  the  time  of  balancing  (Dec.  31,  1903)  your 
Banking  Account  has  been  written  up  and  balanced,  showing  a 
Credit  Balance  of  £500,  but  cheques  passed  for  payment  before  that 
date,  amounting  to  £250,  have  not  been  cleared.  On  Dec.  31,  1903, 
you  had  also  received  a  cheque  for  £20  from  a  customer  in  settle- 
ment of  his  account,  and  although  you  had  dealt  with  that  amount 
through  your  office  Cash  Book,  you  had  omitted  to  pay  the  same 
into  your  Banking  Account.  Draw  up  a  Reconciliation  Account 
showing  adjustments  between  your  Cash  Book  and  Bank  Pass 
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Book.  {National  Union  of  Teachers;  Advanced,  1905.) — Answer. 
Cash  Book  Balance  £270. 

Exercise  4l. — From  the  following  particulars  write  up  the  Petty 
Cash  Book  of  Albert  Child  and  bring  down  the  balance  on  Sept.  14, 
1910.  The  Petty  Cash  Book  is  to  be  ruled  containing  analysis 
columns  for  (1)  postages  and  telegrams,  (2)  housekeeper,  fires  and 
cleaning,  (.3)  stationery  and  office  sundries,  (4)  travelling  expenses, 
(5)  charitable  donations,  (6)  subscriptions  to  newspapers  and 
advertisements,  (7)  sundries,  and  (8)  the  usual  "Ledger  "  columns  : — 

1910.  Sept.  1,  drew  from  bank  for  petty  cash  £30  ;  Sept.  2,  paid  for 
postages  3s. ,  2  bottles  of  ink  2s.  6d ,  stationery  bought  2s.  Qd.  ;  Sept. 
3,  paid  for  telegram  to  Dublin  2s.  2d. ,  postages  Is. ,  subscription  to  the 
"  Market  Journal "  12s.  6d  ;  Sept.  5,  paid  for  postages  6(i.,  repairs  to 
copying  press  (debit  Repairs  Account)  2s.  Qd. ;  Sept.  6,  paid  for  travel- 
ling expenses  to  Dover  and  back  18s.  6^.,  postages  Is.,  cost  of  search 
at  Somerset  House  Is.,  gratuity  to  porter  M.  ;  Sept,  7,  paid  dona- 
tion to  the  "  Cottage  Homes  Fund  "  2s.6<i,  postage  2s.Qd. ,  cost  of  boxes 
for  samples  5s.  M.  ;  Sept.  8,  paid  for  cablegram  to  New  York  15s., 
housekeeper,  fires  and  cleaning  to  date  £1  2s.  M.,  travelling  ex- 
penses Is.  Ad.  ;  Sept.  9,  paid  for  1  copy  "  Trades  Directory"  £2  2s. 
(debit  General  Expenses  Account)  ;  paid  D.  Reay,  extra  discount 
allowed  him  (debit  Discount  Account),  £1  2s.  Qd.,  postages  2s.  9t^., 
electric  light  account  to  Aug.  31  (debit  General  Expenses  Account) 
£1  9s.  %d.  ;  Sept.  10,  paid  for  stamp  on  power  of  attorney  for  bank 
(debit  Legal  Expenses  Account)  10s.,  paid  for  telegram  to  Brighton 
and  reply  3s.  Qd.  ;  Sept.  12,  paid  for  cost  of  standing  advertisement 
in  the  Speaker  for  1  month  £1,  omnibus  fares  to  Victoria  Station 
and  back  4c?.,  telegrams  Is. ,  postages  8c?.  ;  Sept.  13,  paid  for  porter's 
wages  to  date  (2  weeks  at  23s. )  £2  Qs.  (debit  Wages  Account)  ;  Sept. 
14,  paid  commissioner's  fee  for  attesting  an  affidavit  1/6  (debit  Legal 
Expenses),  postages  Is.,  telegrams  2s.  6c?.,  bottle  of  gum  for  office 
use  M.,  1  gross  office  pens  4s.  6c?. — Ansiver.  Balance  £15  13s.  lie?. 

Exercise  4m. — From  the  following  particulars  write  up  my  Cash 
Book  and  Ledger,  bringing  down  the  balances  of  all  accounts  at 
their  conclusion  : — 1910.  Nov.  1,  balance  of  cash  at  bank  £100, 
cash  in  hand  £20  =  capital  £120 ;  Nov.  2,  lent  M.  Wyse  by 
cheque  £5;  Nov.  3,  paid  cash  into  bank  £15;  Nov.  10,  paid  by 
cheque  rent  of  office  for  1  quarter  £20  ;  Nov.  11,  received  cheque 
from  Brown  &  Co.  for  fee  for  auditing  their  books  (paid  same  to 
bank)  £50  ;  Nov.  19,  M.  Wyse  repaid  in  cash  £2  ;  Nov.  21,  paid 
cash  for  stationery  purchased  £1  ;  Nov.  26,  M.  Wyse  repaid  in 
cash  £3  ;  Nov.  30,  paid  by  cheque  clerk's  salary  for  1  month  £10  ; 
Nov.  30,  received  cheque  from  Holmes  Bros,  for  professional  work 
done  for  them  (paid  same  to  bank)  £21. — Answer.  Balances  :  Cash 
£9 ;  Bank  £151. 

Exercise  4n. — From  the  following  particulars  prepare  the  Petty 
Cash  Book  of  S.  Fry,  including  analyses  columns  for  the  following 
classes  of  expenditure,  viz.  (1)  Postage.  (2)  Telegrams  and  Cables, 
(3)  Housekeeping  and  Cleaning,  (4)  Stationery,  (5)  Electric  Light, 
including  bulbs,  (6)  Advertisements,  Donations,  and  Subscriptions, 
(7)  Travelling  Expenses,  (8)  Repairs,  (9)  Sundries,  and  (10)  a 
'*  Ledger  "  column.    Balance  the  Petty  Cash  Book  as  on  Feb.  16,  1911. 

1911.  Feb.  1,  Drew  from  the  Bank  for  petty  cash  purposes  £30; 
Feb.  2,  paid  postage  Is.  10<^.,  and  telegrams  3s.  6o?.  ;  Feb.  3, 
paid  fares    Is.    2d.,   postage  Is.   6c?.,  and  telegrams   6d.  ;  Feb.   4. 
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paid  postage  3s.  6c?.  ;  Feb.  5,  paid  postage  1(M. ,  and  housekeeper 
and  cleaning  £1  2s.  9c?.  ;  Feb,  7,  paid  postage  Is.  2c?.,  and  electric 
light  bulbs  6s.  2c?.  ;  Feb.  8,  paid  telegrams  Is.  5d.,  repairs  to  electric 
bells  6s.  9c?.,  postages  2s.  3c?.,  and  ink  6c^.  ;  Feb.  9,  paid  cost  of  new 
coal-scuttle  8s.  9c?.  (debit  Furniture  Account  in  '•  Ledger"  column), 
and  postages  Is.  ;  Feb.  10,  paid  postage  2s.  4c?. ,  stationery  6s.  9c?, , 
and  fares  to  Woolwich  3.5.  4o?.,  cost  of  advertisement  in  Post  Offics 
London  Directory  £1  10s,,  cost  of  standing  advertisement  in 
Feathered  World  £4  10s.  ;Feb.  11,  paid  telegrams  Is.  M.,  and  postage 
3s.  9c?.  ;  cost  of  repainting  name  on  office  door  10s.  6c?, ,  fares  to 
Ludgate  Circus  M.,  and  cost  of  two  dozen  boxes  for  samples 
4s.  'M.  ;  Feb.  12,  paid  postage  Is,  9c?,,  and  telegrams  2s.  9c?.,  cost  of 
cable  message  to  Fry  &  Lewisohn,  New  York  £1  2s. ;  Feb,  14,  paid 
donation  to  the  Central  Trade  Protection  Association  5s,,  and 
postage  Is.  9o?.,  housekeeper's  book  and  cleaning  to  Feb.  12,  £1  7s.  3c?,, 
cost  of  new  electric  light  bulbs  4s.  2c?.  ;  Feb.  16,  paid  telegrams 
Is.  3c?.,  postages.?.  6c?.,  and  cost  of  cable  message  to  Fry  &  Lewisohn 
£1  3s.,  fares  to  Chi s wick  2s.  4c?. — Answer.  Balance  of  cash  in  hand, 
Feb.  16,  1911,  £14  9s.  2c?. 

Exercise  4o. — W.  Rutherford  is  a  trader  who  keeps  the  whole 
of  his  cash  with  his  Bankers,  the  Union  of  London  and  Smiths 
Bank,  Ltd.  He  pays  all  his  receipts  into  his  Banking  Account, 
and  makes  all  his  payments  by  cheque.  The  following  are  his 
transactions  for  the  month  of  February  1911  : — Write  up  Cash 
Book,  and  balance  it  as  on  Feb.  28',  1911.  1911.  Feb.  1, 
Balance  at  the  Bank  at  this  date  £104  13s,  2c?.  ;  Feb.  3,  re- 
ceived from  M.  Strain  cash  £4  10s.  9c?, ;  Feb.  5,  received  from 
Shaw  &  Co,  cheque  £32  6s,  4c?.  ;  Feb.  8,  paid  by  cheque  to 
W,  B.  Shields  £19  2s.  lie?.  ;  Feb,  10,  received  from  Stratton  Bros, 
cash  £2  and  postal  order  3s  6c?. ,  £2  3s.  6c?.  ;  Feb,  1 1 ,  drew  cheque 
in  favour  of  M.  Shillington  £4  9s,  ;  drew  cheque  for  gas  bill  to 
31,12.09,  Westchurch  Gas  Company  £3  17s.  llc^,  ;  Feb,  14,  re- 
ceived from  the  Eastern  Supply  Stores,  Ltd.,  their  cheque  £62 
19s,  8c?.  ;  Feb.  17,  paid  by  cheque  to  J.  Webb  £21  3s.  6c?.  ;  Feb.  19. 
received  from  the  Great  Eastern  Railway  Co.  their  cheque  for  com- 
pensation for  goods  damaged  in  transit  £4  9s.  6c?,  ;  Feb.  23,  re- 
ceived from  McKeown  and  McAusland  by  cheque  £17  14s.  2c?.  ; 
drew  cheque  in  favour  of  V.  Turtle,  collector  of  rates  £8  Os.  4c?.  ; 
Lent  M.  Meacher  by  cheque  £5  ;  Feb.  26,  received  from  William 
Sloan,  cash  £4  10s.  9^^.  and  cheque  £10,  £14  10s.  9c?,  ;  Feb.  28,  paid 
by  cheque  M.  Wilson,  collector  of  taxes,  for  income-tax  £6 
19s,  3c?,  ;  M.  Meacher  repaid  to  me  in  cash  £5 ;  received  from 
J.  W.  Reade,  money  order  £1  10s.  9c?,  and  bank  note  £5,  £6  10s.  9c?, ; 
paid  by  clieque  salaries  for  February  £10  os. — Answer.  Bank 
Balance,  Feb,  28,  1911,  £176  Os.  8c;. 

Exercise  4p.  — B.  Rackett  is  a  trader  who  keeps  part  of  his  cash 
at  his  Bankers  and  part  in  his  office  cash  box.  Most  of  his  trans- 
actions involve  discount,  to  record  which  he  employs  discount 
columns  in  his  Cash  Book.  From  the  following  particulars  prepare 
his  Cash  Book  in  *'  three-column"  form,  and  balance  it  at  the  end 
of  the  month,  and  total  the  discount  columns.  1910.  Oct.  1, 
Balances  in  hand,  cash  £7  Os.  4c?.,  at  Bank  £872  16s.  3c?.  ;  Oct.  2, 
paid  to  B.  Nett  by  cheque  £213  os.,  discount  £11  15s.  ;  Oct.  4, 
received  from  C.  Lett  cheque  for  £39,  allowing  him  £1  discount ; 
Oct.  5,  paid  water  rate  in  cash  £3  lis.  3c?. ,  paid  carpenter  for  odd 
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jobs  lis.  6(i.,  paid  woman  for  cleaning  office  5s.  6c^.  ;  Oct.  6,  drew 
£10  from  Bank  and  placed  it  in  the  office  cash  box  ;  Oct.  7,  paid 
D.  Sett  from  office  cash  £2  os.  4d.,  being  allowed  discount  2s.  2d.  ; 
Oct.  9,  received  from  E.  Lyne  cash,  and  put  it  in  the  cash  box 
£15  7s.  2d,  discount  12s.  lOf^.  ;  Oct.  14,  paid  to  F.  Ascourt,  cheque 
value  £363  17s.  M.,  discount  £6  2s.  M.  ;  Oct.  17,  received  cheque 
from  Doherty  Bros.  £22  16s.,  discount  £1  4s.  ;  Oct.  25,  paid  cheque 
to  F.  Handel  £10  19s.  2f?.  net  ;  Oct.  26,  bought  goods  for  cash  (paid 
for  out  of  cash  box)  £3  13s.  Id.,  paid  fire  insurance  premium  in  cash 
6s.  M.  ;  Oct.  31,  drew  cheque  for  office  salaries  £10  12s.  Qd.,  paid 
into  Bank  from  office  cash  £15,  drew  cheque  for  self,  for  house- 
keeping £25. — Ansiver.  Balances,  Bank  £315  18s.  M.  ;  Cash  £6 
14s.  Id.  ;  Discounts  :  Dr.  £2  16s.  \0d..  Or.  £17  19s.  \0d. 

Exercise  4q. — From  the  following  particulars  prepare  the  Petty 
Cash  Book  of  W.  Robertson  for  the  month,  using  analysis 
columns  for  the  following  classes  of  expenditure  :  (a)  Postage,  Tele- 
grams, etc,  (6)  Stationery,  {c)  Advertisements,  (d)  Carriage,  {e) 
Fares,  (/)  Sundries,  and  a  "  Ledger  column."  Balance  the  Cash 
Book  as  on  May  14,  1910.  May  1,  1910.  Drew  from  Bank  for  petty 
cash  £20;  May  1,  postage  Is.  Id.,  telegrams  2s.  Qd.  ;  May  3,  fares 
to  Turnham  Green  M. ,  advertisements  in  the  Ryctown  Gazette 
13s.  bd.,  postage  7c?.  May  4,  paid  man  for  cleaning  windows  Is.  M., 
telegrams  Is.  3o?.,  parcel  to  Potters  Bar  M.  ;  cab  to  Westminster 
4s.  ;  May  5,  sent  boy  out  for  pens  %d. ,  blotting  paper  M. ,  parcel  to 
Brighton  Is.  \d.  ;  stamps  10s.  ;  May  7,  surcharge  on  unstamped 
letters  2c?.  ;  advertisement  in  the  PcdJmgton  Mirror  5s.  ;  new  lock 
to  office  cupboard  2s.  M.,  tram  to  Hackney  3c?.  ;  May  10,  paid 
R.  Jones  his  account  5s.  6c?.,  hire  of  barrow  4d.  ;  May  11,  postage 
2s.  2c?.,  parcels  5s.  6c?.,  fares  9c?.;  May  11,  telegram  9c?.,  train  to 
Hastings  on  business  10s.  ;  May  12,  bottle  of  ink  2s.  6c?.,  paid 
W.  Harris  his  account  7s.  3c?.  ;  May  13,  stamps  7s.  6c?.  ;  inser- 
tion of  name  in  Directory  5s.  ;  May  14,  fare  4c?.,  telegram  7c?.,  new 
waste-paper  basket  2s.  Qd.  (debit  Furniture  Account  in  Ledger 
Column). — Answer.  Balance  in  hand  £15  3s.  2c?. 


CHAPTER  V 

Exercise  6b. — From  the  following  particulars  write  up  my 
Purchases  Book  : — 1910.  Nov.  1,  bought  of  A.  Brown  1  doz.  pocket 
knives  at  lis.  6c?.  each,  less  10  per  cent.  Trade  Discount  ;  Nov.  2, 
bought  of  Wray  &  Co.  2  doz.  pocket  knives  at  4s.  6c?.  each,  net.  and 
1  doz.  ditto  at  8s.  6c?.  each,  less  15  per  cent.  Trade  Discount ;  Nov.  3, 
bought  of  Hyne  k  Co.  1  doz.  cases  of  scissors  at  10s.  6c^.  per  case 
net  ;  Nov.  4,  bought  of  Williams  Bros.  2  doz.  "Haba"  razors  at 
4s.  each  net,  and  1  doz.  ditto  at  3s.  6c?.  each  ;  Nov.  5,  bought  of 
Knowle  &  Sons  1  doz.  cases  of  scissors  at  15s.  per  case,  less  10  per 
cent.  Trade  Discount,  and  1  doz.  razor  strops  at  2s.  9c?.  each  net. 
^Answer.  Total  Purchases  £38  17s.  lOcf. 

Exercise  5f. — From  the  following  particulars  write  up  the 
Purchases  Book  of  Henry  Johns  : — 1910.  Nov.  1,  bought  of  A.  B. 
Baker  3  cwt.  shellac  at  £3  15s.  per  cwt.,  and  1  cwt.  beeswax 
at  £7  16s.  per  cwt. ,  both  less  5  per  cent.  Trade  Discount ; 
bought  of  Ball  Bros.  &  Co.  \  cwt.  Socotrine  aloes  at  £4  lOs. 
per  cwt.,    and    10   lb.    cardamoms  at  2s.    6c?.    per    lb.  •-  Nov.    2, 
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bought  of  Banks  &  Barclay  1  cwt.  tumeric  at  13s.  Qd.  per  cwt.,  and 
2  cwt.  gum  olibanum  at  32s.  per  cwt.  ;  bought  of  Barham  &  Barker 
1  cwt.  gum  myrrh  at  £2  12s.  per  cwt.,  1  cwt.  ditto  at  £2  15s.  per 
cwt.,  and  2  cwt.  ditto  at  £3  per  cwt.,  all  subject  to  5  per  cent. 
Trade  Discount  ;  Nov.  3,  bought  of  Barnett  &  Co.  12  lb.  isinglass 
at  2s.  M.  per  lb.  net,  and  1  cwt.  capsicums  at  29s.  per  cwt.  net  ; 
Nov.  4,  bought  of  Baum  &  Sons,  Ltd.,  10  cwt.  gum  arabicat27».  M. 
per  cwt.,  less  5  per  cent.  Trade  Discount. — Answer.  Total  Pur- 
chases £52  5s.  4td. 

Exercise  6g. — From  the  following  particulars  write  up  my 
Purchases  Book,  including  analysis  columns  for  "  Cutlery,"  "Electro 
Plate,"  and  "Leather"  Departments: — 1910.  Nov.  1,  bought  of 
J.  Pollock  1  doz.  pairs  of  scissors  at  2s.  per  pair,  and  1  electro- 
plated   breakfast    dish    at    £4   2s.  Od.  ;     bought     of    C.    Jordan 

1  electro-plated  egg  steamer  at  21s.,  2  ditto  at  2.3s.,  1  doz.  cases  of 
scissors  at  12s.  Qd.  per  case,  and  1  doz.  razors  at  3s.  %d.  each  ; 
Nov.  2,  bought  of  Webb  &  Co.  3  ladies'  morocco  leather  handbags 
at  12s.  Qd.  each,  6  cases  of  razors  (2  in  a  case)  at  10s.  per  case,  4  cases 
ditto  (4  in  a  case)  at  16s.  per  case,  and  1  set  of  entree  dishes,  electro- 

{►lated,  at  £9  18s.  per  set;  Nov.  4,  bought  of  Fuller  Bros.  3 
adies'  leather  music  bags  at  16s.  each,  ^  doz.  pocket  knives  at 
6s.  Qd.  each,  1  electro-plated  hot- water  jug  at  35s.,  and  1  lady's 
crocodile  leather  handbag  at  16s.  Qd. — Ansiccr.  Total  Purchases 
£43  3s. 

Exercise  5h. — C.  Wvatt  is  a  dealer  in  clocks  and  watches.  From 
the  following  particulars  write  up  his  Purchases  Book,  including 
analysis  columns  for  his  "Clock"  and  "Watch"  Departments 
respectively  : — 1910.  Dec.  5,  bought  of  Bykes  1  mahogany-case  clock 
at  £5  55.,  1  ditto  at  £4  4s.,  and  3  gentlemen's  Swiss  silver 
watches  at  46s.  each  ;  bought  of  R.  Wyllie  &  Co.  2  mahogany- 
case  clocks  at  £3  13s.  M,  each,  and  one  oak  ditto  at  £2  12s.  ; 
Dec.  7,  bought  of  J.  Wyon  1  Buhl  clock  (marqueterie)  at  £2  10s.  ; 

2  ditto  with  gilt  mounts  at  £2  12s.  6(f.  each,  and  1  18  ct. 
gentleman's  semi- hunter  watch  at  £7  10s.  Qd.  ;  Dec.  9,  bought 
of    E.    Wright    3    ladies'   Swiss    watches    (silver)    at   30s.    each, 

3  gentlemen's  ditto  at  32s.  each,  and  2  round  dial  clocks  (walnut) 
at  62s.  each  ;  Dec.  16,  bought  of  M.  Wortley  1  cuckoo  clock  at 
13s.  9c^.,  1  8-day  nickel  clock  at  8s.  6c?.,  and  1  lady's  18  ct.  Swiss 
lever  watch  at  £3  13s.  M.  ;  Dec.  21,  bought  of  B.  Vine  &  Co.  1 
marble  clock  with  bronze  pillars  and  ornaments  to  match  £6  10s. 
and  3  gentlemen's  Swiss  watches,  silver,  at  £1  15s.  each. — Answer, 
Totals,  Purchases :  Clocks  £40  19s.  3o?.  ;  Watches  £32  13s.  ;  Grand 
Total  £73  12s.  3c^. 

Exercise  5i. — From  the  following  particulars  make  out  the  Pur- 
chases Book  of  Robert  Bird,  silversmith  : — 1911.  May  2.  Bought  of 
Rice  Bros.  5  electro-plated  crumb  scoops  at  17s.  each  ;  May  6, 
bought  of  theEverwear  Plate  and  Cutlery  Co:,  Birmingham,  5  egg 
frames,  plated,  6  cups,  at  32s.  each ;  3  egg  frames,  plated,  4  cups  at 
26s.  each;  May  14,  bought  of  Wearman  Bros.,  1  silver-mounted 
claret  jug  at  £2  los.  ;  1  plated  mounted  claret  jug  at  £1  7s.  Qd.  ;  3 
silver-mounted  cut-glass  biscuit  boxes  at  £3  2s.  6rf.  each;  1  E.P.N.  S. 
8-inch  waiter  (engraved),  at  23s.  Qd.  ;  May  21,  bought  of  Rice  Bros., 
1  presentation  silver  tea-set  (to  order)  engraved.  Order  C  295,  £16 
3s.  6d.  ;  May  28,  bought  of  S.  W.  Murphy,  1  E.P.N.S.  chafing-dish 
at  £2  12s.  9d.  ;  1  plated  egg-steamer,  plain,  at  16s.  Qd.  j  1  plated 
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muffin  dish  at  195.  M.  ;  May  31,  bought  of  R.  Holmess,  1  set  of  4 
entree  dishes,  plated,  chased  edges,  second  quality,  at  £5  175.  Qd. 
per  set. — Answer.  Total  of  Purchases  Book,  £57  6s.  Zd. 

Exercise  5j. — Froni  the  following  particulars  write  up  the  Pur- 
chases Book  of  the  International  Fur  Association,  Ltd.  : — 1911. 
March  7.  Bought  of  Strelski  &  ZoitofF,  St.  Petersburg,  6  astrachan 
muffs  at  £1  10s.  each  and  3  fox  muffs  at  £3  5s.  each  ;  bought  of 
Lewis  Charles  k  Co.  2  dyed  musquash  coats  at  £12  each,  less  5  per 
cent,  trade  discount ;  March  8,  bought  of  Harrison  Bros.  6  mink 
stoles  at  £5  each ;  March  10,  bought  of  Jacobsen  &  Weil  12  marmot 
muffs  at  £1  2s.  each,  less  5  per  cent,  trade  discount ;  12  moleskin 
muffs  at  £2  each,  less  5  per  cent,  trade  discount ;  12  bear  muffs 
at  £2  5s.  each,  less  5  per  cent,  trade  discount ;  March  15,  bought 
of  Hearst  &  Co.  3  grey  squirrel  ties  at  42s.  each,  and  3  grey  squirrel 
muffs  at  455.  each  ;  March  16,  bought  of  R.  Lewisohn  2  fur-lined 
tweed  coats  at  £5  each  ;  2  fur-lined  cloth  coats  at  £7  5s.  each  ; 
March  23,  bought  of  Rosoff  &  Meer,  1  bear  stole  at  45s. ,  and  1 
bear  muff  at  £2;  March  29,  bought  of  Mericourt  Freres,  Paris,  1  sable 
stole  at  £15  and  1  sable  muff  at  £10,  both  subject  to  5  per  cent, 
trade  discount ;  March  31,  bought  of  Bielski,  Drammen  k  Co., 
Moscow,  3  caracul  coats  at  £7  5s.  each ;  1  moleskin  tie  at  22s.  ; 
bought  of  Gebruder  Strohl  1  astrachan  muff  at  32s.,  and  1  skunk 
stole  at  £2.—^ 7isM;er.  Total  of  Purchases  Book,  £224  10s.  \0d. 


CHAPTER  Yl 

Exercise  6e. — Enter  the  following  transactions  in  H.  Wray'a 
Day  Book  : — 1910.  March  1,  sold  M.  Heaps  6  tortoiseshell  cross- 
hook-handle  ladies'  umbrellas,  twill  silk  covers,  at  24s.  Qd.  each, 
and  2  chased  silver  swan-handle  ladies'  umbrellas,  silk,  at  27s.  M. 
each ;  sold  R.  Morris  1  doz.  23-in.  ladies'  umbrellas,  Gloria 
covers,  natural  handles,  at  3s.  6c?.  each,  and  1  doz.  gentlemen's 
ditto,  Union  covers,  at  4s.  M.  each  ;  sold  C.  Capper  6  steel  tube 
gentlemen's  umbrellas,  twill  silk  and  malacca,  at  ISs.  M.  each, 
i  doz.  boys'  school  umbrellas,  Union,  at  2s.  Qd.  each,  and  1  doz. 
ladies'  steel  tube*  umbrellas,  partridge  and  twill  silk,  at  13s.  Qd. 
each,  all  subject  to  5  per  cent.  Trade  Discount ;  sold  D.  Dankea 
1  artist's  sketching  umbrella,  28  in.,  spiral  ferrule,  at  12s.  Qd. — 
Ansioer.     Total  Sales  £28  35.  Qd. 

Exercise  6f. — From  the  following  particulars  prepare  C.  Mayor's 
Sales  Journal  in  analyzed  form,  containing  analysis  columns  for 
the  "Leather  Goods"  and  "  Silver"  Department  sales  respectively. 
Transactions  belonging  to  the  "Leather  Goods"  Department  are 
marked  L,  and  those  belonging  to  the  "Silver"  Department  are 
marked  S : — 1910,  April  7,  sold  M.  Beck  1  doz.  leather  photograph 
frames  (No.  38)  at  13s.  Qd.  per  doz.  (L),  and  ^  doz.  30-hr.  clocks, 
silver  in  leather  case,  at  7s.  6o?.  each  (S) ;  sold  R.  Bourne  3  doz. 
Empire  design  silver  calendars  at  95s.  per  doz.  (S),  2  doz.  glass 
matchboxes,  silver  mount,  at  72s.  per  doz.  (S),  and  1  doz.  plated 
taper  stands  at  2s.  M.  each  (S)  ;  April  8,  sold  C.  Hollingsworth 
6  assorted  designs  silver  photo  frames,  c.-de-v.  size,  at  6s.  6c?.  each 
(S),  6  ditto  cabinet  size,  at  10s.  6c?.  each  (S),  and  3  ditto,  imperial 
size,  at  17s.  Qd.  each  (S) ;  sold  M.  Swann  1  doz.  leather  writing- 
cases  (No.  88c),  at  125.  each  (L),  1   doz.  ditto  (No.    88c?),  at  15s. 


702       BOOK-KEEPING  AND  ACCOUNTS 

each  (L),  and  \  doz,  ditto  (No.  88e)  at  £1  each  (L),  all  subject 
to  5  per  cent.  Trade  Discount ;  also  1  doz.  silver-inounted  perfume 
sprays  at  45.  Qd.  each  net. — Answer.  Total  Sales  £57  la,    \0d. 

Exercise  6g. — On  Oct.  1,  L.  Marley  sold  to  P.  Newton  the 
following  goods  to  be  paid  for  in  one  month,  less  2i  per  cent. 
Discount : — 1  gross  pocket  knives  at  18s.  per  doz.,  less  33^  per  cent.; 
4  doz.  pearl  penknives  at  48s.  per  doz. ,  less  33^  per  cent.  ;  3  doz. 
ivory  penknives  at  45s.  per  doz.,  less  33J  per  cent.  ;  6  doz.  ivoroid 
table  knives  at  24s.  per  doz.,  less  25  per  cent.  ;  6  doz.  ivoroid 
dessert  knives  at  18s.  per  doz.,  less  25  per  cent.  ;  3  cases  carvers 
(5  pieces)  at  24v.  per  case,  less  25  per  cent.  In  w  hat  book  of  first 
entry  would  L.  Marley  record  these  transactions  ?  Rule  the  form 
of  book  and  make  the  entries  therein  as  they  ought  to  appear. 
Make  out  also  an  invoice  in  proper  form  for  delivery  to  the 
purchaser.  {Institute  of  Chartered  Accountants  ;  Inter. ,  Nov.  1906.)— 
Answer.     Invoice  Total  £30  5s. 

Exercise  6h. — Enter  the  following  transaction  in  its  proper  book 
of  first  entry,  and  show  the  transaction  also  in  the  Purchasers 
Ledger  Account :  — 1911.  Jan.  3,  sold  Wrightson,  Wild  &  Co.,  for 
export,  1  doz.  gents'  steel  tube  umbrellas  at  £1  Is.  each,  less 
33^  per  cent.  ;  2  doz.  ditto  at  25s.  each,  less  40  per  cent.  ;  2  doz. 
ladies'  umbrellas  at  25s.  each,  less  30  per  cent. — AnMoer.  Total 
£47  8s. 

Exercise  6i. — Enter  the  following  sales  in  my  Sales  Book  : — 1911. 
Jane  1,  Sold  to  S.  Boorman  &  Co.  2  dozen  table  knives  at  25s.  per 
dozen  ;  June  3,  sold  to  A.  Barrow  12  gold  bracelets  at  26s.  each ; 
June  6,  sold  to  J.  Steward  3  clocks  at  80s.  each  ;  June  7,  sold  to 
B.  Bashall  10  watches  at  365.  each  ;  June  8,  sold  to  R.  Olney  20 
alarm  clocks  at  3s.  9d.  each  ;  June  9,  sold  to  H.  Hope  &  Co.  10 
dozen  dessert  knives  at  50s.  per  dozen. — Answer.  Total  of  Sales 
Journal  £76  17s. 

Exercise  6j. — Enter  the  following  transactions  in  the  Sales  Book 
of  the  Californian  Preserved  Fruit  Supply  Co.,  Ltd.  : — 1911.  March  7, 
Sold  Haysome  &  Co,  50  cases  of  preserved  apricots  in  tins,  *'  Gloria  " 
brand,  at  lis.  per  case,  and  10  cases  of  preserved  Bartlett  pears, 
"Luxtra"  brand,  at  15s.  per  case  ;  sold  J.  W.  Howarth  40  cases  of 
lemon  cling  peaches  in  tins,  "Aura"  brand,  at  14s.  per  case,  and 
20  cases  apricots  (peeled)  in  tins,  "Superba"  brand,  at  21s.  per 
case  ;  both  less  5  per  cent,  trade  discount  ;  March  8,  sold  Collins  & 
Colman  50  cases  assorted  preserved  fruits  in  tins  (each  case  contain- 
ing 1  dozen  tins  apricots,  J  dozen  tins  pears,  and  §  dozen  tins 
peaclies)  at  22s.  per  case,  less  5  per  cent,  trade  discount ;  and  1 
sample  case  of  pineapple  (chunks)  at  17s.  Qd.  per  case ;  March  10, 
sold  Klenck's  Stores,  Ltd.,  5  dozen  bottles  French  cherries  in 
syrup  at  10s.  Zd.  per  dozen  bottles,  10  dozen  bottles  English  straw- 
berries in  syrup  at  6s.  6c?.  per  dozen  bottles,  and  10  dozen  bottles 
(large)  raspberries  in  syrup  at  22s.  per  dozen  bottles ;  March  11, 
sold  Elston,  Sons  &  Co.  5  cases  extra  quality  apricots  in  tins  at 
24s.  Qd.  per  case,  and  1  dozen  bottles  English  plums  at  8s.  per  dozen 
bottles  ;  March  12,  sold  W.  Kiraber  3  cases  of  peeled  apricots  in 
tins,  "Capitada"  brand,  at  25s.  per  case,  less  2^  per  cent,  trade 
discount,  and  12  cases  lemon  cling  peaches,  sliced,  at  245.  M.  per 
case,  less  5  per  cent,  trade  discount. — Answer.  Total  of  Sales 
Journal  £175  12s.  M. 
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CHAPTER  VII 

Exercise  7k. — On  the  Ist  January,  1907,  AB  decided  to  keejF' 
his  books  by  double  entry.  His  position  on  that  date  was  as 
follows : — Cash  at  bank  £300,  stock-in-trade  £400,  due  from 
customers  £500,  due  to  trade  creditors  £200,  bills  payable  out-' 
standing  £250.  Show  the  Journal  entries  necesary  to  open  the' 
books.  {Chartered  Institute  of  Secretaries  ;  Intermediate,  June,  1907.) 
— Answer.     Capital  £750. 

Exercise  7r. — On  1st  January,  1911,  I  decided  to  keep  my  books 
by  double  entry.  My  position  at  that  date  was  as  follows  : — Cash 
at  bank  £1,000,  cash  in  hand  £50,  freehold  premises  £2,000, 
bills  receivable  £150,  bills  payable  £850,  sundry  debtors  [£1,020, 
sundry  creditors  £1,560,  stock-in-trade  £560,  carts  and  horses 
£125,  loan  on  mortgage  from  C.  Wise  £1,000.  Prepare  the 
Journal  entries  necessary  to  open  my  books.  Answer.  Capital 
£1495. 

Exercise  7g. — Enter  the  following  transactions  in  a  Journal, 
ruling  the  necessary  form  : — 1910.  Feb.  17,  exchanged  2  horses 
worth  £20  each,  and  a  cart  worth  £15,  receiving  against  them  II 
sheep  worth  £5  each  ;  June  16,  exchanged  a  motor  bicycle  worth 
£20  with  Henry  Jones,  he  giving  me  a  tricycle  worth  £12  and  a 
camera  worth  £8  in  exchange  for  it ;  Sept.  16,  parted  with  a  set 
of  harness  (new)  worth  £5,  receiving  in  exchange  2  second-hand 
sets  of  harness  worth  £2  10s.  apiece.  Also  enter,  under  date  the 
31st  Dec,  1910,  the  Journal  entries  necessary  to  rectify  the  follow- 
ing : — I  received  £60  on  the  24th  Sept.,  1910,  from  J.  Jones  ;  my 
book-keeper  credited  it  in  error  to  W.  Jones  &  Co.  Ltd.,  with  whom 
also  I  have  had  dealings. — R.  Masters  paid  me  a  fee  of  £5  5s.  for 
valuing  some  property  belonging  to  him  ;  my  book-keeper  has 
credited  it  erroneously  to  "Cash  Sales"  Account. — Aimver. 
Journal  Totals  £145  5s. 

Exercise  7h. — Journalize  the  following  transactions,  ruling  the 
necessary  form,  and  inserting  dates  : — Started  business  with  £100 
cash,  £200  goods  on  hand,  and  owing  C.  Miles  £50 ;  made  Hoare 
&  Co.  a  special  allowance  of  £5  in  respect  of  certain  goods  sold  to 
them  ;  I  find  that  my  book-keeper  on  August  31st  credited  £20 
received  from  C.  Jones  to  G.  Jones  &  Son^s  account  instead  of  to  C. 
Jones* ;  write  £50  off  Furniture  and  Fixtures  and  £20  off  Plant  and 
Machinery ;  transfer  the  following  balances  to  the  Profit  and  Loss 
Account,  viz.  : — General  expenses  (Dr.)  £120;  discount  received 
(Cr.)  £35  ;  rent,  rates,  and  taxes  (Dr.)  £250  ;  salaries  (Dr.)  £655.— 
Ansiver.     Journal  Totals  £1525. 

Exercise  7i. — What  transactions  do  the  following  Journal  entries 

represent?  £     s.    d.        £,      s.  d. 

Feb.  1.    Bill  Receivable 

Cash. 

Discount    . 

To  Frant  &  Co.  . 

„    3.  Roberts  &  Co.    . 

To  Bills  Payable 

,,    5.  Bank 

To  Cash      . 
B  B 


.  Dr. 

150 

0 

0 

*  it 

11 

0 

0 

»» 

0 

7 

5 

161 

7 

« 

°.  Dr. 

100 

0 

0 

w 

100 

0 

0 

*.  Dr. 

400 

0 

0 

yi 

— 

400 

0 

0 

£ 

s. 

d. 

40 

8 

9 

40 

8 

9 

20 

0 

0 
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£     s.    d. 
Feb.  7.  Cash  .         .         .         .Dr. 

Bad  Debts  .         .         .      ,, 

To  J.  Rupert      .         . 80  17     6 

9.  Private  Expenses       .         .     Dr. 

To  Bank  .         .      ,,  20    0    0 

{College  of  Preceptors ;  Junior,  Midsum/ner,  1907.) 
— Answer.  Feb.    1,  Bill  and  Cash  received    under  discount   from 
Frant  &  Co.  ;  Feb.   3,  Acceptance  given  Roberts  &  Co.  ;  Feb.   o, 
Cash  paid  to  bank  ;  Feb.  7,  10s.  in  the  £  received  on  J.  Rupert's 
debt,  rest  written  off  ;  Feb.  9,  cheque  drawn  for  private  expenses. 

Exercise  7j. — The  books  of  Messrs.  Wni.  Jones  k  Co.  were 
balanced  on  31st  Dec,  1903,  and  a  Profit  and  Loss  Account  and 
Balance  Sheet  prepared.  The  profit  for  the  year,  as  shown  by 
these  accounts,  amounted  to  £2,481  6s.  M.  The  following  mistakes 
had  been  made  by  the  book-keeper  during  the  year  : — 

(a)  A  gas  engine  costing  £450  had  been  debited    to    "Purchases 

Account"  instead  of  to  "  Machinery  and  Plant." 
(h)  An  amount  of  £15  12s.  8c?.  received  as  a  final  dividend  in  the 
estate  of  G.  Smith,  the  balance  of  whose  account  had,  in  a 
previous  year,  been  written  off  as  a  bad  debt,  was  standing 
to  the  credit  of  a  newl3'-opened  account  under  the  same 
name,  and  was  included  amongst  the  "Sundry  Creditors" 
in  the  Balance  Sheet, 
(c)  A  cheque  amounting  to  £10  4s.  8rf.,  which  had  been  returned 
dishonoured,    was    posted    to    the  debit  of   "Allowances 
Account"   instead  of  to  the  account  of  B.    Browii,  from 
whom  it  was  received. 
{d)  Goods  amounting  to  £52  Is.   4c?.  had  been  returned  by  R. 
Robinson,  on  Dec.  30th,  1903,  and  were  taken  into  stock, 
but    the  entries    recording  the    return    were  not  passed 
through  the  firm's  books  until  Jan.  4th,  1904. 
What  adjustments  would  be  necessary  to  rectif}'^  these  errors, 
and  how  would  they  affect  the  above-mentioned  profit  ?     (London 
Chamber  of   Commerce;    Senior,    1904.) — Answer.  Adjusted    Profit 
£2905  2s.  id. 

Exercise  7k. — Make  the  following  Journal  entries,  posting  the 
same  in  the  Ledger  Accounts  and  showing  both  the  Journal  entries 
as  also  the  postings  in  such  Ledger  Accounts : — (a)  Debit  William' 
Brown  1  year's  interest  at  5  %  on  £1,000  loan  to  him,  say  £50. 
{h)  Credit  William  Brown  with  Income  Tax  on  this  £50  interest  at 
Is.  in  the  £,  say  £2  10s.  (c)  Transfer  the  following  totals  to  the 
debit  of  Profit  and  Loss  Account :  Rent  £100,  salaries  £500, 
postages  £5  10s.,  say  £605  10s.  [d)  Transfer  the  following  totals 
to  the  credit  of  Profit  and  Loss  Account:  Commissions  £l,210, 
agencies  £705,  interest  on  loan  £47  10s. —  say  £1962  10s.  [Institute 
of  Bankers;  Preliminary,  April,  1906.) — Answer.  Journal  Totals 
£2620  10s. 

Exercise  7l. — Prepare  the  Journal  Entries  which  are  necessary 
in  order  to  correct  the  following  errors,  ruling  the  necessary  forms. 
Date  the  entries  May  19,  1911  :— £60  was  received  from  A.  Day  on 
March  4,  1911,  and  was  credited  to  his  account.  It  now  appears 
that  he  remitted  the  money,  not  on  his  own  behalf,  but  on  behalf 
of  his  father,  Richard  Day,  with  whom  I  have  had  dealings.  My 
Ledger-keeper  made,  on  Jan.  10,  1911,  the  following  entries  on 
the  debit  side  of  his  Cash  Book  :  (a)  To  Commission  Account,  cheque 
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fromC.  Way  £27  2s.  M.  ;  (6)  To  Horses  Account,  proceeds  of  one 
horse  sold  to  C.  Way  £25  ;  (c)  To  G.  Way,  cheque  for  credit  of  his 
account  £17  2s.  M.  ;  he  posted  the  entries  accordingl3\  It  now 
appears  that  the  £17  2s.  9c?.  was  the  purchase-price  of  the  horse 
sold  by  me  for  cash  to  C.  Way,  that  the  £27  2s.  M.  was  a  cheque 
remitted  by  C.  Way  for  credit  of  his  account  as  one  of  niy  trade 
customers,  and  that  the  £25  was  for  commission  remitted  by  C.  Way 
to  me  for  letting  one  of  his  farms.  On  March  1,  I  paid  £25  by 
cheque  to  R.  Lucien,  being  his  fee  for  surveying  an  estate  owned 
b}*-  me  ;  it  should  therefore  have  been  debited  to  "  Surveyor's  Fees  " 
Account.  My  Ledger-keeper  has,  however,  debited  the  amount  to 
R.Lucien's  Personal  Account.  I  paid  in  cash  £3  10s.  to  W.  Hughes, 
an  injured  workman,  as  compensation.  My  Ledger-keeper  lias 
debited  this  sum  to  "Workmen's  Compensation "  Account ;  this 
sum  was,  however,  paid  by  me,  not  on  my  own  behalf,  but  on  behalf 
of  the  Insurance  Company  with  whom  I  am  insured  against  this 
kind  of  loss  ;  the  Company  later  on  sent  me  a  cheque  for  the  £3  10s., 
and  the  sum  should,  originally,  have  been  debited  to  them. — 
Answer.     Journal  Totals  £157  15s.  M. 

Exercise  7m. — Prepare  Journal  Entries  to  correct  the  following 
errors  :— Oct.  1,  Received  a  clieque  for  £15  which  was  posted  to 
the  credit  of  M.  Brown,  although  it  really  came  from  W.  Brown  & 
Co.  ;  October  3,  I  paid  a  solicitor  named  L.  Mauve  a  cheque  for 
£10  10s.  for  some  legal  work  he  had  done  for  me,  which  should  have 
been  posted  to  Legal  Expenses  ;  my  book-keeper,  however,  opened 
an  account  for  L.  Mauve  and  posted  it  to  that  account ;  Oct.  6, 
I  returned  some  unsatisfactory  goods  worth  £10  to  G.  Chrome,  part 
of  a  lot  he  had  sent  me,  these  returns  were  entered  in  the  Sales 
Book  ;  Oct.  10,  an  item  of  £50  was  posted  to  the  "Furniture" 
Account  instead  of  to  the  "Premises  "  Account. — Answer.  Journal 
Totals  £85  10s. 

Exercise  7n. — From  the  following  details  write  up  the  Journal 
Entry  necessary  vto  open  the  books  of  B.  Scarlett  as  on  Oct.  1, 
1911,  showing  the  commencing  "  Capital ":— Cash  at  Bank 
£271  3s.  9^.  ;  Stock  £475  Os.  8c?.  Creditors,  G.  Gray  £27  2s.  ; 
S.  Madder  £47  3s.  Id.  ;  Premises  £800 ;  Plant  and  Machinery 
£247  6s.  M.  Debtors,  G.  Bice,  £73  6s.  M.  ;  M.  Steyne,  £32  4s.  2d. 
—Answer.     Capital  £1,824  16s.  6c?. 

Exercise  7o. — From  the  following  details  prepare  the  Journal  Entry 
necessary  to  open  the  books  of  R.  Wagner  as  on  Jan.  1,  1911  : — 
Leasehold  premises  £1,500 ;  furniture  and  fittings  £75 ;  stock 
£1,122  7s.  M.  Debtors,  L.  Beethoven  £47  6s.  2c?.  ;  F.  Mendelssohn 
£6  Os.  2d.  ;  F.  Schubert  £47  9s.  9c?.  ;  bill  receivable  £225 ;  cash  at 
Bank  £62  Os.  4c^.  Creditors,  G.  H.  Handel  £99  4s.  7c?.  ;  A.  S.  Sullivan 
£62  Os.  4c?.  ;  F.  Chopin  £30.  Cash  in  hand  £22  4s.  2c?.  Owing  to 
F.  Liszt  (money  lent  by  him  to  start  the  business)  £4,000. — Answer. 
Capital  debit  balance  £1,083  17s.  Id. 

Exercise  7p. — The  undermentioned  errors  were  discovered  in  the 
books  of  J.  Johnson  &  Co. ,  affecting  the  year  ended  June  30,  1910. 

1910. 

(1)  April  20.     A  cheque  received  from  W.  Brown  for  £11  was 

posted  to  his  credit  as  lis. 

(2)  May    31.     A    Sale    of    £26    10s.    was    credited    correctly, 

but    debited    to    the    Customer's    Account    as 
£20    6s.  10c?. 
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1910. 

(3)  June    29.     Goods  were  returned  by  R.  Carr  of  tlie  invoice 

value  of  £27  10s,,  and  were  taken  into  Stock  at 
£25,  but  the  returns  were  not  entered  in  the 
books  until  the  following  month. 

(4)  June    29.     The  acceptance  of   Badart  Freres  to  Johnson  & 

Co.'s  draft  for  £220  payable  in  Paris  and  which 
had  been  discounted,  was  dishonoured.  The 
acceptance  was  worthless  and  the  Bankers 
debited  Johnson  &  Co.'s  Account  on  July  1, 
1910. 

Show  how  the  adjusting  entries  should  be  made  in  J.  Johnson  & 
Co.'s  books  at  June  30,  1910  {Institute  of  Chartered  AccouiUants ; 
Intermediate,  November  1910). — Answer. 

(1)  Credit  W.  Brown    £10  9s.  Od.\..„  „^  f„^i.or.  «„+.,. 

(2)  Debit  the  Customer  £6  3s.  Id.  |"^aking  no  further  entry. 

(3)  June,  Debit  Returns,  Credit  Carr  £27  10s. 

(4)  Credit  Bankers,  Debit  Bad  Debts  £220. 


CHAPTER  VIII 

Exercise  8e. — Henry  Johnson,  provision  merchant,  holds  two 
Bills  Receivable,  one  being  for  six  months  for  £100,  accepted  on 
June  30,  1904,  by  George  Jenkins,  and  the  other  for  rive  months, 
accepted  on  June  18,  1904,  by  Alfred  Smith,  for  £90.  Give  a  sketch 
of  a  suitable  Bills  Receivable  Book  for  Henry  Johnson  and  enter 
tiie  above  Bills  therein.  Alfred  Smith  failed  to  honour  the  Bill 
accepted  by  him  :  What  entries  does  such  default  necessitate  in 
Henry  Johnson's  books?  {Society  of  Arts;  Iiitemiediatc,  1905). — 
Ansiccr.     B.R.  Book  Total  £190. 

Exercise  8f. — On  1st  February,  1909,  the  Welsh  Coal  Company, 
Limited,  owe  to  the  Birmingham  Steel  Company,  Limited,  £1,100, 
subject  to  a  rebate  of  3  per  cent.,  ai\d  they  have  a  contra  account 
against  the  latter  Company  of  £750,  subject  to  a  deduction  for 
allowances  and  short  weight  of  £18.  It  was  agreed  to  settle  the 
balance  of  the  accounts  by  a  bill  at  three  months'  date,  and  the  bill 
is  discounted  one  month  before  maturity'  at  3  per  cent,  per  annum. 
Show  the  form  in  which  the  bill  would  be  drawn  and  signed, 
including  the  form  of  acceptance  and  of  endorsement  ;  and  show  the 
transactions  as  they  will  appear  in  the  books  of  the  second-named 
Company.  {Institute  of  Chartered  Accountants-,  Inter.,  Nov.  1909.) — 
Answer.     Amount  of  Bill  £335 ;  Discount  on  Bill  16s.  lOd. 

Exercise  8g. — Ebenezer  Scrooge  draws  a  bill  for  £250  on  Jacob 
Marley  at  four  months  from  March  1.  On  May  1  he  finds  it  con- 
venient and  discounts  the  bill  with  his  bankers,  who  charge  him 
5  per  cent.  Instance  the  necessary  entries  in  Scrooge's  books  to 
bring  these  transactions  to  account.  {Society  of  Accountants  and 
Auditors ;  IrUennediate,  June,  1901.) — Answer.  Discount,  64  days, 
£2  3s.  10(/. 

Exercise  8h. — From  the  following  particulars  write  up  my 
Returns  Outwards  Book  : — 1910.  Nov.  1,  returned  to  Brown  &  Co., 
London,  1  plated  crumb-scoop,  ivory  handle  at  22s.  6c?.,  ivory 
stained;  returned  to  Jones  &  Co.,  Birmingham,  1  glass  and 
electro-plated  biscuit  box  al  135.  9o?.,  cracked;  Nov.  2,  returned  to 
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B.  Williams,  Sheffield,  1  case  of  cake  servers,  silver,  at  £2  2s.  6(f., 
wrong  pattern,  and  2  silver  napkin  rings  at  105,  Qd.  each,  6  ordered, 

8  sent;  Nov.  5,  returned  to  M.  Hayes,  London,  3  E.P.N.S. 
waiters,  chased,  at  £2  Is.  each,  less  10  per  cent.  Trade  Discount, 
wrong  size  sent ;  Nov.  7,  returned  to  C.  Jay,  London,  3  cases  tea- 
spoons and  tongs,  silver,  at  3Gs.  per  case,  less  5  per  cent.  Trade 
Discount,  and  2  sets  silver  muffineers  in  case  at  355.  per  set  net, 
both  wrong  pattern. — Answer.  Returns  Outwards  Book  Total  £19  3s. 

Exercise  8i. — From  the  following  particulars  prepare  the  Returns 
Outwards  Book  of  C.  Ray,  cai-pet  dealer,  assuming  that  all  goods 
returned  are  allowed  for  at  full  invoice  prices:  1910.  Sept.  1, 
returned  to  Hays  &  Co.,  3  Axminster  carpet  squares  12  ft.  by  10  ft., 
wrong  size,  invoiced  at  £3  10s.  each  ;  Sept.  6,  returned  to  Ryle  & 
Sons  1  Roman  bordered  carpet  12  ft.  by  15  ft.,  wrong  colour, 
invoiced  at  £3  5s.,  less  5  per  cent.  Trade  Discount,  and  2  bedi'oom 
art  carpets  9  ft.  by  15  ft,,  stained  with  grease,  invoiced  at  £2  each 
net ;  Sept.  12,  returned  to  R.  Home  3  hearth  rugs  72  in.  by  36  in., 
stained,  invoiced  at  9s.  6d.  each,   and  6  Axminster  corridor  rugs 

9  ft.  by  3  ft.,  wrong  colour,  invoiced  at  13s.  6d.  each  ;  Sept.  13, 
returned  to  Maynes,  Ltd.,  6  goat-skin  hearth  rugs,  invoiced  at 
17s.  6c?.  each,  skin  faulty,  1  mottled  hearth  rug,  No,  38,  wrong 
colour,  invoiced  at  3s.  Qd.,  and  5  Brussels  squares  12  ft.  by  9ft., 
inferior  quality  to  those  ordered,  invoiced  at  £2  2s.  each. — Answer. 
Returns  Outwards  Book  Total  £38  19s.  9d. 

Exercise  8j. — From  the  following  particulars  prepare  the  Returns 
Inwards  Book  of  M.  Wise  &  Co.,  photographic  dealers  ;  all  returns 
are  allowed  for  at  full  invoice  prices  : — 1910.  Oct.  12,  Brown  &  Co. 
returned  1  No.  68  ^-plate  stand  camera,  lens  cracked,  invoiced  at 
£3  3s.,  and  1  No.  32b  i-plate  shutter  invoiced  at  10s,  6d.,  faulty. 
Oct,  12,  M,  Hays  returned  3  "Midget"  watch  camera  outfits 
invoiced  at  £1  each  less  5  per  cent.  Trade  Discount,  arrived 
damaged,  and  1  "  Prena "  ^-plate  film  camera  invoiced  at  32s.  6d., 
shutter  faulty  ;  Oct.  13,  R.  Hedges  returned  1  "  Dufour  "  :^-plate 
box  hand  camera,  No.  38,  invoiced  at  £3  3s.,  lens  defective;  Oct.  14, 

C.  Hubert  returned  2  telescopic  aluminium  camera  stands  invoiced 
at  £1  Is.  each,  not  as  ordered,  and  1  waterproof  canvas  camera  case 
invoiced  at  8s.  6d.,  soiled  ;  Oct.  17,  E.  Bradbury  returned  1  X.R.A. 
4 -plate  lens  invoiced  at  £5,  less  5  per  cent.  Trade  Discount,  not 
needed,  2  youths'  "Guinea"  hand  cameras  invoiced  at  12s.  6d.  each 
net,  damaged,  and  1  "Grandex  "  daylight  enlarger,  size  K,  invoiced 
at  25s.,  not  as  ordered. — Answer.  Returns  Inwards  Book  Total 
£21  Is.  Qd. 

Exercise  8k. — From  the  following  particulars  write  up  my  Returns 
Inwards  Book  in  analyzed  form,  including  columns  for  "Plate"  and 
"Cutlery"  Departments: — 1910.  Dec.  5,  Church  Bros,  returned  1 
E.P.N.S.  waiter  (12  inch)  at  £1  17s.  6d.,  and  1  doz.  ivory-handled 
knives  at  37s.  Qd.  per  doz.,  both  wrong  patterns  ;  Dec.  7,  Child 
&  Co.  returned  2  dozen  ivory-handled  knives  at  35s.  per  dozen, 
ivory  inferior,  and  1  plated  mount  claret  jug  at  25.s'.,  plating 
imperfect ;  Dec.  9,  J.  Harrison  returned  2  electro-plated  biscuit 
boxes  at  £1  10s.  each,  and  1  case  electro-plated  fish  knives  and 
forks  at  £4,  both  not  as  ordered. — Ansioer.  Returns  Inwards 
Book  Total  £15  IDs. 

Exercise  8l. — Henry  Harris,  an  iron  and  steel  merchant,  bought 
from  a  Railway  Company  on  Sept.  1,   1896,    245  tons  of  old  steel 
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rails  at  355.  per  ton,  paying  for  the  same  before  delivery  by  a 
cheque  on  his  bankers  for  the  full  amount.  The  rails  were  delivered 
on  Sept.  3,  when  five  tons  proved  to  be  iron  rails  and  were  returned 
to  the  Railway  Company.  The  remainder  were  sold  as  follows  : — 
Sept.  5,  100  tons  to  J.  Wilson  &  Sons  at  455.  per  ton  on  monthly 
account,  for  which  Harris  drew  a  bill  on  them  at  3  months  and 
discounted*  it  at  4  per  cent,  per  annum  ;  Sept.  7,  120  tons  to 
Thomas  Frith  at  405.  per  ton  on  monthly  account.  This  was  duly 
paid  for  on  Oct.  10  by  cheque  for  the  full  amount ;  Sept.  2  to  8, 
20  tons  to  sundry  persons  at  an  average  price  of  42.?.  per  ton  for 
cash.  Write  up  the  books  of  Henry  Harris  in  accordance  with  the 
particulars  given  above  and  post  to  the  various  ledger  accounts. 
JDraw  the  three  months  bill  above  mentioned  accepted  payable  at 
the  City  and  County  Bank,  and  enter  the  particulars  in  Henry 
Harris's  Bill  Book  ;  {iTistitute  of  Clmrtered  Accmmtants  ;  Ldermediate, 
December,  \^^.)— Answer,  Totals  :  Purchases  £428  15s.;  Sales  £507  ; 
Returns  Outwards  £8  155. 

Exercise  8m. — A  sold  goods  to  the  value  of  £600  to  B  on 
Jan.  2,  1908.  On  Feb.  2  B  sent  A  a  bill,  dated  that  day,  for  £600 
at  4  months.  On  March  5  A  discounted  the  bill  with  his  bankers 
at  6  per  cent,  per  annum,  f  On  May  28  B  wrote  to  A  and  informed 
him  that  he  was  unable  to  meet  the  bill,  and  requested  A  to  retire 
it,  which  A  did.  At  the  same  time  B  sent  A  a  cheque  for  £200 
(which  was  duly  met)  and  a  bill  at  three  months  dated  June  2  for 
£400  and  interest  at  5  per  cent,  per  annum,  f 

Make  the  entries  in  A's  books  recording  the  above  transactions, 
opening  and  posting  up  in  the  Ledger  the  accounts  which  are 
affected.  [Institute  of  Chartered  Acccntntants  ;  Final,  November,  1908.) 
— Aiiswer.     Discount  £9,  amount  of  Second  Bill  £405. 

Exercise  8n. — From  the  following  particulars  prepare  the  Pur- 
chases Returns  Book  of  Hubert  Smith.  1911.  March  21,  returned 
to  Pannell  Bros.  2  tables,  top  20  in.  sq.,  *'  not  as  ordered,"  invoiced 
at  15s.  each,  £1  lOs.  ;  March  22,  returned  to  Hare  &  Co.  1  office 
arm-chair,  invoiced  at  12s.,  "  one  leg  broken,"  12s.  ;  1  small  table, 
invoiced  at  8s.,  "  top  badly  scratched,"  8s.  ;  March  24,  returned  to 
Mr.  Chase  1  lady's  rocking-chair,  cane,  invoiced  at  12s.,  ordered 
"upholstered  plush,"  12s.  ;  March  29,  returned  to  Wharton  &  Co. 
1  bath-chair,  wicker,  invoiced  at  £1  15s.,  medium  size  ordered, 
small  size  received  ;  March  31,  returned  to  Hare  &  Co.  1  japanned 
and  decorated  dressing-chest,  "glass  cracked,"  invoiced  at  £1  2s.  ; 
1  mahogany  occasional  table,  "top  cracked,"  invoiced  at  19s.  6d. 
1  cretonne-covered  sofa,  "cretonne  wrong  pattern,"  invoiced  at 
£1   155. — Atiswcr.  Total  of  Purchases  Returns  Book  =£8  13s.  6d. 

Exercise  So. — From  the  following  particulars  write  up  the  Sales 
Returns  Book  of  the  Euston  Carpet  Supply  Co.  : — 1911.  May  17, 
received  from  J.  Brown,  2  seamless  Axminster  carpet  squares, 
12  ft.  X  10  ft.  6  in.,  "wrong  size,"  invoiced  at  £4  each,  £8; 
May  18,  received  from  D.  Mackenzie  10  Brussels  bedroom  carpet 
squares  12ft.  X  9ft.,  assorted  colours,  "inferior  quality  to  those 
ordered, "  in  voiced  at  £2  15s.  each,  less  10  per  cent,  trade  discount ; 
May  19,  received  from  O'Connor  and  Long  1  heavy  Roman  bordered 
bedroom  art  carpet,  12ft.  X  15ft.,  "wrong colour,  "invoicedat £325. 6o?. ; 

*  Work  discount  in  months. 

t  Work  discount  and  interest  in  months. 
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.2  Corona  bordered  bedroom  art  carpets,  9  ft.  x  15  ft.,  "wrong 
pattern,"  invoiced  at  £2;  1  hearth-rug,  72  in.  x  36  in.,  W.C.  992, 
"stained  with  grease,"  invoiced  at  9s.  6c?.  ;  May  24,  received  from 
G.  Lloyd  &  Cecil,  Ltd.,  2  Axminster  corridor  rugs^  9  ft.  x  3  ft., 
"wrong  size,"  invoiced  at  16s.  each,  £1  12s.  ;  Goat-skin  hearth-rug, 
grey,  invoiced  at  18s.  9c?.,  "skin  faulty"  ;  May  26,  received  from 
the  Streatham  Stores  Co.,  Ltd.,  1  mottled  hearth-rug,  64  in.  x  27  in., 
"  stained,"  invoiced  at  3s. — Amwer.  Total  of  Sales  Returns  Book  = 
£41  Os.  9d. 

Exercise  8p. — Pass  the  following  transactions  through  the  proper 
books  (including  a  Bills  Receivable  Book  to  be  ruled  by  you),  and 
make  all  the  entries  which  are  necessary  to  comply  with  the  double- 
entry  system:— 1911.  Jan.  6,  received  from  Hubert  &  Co.  their 
acceptance  (No.  1),  drawn  by  me  in  my  own  favour,  payable  three 
months  from  to-day,  at  394,  Lime  Street,  E.C.,  for  £200;  Jan.  18, 
received  from  Miles  Bros,  a  Bill  of  Exchange  (No.  2),  drawn  bj'  me 
on  them  in  my  favour,  payable  two  months  after  date  at  the  Bank 
of  England,  London,  dated  Jan.  18,  1911,  for  £250;  Jan.  21, 
received  from  Wrilding  &  Co.,  a  Bill  of  Exchange  (No.  3),  drawn 
by  myself  on  them  in  my  favour,  payable  ten  days  after  date  at 
222,  Little  Mill  Street,  Leeds,  dated  Jan.  21,  1911,  for  £600; 
Feb.  3,  Bill  Receivable  (No.  3),  due  to-day,  was  presented  by 
.my  bankers,  and  was  duly  paid  to  them  for  my  account ;  March  9, 
I  discounted  Bill  (No.  1)  with  my  bankers,  being  charged  discount 
15s.  ;  March  21,  Bill  Receivable  (No.  2),  due  to-day,  was  paid  by 
me  into  my  Bank  Account  for  collection,  but  was  returned  dis- 
honoured, the  Banlc  having  charged  me  Is.  6d.  for  "noting 
expenses "  in  connection  with  the  Bill ;  March  22,  received  from 
O.  Jones  his  acceptance,  drawn  by  me  in  my  favour,  payable  one 
month  after  date,  dated  March  22,  1911  (No.  4),  for  £200.— Aoisiver. 
Total  of  Bills  Receivable  Book  =  £1,250. 

Exercise  8q. — Pass  the  following  transactions  through  my  books 
in  double-entry  form,  including  a  properly  ruled  Bills  Payable 
Book.  All  bills  are  made  payable  at  my  bankers.  The  total  of 
the  Bills  Payable  Account  is  to  be  posted  in  its  proper  place  : — 
1910.  June  2,  accepted  J.  Jones's  draft  three  months  from  date,  in 
his  own  favour,  dated  June  2,  1910  (bill  payable  No.  36),  for  £300  ; 
June  3,  W.  Brown  drew  on  me,  in  his  own  favour,  at  ten  days 
after  date,  dated  June  3,  1910— accepted  this  draft  (No.  37),  £250 ; 
June  9,  handed  to  C.  Miles  my  acceptance,  in  his  favour,  due 
June  25-28,  1910  (No.  38),  for  £100 ;  June  16,  accepted  Warren  & 
Sons'  draft,  in  their  own  favour,  dated  June  16,  payable  one  month 
after  date  (No.  39),  for  £200;  June  16,  bill  payable  (No,  37)  was 
paid  by  the  Bank,  £250 ;  June  28,  bill  payable  (No.  38)  was  paid 
by  the  bank,  £100  ;  July  19,  bill  payable  (No.  39)  was  paid  by  the 
Bank,  £200  ;  Sept.  5,  bill  payable  (No.  36)  was  paid  by  the  Bank, 
£300  ;  Sept.  7,  gave  C.  Drew  my  acceptance,  in  his  favour,  dated 
to-day,  payable  three  months  after  date,  drawn  by  him  (No.  40), 
for  £100.—A7iswer.  Total  of  Bills  Payable  Book  =  £950. 

Exercise  8r. — From  the  following  particulars  prepare  the  Returns 
Outwards  Book  of  V.  Summers,  Gentlemen's  Outfitter : — 1910. 
Sept.  9,  returned  to  the  Premier  Outfit  Co.,  Ltd.,  1  chaufifer's 
jacket,  wrong  size  sent,  24s.  Qd.,  ;  Sept.  11,  returned  to  R.  Hall 
&  Co.,  1  doz.  pairs  boys'  boots  at  54s.  the  doz.,  inferior  quality, 
J  doz.  slippers  at  24s.   the  doz.,   wrong  colour  sent;    Sept.    18, 
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returned  to  the  West  End  Co.,  Ltd.,  3  doz.  gentlemen's  collars  at 
OS.  6d.  per  doz.  sent  in  excess  of  order. — Answer.   Total  £5  Is. 

Exercise  8s. — From  the  following  particulars  prepare  the  Pur- 
chases Returns  Book  of  H.  Brown,  Furniture  Dealer : — 1910. 
March  17,  returned  to  Turner  &  Co.  3  arm-chairs,  "not  as 
ordered, "  invoiced  at  37s.  Qd.  each  less  5  per  cent,  trade  discount ; 
March  24,  returned  to  Carpenter  Bros.  1  overmantel,  warped,  in- 
voiced at  42s.  net ;  March  26,  returned  to  S.  Joiner,  1  set  of  fire- 
irons,  invoiced  at  12s.  6d.  less  10  per  cent,  trade  discount;  March 
31,  returned  to  L.  Carver,  1  bracket,  broken  in  transit,  17s.  <od.  net. 
—Answer.  Total  £8  17s.  7^d. 

Exercise  8t. — From  the  following  particulars  write  up  the  Sales 
Returns  Book  of  Messrs.  Sillicker  &  Co.,  Glass  Merchants  : — 1910. 
Oct.  3,  Messrs.  T.  Quart  &  Co.  returned  1  doz.  and  4  tumblers, 
broken  in  transit,  charged  at  'id.  each,  less  trade  discount  of 
25  per  cent.  ;  Oct.  4,  Messrs.  Flint  &  Co.  returned  one  packing-case, 
charged  at  4s.  6d.  ;  Oct.  6,  J.  Taylor  returned  1  quart  decanter, 
badly  engraved,  charged  at  21s.  the  pair,  less  10  per  cent.  Trade 
Discount ;  Oct.  7,  Messrs.  Tantalus  &  Co.  returned  3  cut-glass 
jugs,  wrong  colour  sent,  charged  at  2s.  6d.  ea«h  net. — Amtoer. 
Total  £1  5s.  5^d. 

CHAPTER  IX 

Exercise  9e. — Write  up  the  following  transactions  of  Joseph 
Granby  in  his  Cash  Book  and  Sold  and  Bought  Day  Books  ;  post 
to  his  Ledger,  and  make  out  a  Trial  Balance  as  on  June  30,  1900. 
1900.  Jan.  1,  cash  in  hand  £17  15s.  Sd.  ;  cash  at  bank  £186  17s.  9d.  ; 
goods  in  stock  £349  13s.  lid.  ;  Jan.  8,  sold  to  Wells  &  Son  goods 
£19  16s.  3rf.  ;  Jan.  12,  bought  of  Brown  Bros,  goods  £24  19s.  Id.  ; 
Feb.  12,  Wells  &  Son  pay  £19  10s.— allowed  them  discount  6s.  Sii.  ; 
Feb.  13,  paid  to  bank  £10 ;  March  6,  drew  cheque  for  Brown 
Bros.  £12  ;  March  13,  sold  to  Chas.  Carr  goods  £34  15s.  Id.  ; 
March  31,  received  cash  for  goods  £2  10s.  ;  April  4,  bought  goods 
of  D.  Dixon,  £86  2s.  9d.  ;  April  18,  Joseph  Granby  withdraws  cash 
£20*  ;  April  28,  received  from  Carr,  and  paid  to  bank,  £33,  dis- 
count £1  15s.  Id.  ;  May  9,  Wells  &  Son  buy  goods  £96  14s.  3d.  ; 
May  25,  Wells  &  Son  pay  cash  £40  ;  June  6,  paid  Brown  Bros,  cash 
£12  10s.,  discount  9s.  1'/.  ;  June  14,  paid  Dixon  cash  £10,  and 
cheque  on  bank  £30  ;  June  23,  drew  cheque  for  rent  £25  ;  cash 
paid  for  sundry  expenses  £14 17s.  3d.  (  West  Riding  County  Council^ 
imO.)— Answer.  Trial  Balance  Totals  £734  5s.  3d. 

Exercise  9f. — Thomas  Flint  bought,  on  Jan.  1,  1901,  from  the 
trustee  of  Samuel  Chrystal,  a  bankrupt,  his  business  as  haberdasher, 
paying  him  immediately  £400  for  the  stock  and  £50  16s.  Qd.  for 
furnitxare  and  fixtures  (taken  at  a  valuation),  but  nothing  for  good- 
will, while  the  trustee  kept  and  collected  the  book  debts.  Flint 
brought  in  as  working  capital  £549  3s.  &d.  He  opened  the  usual 
books,  using  his  Cash  Book  to  record  all  receipts  and  payments 
which  were  through  his  Bankers,  while  he  kept  a  Petty  Cash  Book 
to  record  the  payment  of  wages  and  sundry  expenses  connected 
with  the  business.  Pass  the  above  and  the  following  transactions 
through  the  proper  books  to  the  Ledger,  and  extract  a  Trial 
Balance  as  on  Jan.  31  : — Jan.  1,  drew  and  cashed  cheque  for  petty 
cash  £10 ;  Jan.  3,  bought  of  AIdcI  Smith  455  yds.  velvet  at  9s.  Qd. 
*  Debit  J.  Granby's  Capital  Account. 


SUPPLEMENTARY  EXERCISES         711 

a  yd.,  and  996  yds.  black  silk  at  5s.  M.  a  yd.  Accepted  Smith's 
bill  at  6  months  for  the  amount  of  the  invoice  plus  interest  at 
5  per  cent,  per  annum  for  the  accommodation  ;  Jan.  4,  bought  6 
seats  for  his  assistants  at  10s.  each,  and  a  new  counter  costing  £27, 
and  paid  for  same  net  ;  Jan.  6,  bought  of  Adam  Jones  9  pieces,  of 
64  yds.  each,  Irish  linen  at  2s.  2d.  a  yd. ,  2^  per  cent,  cash  discount 
being  allowed  for  payment  within  14  days ;  Jan.  7,  paid  his 
accountant  £24  3s.  6d.  for  examining  the  books  of  S.  Chrystal  and 
negotiating  purchase  with  trustee  ;  Jan.  8,  received  from  his  prin- 
cipal assistant  £50  as  a  loan  at  5  per  cent.  per.  annum  interest, 
plus  7i  per  cent,  of  the  profits  ;  Jan.  10,  sold  Mrs.  White  16  yds. 
velvet  at  12s.  M.  a  yd.,  33  yds.  Irish  linen  at  2s.  Qd.  a  yd.,  2 
Victoria  felt  underskirts  at  10s.  M.  each,  12  yds,  black  silk  at 
6s.  Qd.  a  yd.,  and  6  yds.  purple  silk  at  M.  a  yd.  The  total  purchase 
was  to  be  paid  for  not  later  than  Feb.  6,  5  per  cent,  per  annum 
being  charged  on  the  account  if  overdue,  while  IJ  per  cent,  dis- 
count was  to  be  allowed  if  paid  within  7  days  ;  Jan.  11,  paid  his 
lawyer  for  expenses  connected  with  the  purchase  of  the  business 
£10  6s.  M.  ;  Jan.  12,  paid  from  petty  cash  postage  of  circulars  £3, 
and  sundry  shop  expenses  £2  12s.  6c?.  ;  Jan.  13,  received  from 
Mrs.  White  payment  of  goods  invoiced  10th  ;  Jan.  16,  paid  Adam 
Jones  as  per  invoice  of  the  6th  inst.  ;  Jan.  22,  sold  Mrs.  White 
a  repeat  of  the  order  of  the  10th  inst.,  but  for  half  the  quantity  of 
each  item,  and  upon  the  same  terms  ;  Jan.  22,  sold  Mrs.  White  a 
repeat  of  the  order  of  the  10th,  but  the  goods  being  soiled  or 
imperfect,  a  trade  discount  of  15  per  cent,  was  allowed  ;  Jan.  31, 
drew  and  cashed  cheque  for  wages  for  the  month  £20  3s.  9o?.,  drew 
cheque  £20  (as  against  profits)  for  private  purposes,  received  for 
the  month  (as  per  till  book)  £103  12s.  6<i,  being  cash  sales  (paid  to 
bank).  {Royal  Society  of  Arts;  Intermediate,  1901.) — Ansiver.  Trial 
Balance  Totals  £1668  ^s.  \0d. 

Exercise  9g. — Tlie  Trial  Balance  below  contains  three  errors 
which  3'ou  should  be  able  to  detect,  and  no  others.  Make  any 
alterations  which  you  think  necessary,  state  why  you  make  them, 
and  show  by  adding  the  columns  that  the  Dr.  and  Cr.  totals  then 
agree. 


£     s.    d. 

£    s. 

d. 

49    3    4 

R.  Leslie 

85  14 

1 

847    3  11 

Goods 

219    4 

4 

F.  Fairfax 

53  14 

6 

275    3    0 

Bank 

159    7 

10 

420    0    0 

Bills  Receivable 

629  10 

0 

79  10    0 

K.  Longhurst 

29    3    6 

Discount 

35  11 

9 

103  14    4 

Salaries  and  Wages 

Trade  Expenses 

39  19 

6 

200    0    0 

Bills  Payable 

375    0 

0 

845  15    7 

Capital 

£2,849  14    2 

£1,598    2 

0 

Note :  Redraw  the  Trial  Balance,  showing  the  balance  of  each 
account  instead  of  the  total  on  either  side  of  the  account.  {Uni- 
versity of  Cambridge  Local  Examination;  Junior,  Dec.  1909.) — 
Answer.  Cnpital  and  Trade  Expenses  on  wrong  sides  ;  B.R.  £629  10s. 
should  be  £269  10s.:  T.B.  Totals  £1117  9s.  Id 
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Exercise  9h.  — A  merchant  has  in  stock  at  the  end  of  his  financial 
year  144  yards  of  cloth  which  cost  him  35.  4d.  per  yard  less  5  per 
cent,  discount.  The  selling  price  is  45.  2d.  per  yard  less  2^  per 
cent,  discount.  12  yards  of  the  cloth  have  been  damaged  and  can 
be  sold  for  Is.  per  yard.  At  what  sum  should  he  value  this  cloth 
in  his  stock-taking  ?  ( West  Riding  County  Council ;  First  Stagey 
May,  190Q.)—Ansioer.  £21  10s. 

Exercise  9i. — From  the  following  particulars  prepare  C.  Hay's 
Trading  Account  for  the  year  1910  : — Stock  Jan.  1,  1910, 
£2050  2s.  2cL  ;  sales  £7,184  2s.  Qd.  ;  returns  outwards  £30;  pur- 
chases £5,222  6s.  8d.  ;  stock  Dec.  31,  1910,  £950  ;  returns  inwards 
£65  10s.— Answer.  Gross  Profit  £826  3s.  Sd. 

Exercise  9j. — From  the  following  particulars  prepare  0.  Robinson's 
Manufactui-ing  Account  for  the  year  1910  : — Stock  Jan.  1,  1910, 
£1000 ;  purchases  of  materials  £9000  ;  returns  outwards  £400 ; 
wages  £6,850  ;  sales  £17,000  ;  cost  of  lighting  and  heating  factory 
and  electrical  power  (manufacturing)  £700 ;  carriage  of  raw 
materials  to  factory  £125  ;  stock  in  hand  Dec.  31,  1910,  £2525. — 
Answer.  Gross  Profit  £2250. 

Exercise  9k. — Draw  out  a  Profit  and  Loss  Account :— Jan.  1,  1906, 
capital  £2675  ;  Jan.  31,  gross  profit  £425 ;  sundry  expenses 
£35  ;  rent  £70 ;  wages  £80  ;  bad  debts  £20 ;  discounts  received 
£25;  discounts  allowed  £30.  {Auctioneers'  Institute  of  tlie  U.K.; 
Preliminary,  1907.) — Answer.     Net  Profit  £215. 

Exercise  9l. — From  the  following  particulars  prepare  C.  Wray's 
Trading  and  Profit  and  Loss  Accounts  for  the  year  1910 : — Pur- 
chases £3,311  Is.  3tZ.  ;  sales  £5,131  lis.  Zd.  ;  stock  Jan.  1,  1910, 
£1,101  Is.  Wd.  ;  stock  Dec.  31,  1910,  £1,313  13s.  \\d.  ;  salaries, 
£711  13s.  10c?.  ;  rent,  rates,  and  taxes  £231  Is.  lOrf.  ;  postage, 
stationery,  and  telegrams  £113  Is.  Id.  ;  discounts  allowed 
£31  lis.  Id.  ;  discounts  received  £13  Is.  Wd.  ;  interest  paid  on 
mortgages  £136  6s.  Id.  ;  interest  received  on  deposit  account  at 
bank  £31  Is.  KM.  ;  returns  inwards  £13  13s.  \d.  ;  returns  out- 
wards £311  lis.  Zd.  ;  depreciation  £100. — Answer.  Net  profit 
£1051  10s. 

Exercise  9m. — From  the  following  particulars  prepare  the  Trading 
and  Profit  and  Loss  Accounts  of  Eureka,  Ltd.,  for  the  year  1910  : — 
Stock  Jan.  1,  1910,  £13,882  4s.  9d  ;  stock  Dec.  31,  1910, 
£12,118  4s.  M.  ;  sales  £100,121  14s.  9d.  ;  purchases  £66,222  Is.  M.  ; 
returns  outwards  £884  9s.  2d.  ;  returns  inwards  £1221  Os.  M.  ; 
general  expenses  £1884  9s.  Qd.  ;  commission  received  £21;  interest 
paid  £3368  15s.  9d.  ;  discount  received  £111  4s.  9d.  ;  discount 
allowed  £1,200  4s.  6^^,  ;  rent,  rates,  and  taxes  £3321  9s.  2/1.  ; 
salaries  and  wages  £4,486  Is.  M.  ;  stationery  and  printing 
£599  2s.  M.  ;  carriage  on  goods  sold  £244  8s.  2d.  ;  postages,  tele- 
grams, and  telephone  £388  4s.  9d.  ;  depreciation  of  ofl&ce  furniture 
and  fittings  £111  2s.  2d.  ;  amount  written  off  preliminary  expenses 
£1000  ;  bad  and  doubtful  debts,  provision  for,  £2200. — Answer. 
Gross  Profit  £31,799  Is.  M.;  Net  Profit  £13,127  8s. 

Exercise  %^. — On  Dec.  31,  1899,  J.  Harris  found  that  his  gross 
profit  on  trading  for  the  j-ear  1899  amounted  to  £760.  He  also 
discovered  that  his  gross  sales  during  the  j'^ear  had  exceeded  his  pur- 
chases by  £631  0>\  M.,  but  that  £132  worth  of  goods  thus  sold  had 
been  returned  to  him.  His  stock  on  Dec.  31,  1899,  consisted  of  3  tons 
2  cwt.  of  copper  at  £71  per  ton,  and  194  tons  7i  cwt.  pig  iron  at 
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665.  M.  per  ton.  Assuming  for  the  purposes  of  this  question 
that  the  prices  of  copper  and  pig  iron  have  not  varied  during  the 
year,  what  was  the  value  of  his  stock  on  Jan.  1,  1899?  {Civil 
Service  CommissioTiers  [Assistant  Surveyor  of  Taxes'],  Jan.  1901.) — 
Answer.  £607  \s. 

Exercise  9o. — Henry  Radford  keeps  his  books  by  double  entry, 
and  requests  you  to  prepare  his  Trading  Account  for  the-year  1910. 
He  gives  you  the  following  information  : — Stock  Jan.  1,  1910,  £500  ; 
stock  Dec.  31,  1910,  £1,500;  returns  inwards  £40;  sales  £3,050; 
returns  outwards,  nil.  He  is  unable  to  tell  you  the  total  of  his 
purchases  for  1910  owing  to  the  fact  that  the  Purchases  Account 
has  been  torn  out  of  his  Ledger.  He  tells  you,  however,  that  at 
Jan.  1,  1910,  he  owed  £1,550  to  his  trade  creditors  for  goods 
bought,  that  he  has  paid  them  £2,600  in  cash  during  the  year,  and 
has  accepted  their  bills  for  £1,250  during  the  year,  also  that  he 
owes  them  £1,200  at  the  end  of  the  year.  Ascertain  his  purchases 
for  the  year,  and  then  prepare  his  Trading  Account. — Answer. 
Purchases  £3500  ;  Gross  Profit  £510. 

Exercise  9p. — In  closing  the  books  of  Robert  Sawyer  you  find 
the  undermentioned  items.  How  would  you  deal  with  these  trans- 
actions when  preparing  the  Annual  Accounts  for  the  year  ended 
Dec.  31,  1904?  (i)  Fire  insurance  premium  (£50)  paid  on  June  30, 
1904,  covering  the  twelve  months  to  June  30,  1905.  (ii)  Salaries 
(£125)  accrued  due  to  A,  B,  C,  but  not  yet  drawn  by  them,  (iii)  R. 
Robinson  paid  £100  in  advance  in  full  settlement  for  work  which 
was  being  executed  for  him  under  a  contract.  The  cost  of  the 
work  completed  up  to  Dec.  31,  1904,  amounted  to  £39,  when  it 
was  estimated  that  half  the  contract  had  been  completed,  (iv) 
Patents  Account  showed  a  debit  balance  of  £557  7s.  This  amount 
consisted  of  Patent  rights  (6  years  to  run)  purchased  for  £550, 
and  renewal  fees  for  the  year  1904,  £7  7s.  (v.)  Three  years  ago 
Robert  Sawyer  bought  a  milling  machine  for  £200,  and  depreci- 
ation at  the  rate  of  10  per  cent,  upon  the  diminishing  balance 
has  been  written  oflf  each  year ;  the  same  machine,  however,  can 
now  be  bought  for  £120  owing  to  improvements  in  manufacture. 
(London  Chamber  of  Commerce;  Senior,  1905.) — Answer,  (i)  Carry 
£25  forward  as  an  asset,  (ii)  Reserve  £125  as  owing,  (iii)  £11  esti- 
mated profit  may  be  taken  credit  for,  but  it  is  often  safer  to  leave 
matters  over  until  completion,  (iv)  Write  off  £7  7s.  plus  (say)  Jth 
of  £550.     (v)  Depreciate  as  usual  and  ignore  external  fluctuations. 

Exercise  9q. — Sometimes  provision  is  made  for  depreciation  of 
plant  by  writing  off  a  fixed  proportion  of  the  original  cost  in  each 
year,  and  sometimes  by  writing  off  in  each  year  a  fixed  percentage 
of  the  balance  of  the  account  as  it  stood  at  the  commencement  of 
the  period.  Supposing  that  it  is  desired  to  write  machinery  which 
cost  £1,000  down  to,  say,  £600  at  the  end  of  the  fifth  year,  state 
the  amount  that  would  be  charged  against  each  year's  profits  under 
each  of  these  two  systems.  {Chartered  Institute  of  Secretaries  ;  Inter- 
mediate and  Final,  1906.) — Ansiver.  Fixed  percentage  of  original 
cost  8%;  fixed  percentage  of  diminishing  balance  9  71  %. 

Exercise  9r. — The  following  is  a  Trial  Balance  extracted  from 
the  books  of  Charles  Weeks  by  his  book-keeper.  The  latter  has 
evidently  made  several  mistakes  in  preparing  it.  You  are  requested 
to  re-draw  it  in  proper  form  so  that  the  Trial  Balance  shall  show 
totals  which  agree. 
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Trial  Balance,  June  30,  1911 


C.  Weeks,  Capital  Account  (Credit  Balance) 

Freehold  land  and  buildings 

Salaries 

Rates  and  taxes 

Discounts  allowed 

Discounts  received 

Stock,  Jan.  1, 1911 

Purchases 

Return  inwards 

Sales 

Furniture  and  fixtures 

Printing  and  stationery 

Cash  in  hand 

Cash  at  the  Bank 

Commission  paid 

Purchases  returns 

General  expenses 

Advertising  expenses 

Creditors:  J.  Brown 

W.  Jones 

Debtor:  W.  Harris 


Dr. 


6.     d. 


142 
42 


1,110 


32 

86 

12 

241 

12 

75 


100 


16 


£1,812  I  16 


Cr. 


432 
500 


14 
2,010 


10 


5 
109 
120 


I     £3,568 


10 


Ansiver.  Trial  Balance  Totals  =  £2,690  16s. 

Exercise  9s. — From  the  following  particulars,  extracted  from  the 
books  of  O.  Lawrence,  prepare  his  Trading  Account  for  the  year 
ended  Dec.  31,  1910: — Stock  of  goods  in  hand,  Jan.  1,  1910, 
£11,246  9s.  M.  ;  sales  for  the  year,  £68,109  lis.  3(^.  ;  purchases 
for  the  year,  £66,242  12s.  %d.  ;  returns  outwards  for  the  year, 
£1,842  19s.  M.  ;  stock  of  goods  in  hand  Dec.  31,  1910,  £12,899  Is.  3^^. 
Show  also  the  Journal  Entries  which  are  necessary  in  order  to  deal 
with  the  Stock,  Sales,  Purchases,  and  Returns  Outwards  Accounts 
in  0.  Lawrence's  Ledger. — Amwer.  Gross  Profit  £5,362  9s.  9rf. 

Exercise  9t. — From  the  following  particulars,  extracted  from  the 
books  of  C.  Cooper,  prepare  a  Trading  Account  for  the  year  ended 
December  31,  1910 : — Purchases  on  credit  for  year,  £7,2*19  8s.  4«?.  ; 
purchases  for  cash  for  year,  £108  14s.  M.  ;  stock,  Jan.  1,  1910, 
£8,642  lis.  \d.  ;  stock,  Dec.  31,  1910,  £3,055  Os.  lOrf.  ;  sales 
returns  for  year,  £133  4s.  Qd.  ;  sales  on  credit  for  year, 
£13,866  4s.  M.  ;  cash  sales  for  year,  £1,029  8s.  M.  ;  returns 
outwards  for  the  year,  £521  4s.  2d. — Answer.  Gross  Profit  = 
£2,367  19s.  Id. 

Exercise  9u. — From  the  following  particulars  prepare  the  Trading 
Account,  and  the  Profit  and  Loss  Account  of  C.  Willis,  for  the  year 
ended  December  31,  1911 : — Stock  of  goods  in  hand,  Jan.  1,  1911, 
£3,096  10s.  ;    sales  £35,932  15s.  \d.  ;    purchases    £34,364  3s.  M. 
returns  inward  £3,921  Os.  3c?.  ;  returns  outward  £2,091  17s.  \0d. 
wages  £425  16s.  4(/.  ;  salaries  £394  12s.  Id.  ;  postages  £38  17s.  M. 
discounts  received  £365  2s.  ^.  ;    discounts    allowed  £39  4s.  2d. 
rent,  rates,  and  taxes  £274  9s.  8c?.  ;  general  expenses  £214  Os.  \\d. 
telephone  subscription  £36  10s.  ;  stock  of  goods  on  hand  Dec.  31, 
1911,  £4,114  2s.  Qd.— Answer.     Gross  Profit  =£757  Is.  M.  ;   Net 
Loss  =  £301  6s.  lOd. 
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Exercise  9v. — From  the  following  Trial  Balance  which  has  been 
extracted  from  the  books  Mr.  Wiggins  make  out — 

1.  A  Trading  Account  for  the  year  ended  December  31,  1911. 

2.  A  Profit  and  Loss  Account  for  the  same  period. 

3.  The  Journal  entries  which  are  necessary  for  the  construction 

of  these  two  accounts. 


Cash  in  hand ; 

Stock,  Jan.  1,  1911 .'. 

Purchases 

Freehold  land  and  buildings 

Returns  inwards 

Salaries 

Rent,  rates,  and  taxes 

Telegrams,  postages,  and  telephone  sub- 
scription  

Sales 

Debtors:  C.  Brown 

W.  Hayes 

R.  Norris 

Creditor:  C.  Finnemore 

General  Expenses 

Discount 

Commissions  received 

H.  Wjggins's  Capital  Account 


Dr. 


150 

1,042 

3,331 

1,028 

14 

284 

188 

14 

114 

39 

221 


£6,576      18 


10 


0  ' 
10 


Cr. 


100 


5 

2,385 


£6,576  !  18 


10 


Note. — Value  of  stock  of  goods  in  hand  December  31,  1911 
=  £1,212  8s.  Qd.—A7iswer.  Gross  Profit  =  £910  4s.  9d.  ;  Net 
Profit  =  £280  14s.  1^. 

Exercise  9w. — The  following  is  the  Trading  Account  of  Arthur 
Ranee,  a  merchant,  as  prepared  by  his  book-keeper.  The  latter's 
knowledge  of  book-keeping  is  slight,  and  the  amount  of  the  gross 
profit  arrived  at  is  evidently  incorrect.  You  are  requested  to 
correct  the  mistakes  appearing  in  the  statement,  and  to  withdraw 
it  in  proper  form. 

Arthur  Range. 

Trading  Account  for  the  year  ended  December  31,  1910. 


1910. 
Dec.  31 


To  Purchases 
Add  Returns 
Inwards  .  .. 
Add  Stock 
in  hand  at 
Dec.  31, 
1910. 


To  difference 
between  the 
two  sides, 
being  the 
balance  of 
Gross  Profit 


198 


928 


327 


£1,25514    6 


1910. 
Jan.  1 


Dec.  31 


By  Stock  in 
hand  at 
Jan.  1, 
1910 

„   Sales 

Less  Returns 
Outwards... 


1,050 
4 


s.  d. 


200 


1,054 


£1,25514  S 


Answer.     Gross  Profit  =  £330  10s.  3d. 
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Exercise  9x.— The  following  is  a  Trial  Balance  extracted  from 
the  books  of  H.  Wood,  Several  items,  however,  are  entered  on 
the  wrong  side.  Correct  the  Trial  Balance  so  that  the  totals 
agree. 

Trial  Balance,  September  30,  1910. 


£     s. 

d. 

£      s. 

d. 

H.  Wood,  Capital  Account 

1,972  10 

3 

Freehold  Land  and  Builrlinf^s 

750    0 

0 

Salaries       . 

\         73  19 

3 

Rates  and  Taxes 

42    0 

2 

Discounts  allowed 

10  17 

4 

Discounts  received     . 

19  19 

2 

Stock,  July  1,  1910   . 

1,349  16 

3 

Purchases  . 

864    6 

3 

Returns  Inwards 

'.          11  13 

t 

Sales. 

.     1,590  16 

3 

Furniture  and  Fittings 

50    0 

0 

Printing  and  Stationery     . 

22     4 

9 

Cash  at  Otfice     , 

11  16 

3 

Cash  at  Bank     . 

229  14 

7 

General  Expenses 

22    0 

4 

Sundry  Debtors 

492    6 

3 

Sundry  Creditors 

347    9 

4 

£2,532  14 

0 

£5,328  16 

^ 

Answer.     Correct  total  of  Trial  Balance  =  £3,930  155. 

Exercise  9y. — The  following  is  the  Trading  Account  of  Balham 
Brown,  a  trader,  as  prepared  by  his  book-keeper.  The  latter  has 
evidently  no  pi-oper  knowledge  of  book-keeping,  and  there  are 
several  errors  in  the  account.  You  are  required  to  draw  up  the 
account  correctly. 


BALHAM  BROWN, 

Trading  Account  for  the  Year  Ended 
Sept.  30,  1910. 
1910.  £   5.     d.     1909. 

Sept.  To  Purchases  699    0     7    Oct.  1  By  Stock 
30     Add  Returns  1910 

inwards    .     14    7     0    Sept.    Sales 
Add  Stock  at  30  £820  Is.  2d. 

30/9/10      .  517    6    3  Less 

Returns 
Outwards 
£17  Os.  M. 


£     s.    d. 
220-6    2 


Diflference — 
being 
Balance  of 
Gross  Profit 


=  803     6  1 


£1,230  13  10 


.    207    0    9 
£1,230  13*10 


Answer.     Gross  Profit  =  £420  195.   llti. 
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Exercise  9z. — From  the  following  particulars  prepare  the  Trading 
and  Profit  and  Loss  Accounts  of  H.  Rainbow  for  the  six  months 
ended  Dec.  30,  1909  :— Stock,  July  1,  1909,  £1,473  6s.  2d.  ;  sales 
£4,763  95.  Sd.  ;  purchases  £3,631 17s.  ;  returns  inwards  £127  Os.  9d.  ; 
returns  outwards  £47  9s.  9d.  ;  wages  £322  Os.  7d.  ;  salaries 
£207  6s.  3d.  ;  postages  £69  Os.  3d.  ;  rents,  rates,  and  taxes 
£473  6s.  Sd.  ;  general  expenses  £221  4s.  1^.  ;  stock,  Dec,  31,  1909, 
£807  6s,  3d.— Answer.  Gross  Profit  =  £64  Is.  2d.  ;  Net  Loss 
=  £906  15s.  Sd. 

CHAPTER  X 

Exercise  10k. — 1.  Enter  the  following  Statements  and  Trans- 
actions in  Invoice  Book  (Purchases  Book),  Sales  Book,  Cash  Book 
(having  Bank  and  Office  columns) ;  or  journalize.  (N.B. — All 
cheques  to  be  treated  as  bank  transactions).  2.  Post  these  entries 
into  the  Ledger.  3.  Balance  the  accounts.  Ascertain  how  much  cash 
I  have  both  at  the  office  and  in  the  bank  ;  also  how  much  is  owing 
to  me  and  by  me.  Find  the  gain  or  loss  in  trading  by  means  of  a 
Goods  Account  (Trading  Account),  the  net  gain  or  loss  by  a  Profit 
and  Loss  Account ;  the  net  capital  by  means  of  a  Balance  Sheet. 
(N.B. — A  Trial  Balance  is  not  desired,  as  the  time  is  limited.)  On 
July  1,  1905,  my  books  showed  the  following  : — Liabilities— I  owe 
Finch  &  Son  £72  10s.  Assets — I.  have  cash  at  bank  £765  ;  I  have 
cash  at  office  £56  10s.  ;  goods  valued  at  £567  15s. ;  L.  Martin  owes 
me  £48  5s. 

Transactions. — 1905.  July  3,  sold  goods  to  Wren  &  Rooke 
£96  15s.  ;  bought  goods  and  paid  by  cheque  £124  12s.  ;  July  5, 
paid  Finch  &  Son  by  cheque  £72  10s.  ;  sold  goods  to  R.  Swan  £85  ; 
July  8,  L.  Martin  paid  me  in  cash  £28  5s.  ;  sold  goods  to  Wren 
&  Rooke  £73  15s.  ;  bought  goods  of  Drake  &  Co.  £136  12s.  6d.  ; 
July  12,  received  from  Wren  &  Rooke,  cash  £26  5s.,  by  cheque 
£120  (discount  allowed  £3  15s.),  £150;  July  15,  sold  goods  to 
L.  Martin  £67  7s.  6d.  ;  sold  goods  for  cash  up  to  this  date  £149  8s,  ; 
sent  cash  to  bank  £175  ;  July  18,  sold  goods  to  R.  Swan  £54  : 
received  from  R.  Swan,  cash  £39,  and  his  acceptance  at  3  months 
for  £100,*  £139 ;  July  20,  paid  Drake  &  Co.,  by  cheque  £114,  and 
was  allowed  as  discount  £6,  £120;  July  24,  bought  goods  of 
Finch  &  Son  £217  ;  sold  goods  to  Wren  and  Rooke  £105  ;  July  28, 
paid  Finch  &  Son,  by  cheque  £152,  and  was  allowed  discount  £8, 
£160  ;  Wren  &  Rooke  paid  to  my  bank  account,  £97  10s.  (discount 
allowed  £2  10s.),  £100;  July  31,  sold  goods  for  cash  up  to  this 
date  £132  16s.  ;  sent  cash  to  bank  £150  ;  paid  wages,  etc.,  in  cash 
during  the  month  £48  15s.  ;  estimated  value  of  goods  on  hand 
£356.  {College  of  Preceptors;  Junior,  Christmas,  \%05.)—Ansiver. 
Gross  Profit  £74  2s. ;  Net  Profit  £33  2s. ;  Final  Capital  £1398  2s. 

Exercise  IOf. — (N.B. — The  dates  and  the  initials  of  names  should 
be  given.)  1.  Enter  the  following  statements  and  transactions  in 
Invoice  Book  (Purchases  Book),  Sales  Book,  Cash  Book  (having 
Bank  and  Office  columns)  ;  or  journalize.  (N.B. — All  cheques  to 
be  treated  as  bank  transactions.)  2.  Post  these  entries  into  the 
Ledger.  3.  Balance  the  accounts.  Ascertain  how  much  cash  I 
have  both  at  the  office  and  in  the  bank  ;  also  how  much  is  owing 
to  me  and  hy  me.     Find  the  gain  or  loss  in  trading  by  means  of  a 

*  Debit  this  £100  to  an  asset  account  entitled  "  Bills  Receivable,"  and  credit  a 
like  amount  to  B.  Swan. 
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Goods  Account  (Trading  Account) ;  the  net  gain  or  loss  by  a  Profit 
and  Loss  Account ;  the  net  capital  by  means  of  a  Balance  Sheet. 
(N.B. — A  Trial  Balance  is  not  desired,  as  the  time  is  limited.)  On 
July  1,  1906,  my  books  showed  the  following  results  ;  Liabilities — 
I  owe  Field  &  Co.  £95  ISs.  Assets — I  have  cash  at  bank  £345 ; 
I  have  cash  at  office  £27  10s.  ;  goods  valued  at  £864  ;  C.  Dale  owes 
me  £36  55. 

Transactions. — 1906.  July  2,  sold  goods  to  G.  Heath  £48  10s.  ; 
sold  goods  for  cheque  (sent  to  bank)  £56  15s. ;  July  4,  paid  Field 
&  Co.,  by  cheque  £91  (discount  allowed  £4  15s.),  £95  15s.  ;  sold 
goods  to  C.  Dale  £67  10s.  ;  July  7,  bought  goods  and  paid  by 
cheque  £125  ;  sold  goods  to  K.  Lea  £72  8s.  ;  July  10,  received 
from  C.  Dale  cash  £53  15s.  ;  paid  rates  and  taxes  in  cash  £22  10s.  ; 
July  14.  sold  goods  for  cash  up  to  this  date  £132  5s.  ;  sent  cash  to 
bank  £150  ;  July  16,  sold  goods  to  G.  Heath  £84  12s.  ;  received 
from  G.  Heath,  cash  £97  10s.  (discount  allowed  £2  10s.),  £100; 
July  20,  sold  goods  and  was  paid  by  cheque  £45  6s.  ;  bought  goods 
of  Field  &  Co.  £146  10s.  ;  sold  goods  to  K.  Lea  £37  16s.  ;  July  24, 
bought  goods  for  cash  £52  10s.  ;  July  28,  K.  Lea  paid  me  by 
cheque  £65  ;  paid  Field  &  Co.  by  cheque  £75  ;  July  31,  sold  goods 
for  cash  up  to  this  date  £115;  sent  cash  to  bank  £136;  paid 
wages,  etc.,  in  cash  during  the  month  £33  15s.  ;  estimated  value 
of  goods  on  hand  £612.  {CoUeqe  of  Preceptors;  Junior,  Christmas, 
1906.)— ^Twww.  Gross  Profit  £84 '2s.;  Net  Profit  £30  2s.;  Final 
Capital  £1207  2s. 

Exerciee  lOa. — From  the  following  Trial  Balance  prepare  Henry 
Brown's  Trading  and  Profit  and  Loss  Account  for  the  half  year 
ended  Dec.  31,  1910,  and  his  Balance  Sheet  as  on  that  date. 


Dr. 

Cr. 

Capital    .... 

£3,350 

Purchases 

£6,000 

Sales 

8,500 

Freehold  Premises 

1,000 

Bills  Receivable 

550 

Sundry  Creditors 
Bills  Payable  . 
Sundry  Debtors 

. 

1,250 

2,000 

3,540 

Stock  July  1,  1910 

2,000 

Returns  Inwards 

20 

Salaries    , 

750 

Printing  and  Stationery  . 

150 

Rent,  Rates  and  Taxes    . 

300 

Insurance 

10 

Electric  Light 

25 

Telephone  Subscription  . 

20 

Furniture  and  Fittings    . 

150 

Cash  at  Bank  . 

565 

Cash  in  Hand  . 

20 

£15,100       £15,100 


Notes.— Stock  on  lian<l  Dec.  31,  1910,  £1200.     Write  £15  off  Furniture  and 
Fittings,  and  reserve  £110  for  Ba<l  and  Doubtful  Debts. 

Answer.  Gross   Profit  £1680  ;   Net   Profit  £300  :   Final  Capital 
£3650. 
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Exercise  IOh. — Walter  Kobinson  started  business  on  Jan.  1, 1898, 
with  £500  cash  capital.  During  the  next  three  months  he  purchased 
goods  costing  £682,  and  sold  five-sixths  of  these  for  £700  cash  ;  on 
March  31,  of  the  goods  purchased  £82  worth  had  not  been  paid  for, 
the  remainder  having  been  paid  for  as  follows  :  bill  payable,  due 
April  20,  £400,  cash  £200.  His  expenses  during  the  three  months 
(all  of  which  had  been  paid  for  in  cash)  had  amounted  to  £142. 
Enter  the  above  transactions  in  Robinson's  Cash  Book  and  Ledger 
only,  and  draw  Profit  and  Loss  Account  and  Balance  Sheet  as  on 
March  31,  1898.  {Civil  Service  Commissioners  ;  Assistant  Surveyor  of 
Taxes,  January,  \Q(i\.)—Ansicer.  Gross  Profit  £131  135.  4c?. j  Net 
Loss  £10  65.  8d;  Final  Capital  £4-89  13s.  M. 

Exercise  lOi. — John  Smyth  carries  on  business  as  a  cigar  manu- 
facturer. Prepare  his  Profit  and  Loss  Account  and  Balance  Sheet 
from  the  following  Trial  Balance  at  December  31,  1895. 


£ 

£ 

Capital  (January  1895)    . 

6,000 

Withdrawals  . 

1,000 

Sales        .... 

10,000 

Tobacco  (bought)    . 

2,000 

Loan  on  Mortgage  . 
Machinery  and  Plant 

1,000 

1,500 

Land  and  Buildings 

2,000 

Creditors 

50(? 

Wages     .         .  "      . 

5,000 

Debtors  .... 

1,500 

Boxes,  Labels,  etc.  . 

500 

Rates  and  Taxes      . 

40 

Bills  Receivable 

300 

Insurance 

10 

Carriage 

150 

Inciden  tal  Expenses 

200 

Stock  Dec.  31,  1894 

2,000 

Cash  at  Bank  . 

1,250 

Cash  in  Hand . 

50 

£17,500      £17,500 


Charge  depreciation  Land  and  Buildings 
,,  ,,  Machinery  and  Plant 

Interest  to  be  allowed  on  Capital  *     . 
,,         on  Loan  (one  year) 

Provision  for  Bad  Debts  and  Discounts 

Stock  Dec.  31,  1895    .... 

{Institute  of  Chartered  Accountants  ;  lntert)\ 


1\  per  cent. 
5"^  „ 
5  „ 
5  ,, 
5  „ 
£1,500. 
ediate,  June,  1898.) 


Answer,     Net  Profit  £1050;  Final  Capital  £6360. 

Exercise  IOj. — From  the  following  Trial  Balance  prepare  Trading 
Account,  Profit  and  Loss  Account,  and  Balance  Sheet  as  at  March  31, 
1907. 


Debit  Profit  aod  Loss  Account  and  Credit  Capital  Account  with  £300. 
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Trial  Balance,  March  31,  1907. 

£ 

£ 

Stock  April  1,  1906 

9,000 

Capital    .... 

15,000 

Purchases        .... 

30,000 

Commission     . 

500 

Salaries  .... 

1,000 

Rent,  Rates  and  Taxes  . 

400 

Bad  Debts 

500 

Oflfice  Expenses 

300 

Sales        .... 

33,000 

Furniture  and  Fittings   . 

3,000 

Sundry  Debtors 

5,000 

Bank        .... 

2,000 

Cash  in  Hand  . 

100 

Drawings 

800 

Creditors 

4,600 

£52,600       £52,600 

The  value  of  the  Stock  on  March  31,  1907,  was  £9500.  Provide 
for  Depreciation  of  Furniture,  etc.,  at  10  per  cent,  per  annum. 
{CharUred  Institute  of  Secretaries;  Intermediate,  June,  1907.) — Answer. 
Gross  Profit  £3500  ;  Net  Profit  £500  ;  Final  Capital  £14,700. 

Exercise  10k. — A .  From  the  following  Trial  Balance,  etc.,  prepare 
Trading  Account,  Profit  and  Loss  Account,  and  Balance  Sheet  of 
James  Robinson,  manufacturer. 


Trial  Balance,  December  31,  1906. 
£ 
Capital  Account 

Plant  and  Machinery       .         .  4,000 

Debtors 2,400 

Creditors  .... 

Drawings         ....  1,000 

Purchases  of  Raw  Materials    .  10,000 

Wages  (productive)          .         .  5,000 

Bank 1,000 

Repairs    .....  60 
Stock  on  Jan.  1,  1906  : 

Materials      ....  800 

Finished  Goods     .         .         .  1,200 

Rent 400 

Sales 

Manufacturing  Expenses          .  800 

Warehouse  and  Office  Expenses  700 

Bad  Debts        ....  200 

Carriage  .....  150 
Bills  Payable    .... 


£ 
10,000 

1,200 


16,000 


500 


£27,700       £27,700 


On  Dec.  31,  1906,  the  stock  of  raw  materials  was  valued  at 
£600,  and  the  stock  of  finished  goods  at  £850.  Provide  for 
depreciation  of  plant  and  machinery  at  10  per  cent,  per  annum. 
Reserve  an  additional  £200  for  bad  and  doubtful  debts. 

B.  What  is  a  reserve  fund  ?     When  is  it  desirable  that  it  should 
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be  represented  by  investments  outside  the  business,  and  when  (if 
ever)  is  it  permissible  that  it  should  be  invested  in  the  business  ? 

What  entries  must  be  made  in  the  books  of  a  company  (a)  to 
transfer  £1,000  profits  to  Reserve  Fund,  {h)  to  invest  a  Reserve  Fund 
of  £1,000  in  Consols  at  85^?  [Chartered  Institute  of  Secretaries; 
Final,  Jitne,  1907.) — Answer.  A.  Gross  Loss  £350;  Net  Loss 
£2,450;  Final  Capital,  £6,550.  B.  (a)  Debit  Profit  and  Loss 
Account ;  Credit  Reserve  Account.  (&)  Debit  Consols  Account ; 
Credit  Cash  Account. 

Exercise  IOl. — Prepare  Final  Accounts  of  John  Combine,  steel 
merchant,  on  Dec.  31,  1903.  Stock,  at  Dec.  31,  1903,  valued  at 
£3,500.  Write  off  £400  Bad  Debts,  and  maintain  a  Reserve  of 
5  per  cent,  on  the  remaining  debtors'  balances  to  allow  for  doubtful 
debts.  Depreciate  Plant  10  per  cent.  Allow  interest  on  Capital 
at  5  per  cent,  per  annum.  Combine  introduced  an  extra  £500 
capital  on  Dec.  1. 

Trial  Balance,  December  31,  1903. 


Dr. 

.      Cr. 

Stock 

£9,600 

J,  Combine,  Capital .     £5,000 

Wages  (P.  cfcZ.  A/c.) 
Railway  Charges,  etc 

3,200 

.  Bills  Payable    .         .          500 

500 

The  Consolidated  Bank      400 

Purchases  . 

12,000 

Sales          .         .         ,     25,000 

Interest  on  Overdraft 

20 

Reserve  for  Bad  Debts       500 

Bills  Receivable . 

600 

Discount  on  Purchases        400 

Rents,  Rates,  etc. 

200 

Sundry  Creditors      .       2,330 

Plant  and  Machinery 

2,000 

Travelling  Expenses 

500 

Repairs  to  Plant 

160 

Cash   . 

200 

Discount  on  Sales 

500 

Returns 

100 

Sundry  Debtors . 
Office  Expenses  . 

3,  .500 

500 

Income  Tax 

50 

Drawings    as    agains 

b 

Profits     . 

500 

• 

£34,130 

£34,130 

{National  Unioyi  of  Teachers  ;  Advanced,  1904,) 
Answer.  Gross  Profit  £6,800;  Net  Profit  £1,087  IS.s.  ^d.^,  Final 
Capital,  £5,815. 

Exercise  10m. — John  Robinson's  Balance  Sheet  at  Dec.  31,  1905, 
gives  his  capital  as  standing  at  credit  £10,000,  while  his  Drawing 
Account,  owing  mainly  to  heavy  losses  and  bad  trade,  shows  an 
accumulated  debit  balance  of  £4,206  5s.  M.  In  addition  to  this  his 
stock  is  overvalued  to  the  extent  of  £3,050  6s.  M.,  and  he  has 
omitted  to  provide  a  reserve  for  bad  and  doubtful  debts  of  2|  per 
cent,  on  £10,750,  say  £268  15s.  on  debtors  on  Open  Account,  and 
which  the  position  of  them  certainly  requires.  He  has,  further, 
given  his  name  to  Accommodation  Bills  to  the  extent  of  £8,500,  on 
which  he  stands  to  be  called  upon  to  pay  5s.  in  the  £,  say,  £2,125. 
State  whether,  on  these  figures,  you  consider  John  Robinson  to  be 
solvent,  and,  if  so,  to  what  extent.  ( Institute  of  Bankers ;  Final, 
ApHl,  l^m.)— Answer.  Solvent  by  £349  13s. 
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Exercise  IOn. — From  the  following  balances,  which  were  extracted 
from  the  books  of  Charles  Martin  on  June  30,  1910,  prepare  (1) 
a  Trial  Balance  as  at  that  date  ;  (2)  a  Trading  and  Profit  and  Loss 
Account  for  the  half-year,  and  (3)  a  Balance  Sheet  as  on  June  30, 

1910.  Cash  at  the  Bank  £100  14s.  8rf.  Debtors— W.  Brown  & 
Sons  £113  85.  8^.  Creditors— A.  Child  £10;  C.  Rowe  £60  12s.  M. 
purchases  £1,488  Us.  M.  ;  stock-in-trade,  Jan.  1,  1910,  £200; 
salaries  and  wages  £214  12s.  M.  ;  general  expenses  £86 ;  freehold 
land  and  buildings  £650;  rates  and  taxes  £22  4s.  2d.  ;  sales 
£2,004  2s.  M.  ;  capital  (credit  balance)  £800  16s.  Qd.  Note:  The 
stock-in-trade  as  on  June  30,  1910,  was  valued  at  £100  2s.  M. 
— Answer.  (1)  Trial  Balance  totals  =  £2,875  lis.  M.  ;  (2)  Gross 
Profit  =  £415  135.  M.,  Net  Profit  =  £92  165.  9rf.  ;  (3)  Capital 
=  £893  13s.  U. 

Exercise  lOo. — From  the  following  particulars  prepare  the 
Balance  Sheet  of  John  Hall  as  on  June  30,  1910,  showing  therein 
the  amount  of  his  capital  at  that  date  :  Stock-in-trade  £1,222  8s.  likl. 
Debtors  (1)  C.  Brown  £122  2s.  %d.  ;  (2)  H.  Brougham  £112  8s.  2d.  ; 
(3):  M.  Wild  &  Co.  £12  18s.  M.  Creditors— (1)  C.  Wray 
£121  2s,  M.  ;  (2)  Daphne,  Ltd.  £188  12s.  2d.  ;  (3)  The  Pericles 
Process  Co.  £188  8s.  2d..  ;  freehold  land  and  buildings  £880 ; 
plant  and  machinery  £280  2s.  \M.  ;  fixtures  and  furniture  (at 
cost)  £600  ;  stock  of  loose  tools  and  patterns  £80  10s.  ;  patent 
rights  (at  cost)  £300  10s.  6rf.  ;  loan  from  the  Bank  £1,000  ;  cash 
at  the  Bank  £322  4s.  4d.  ;  cash  in  hands  of  cashier  £12  2s.  2d. 
— Ansicer.  Capital  =  £2,447  5s.  2d.  ;  Balance  Sheet  totals  = 
£3,945  85.  2d. 

Exercise  IOp. — From  the  following  particulars  prepare  the  Trading 
and  Profit  and  Loss  Accounts  for  the  half-year  ended  June  30,  1911, 
and  a  Balance  Sheet  as  on  that  date.     The  stock  as  on  June  30, 

1911,  was  valued  at  £612  13s.  Ad. 

C.  Leslie. 


Trial  Balance,  June  30,  1911. 
Dr. 


Cr, 


9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

C.B. 

C.B. 

P.O. 


Capital  Account 

Freehold  premises 

Furniture,  fittings  and  fixtures. 

Lightwood  Bros.,  Ltd 

W.  Miles 

Garcia  Bros 

^asso  &  Escobal 

Arrietta  &  Co 

Salaries  and  wages  

Stationery 

Postage  and  telegrams 

Discount  and  allowances 

General  expenses 

Stofk  in  hand  (J'aii.'i',  191  i ).*.".'.".' 

Purchases 

Sales 

Returns  Iuwar<1s 

Returns  Outwards  

Ti*»vellin!<  expenses  

Cash  at  Bank 

Cash  in  hand 

Petty  Cash 


655 
41 

177 
79 


19 
1 
5 
4 
5 
3 
686 
323 


£2,496 


& 
1,206 


5 
154 

584 


625 
19 


£2,496       2       3 


ATmoer.    Gross  Profit  =  £130  2s.  2d.  ;  Net  Profit  =  £86  lis.  \d. 
Balance  Sheet  totals  =  £2,037  4s.  ^d. 
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Exercise  11a, — John  Barleycorn  bought  the  Holly  Tree  Inn  free- 
hold with  the  furniture,  fittings,  wines  and  spirits,  provisions,  etc., 
and  began  business  Dec.  1,  1902,  as  hotel  proprietor.  His  capital 
consisted  of  £8,000  at  the  Town  Bank,  Ltd.  Pass  the  following 
transactions  through  the  proper  books  to  the  Ledger  ;  balance  the 
accounts  and  make  out  a  Trial  Balance.  All  receipts  and  payments 
are  made  through  the  Bank,  except  where  stated  otherwise.  Dec.  1, 
executed  conveyance  of  the  freehold  property,  for  which  he  paid 
£4,000  ;  drew  and  cashed  cheque  (for  petty  cash)  £50;  Dec.  3,  paid 
£950  for  furniture  and  fittings,  £600  for  stock  of  wines  and  spirits, 
and  £80  for  stock  of  provisions,  as  per  agreed  valuation  ;  Dec.  4, 
bought  provisions  from  James  Bacon  (on  credit)  for  £121  5s.; 
Dec.  5,  bought  groceries  for  £3  9s.  M.  (petty  cash)  ;  Dec. 8,  bought 
cigars  from  John  Wilkinson  (on  credit)  for  £48  10s. ;  paid  servants' 
wages  £10  10s.  Qd.  (petty  cash)  ;  Dec.  10,  banked  £29  Is.  M.  received 
from  visitors,  and  £38  Is.  9c?.  Bar  and  Billiard  Room  receipts  ; 
Dec.  15,  paid  servants'  wages  £10  10s.  Qd.  (petty  cash)  ;  Dec.  17, 
sent  J.  Bacon  cheque  in  settlement  of  account,  less  5%  discount 
allowed  ;  banked  £41  8s.  M.  received  from  visitors,  and  £49  10s. 
from  Bar  and  Billiard  Room ;  Dec.  18,  paid  Poor  Rate  £12  8s. ; 
Dec.  19,  changed  a  visitor's  £10  cheque  and  paid  same  into  Bank  ; 
Dec.  22,  bought  on  credit  two  carpets  of  Turkey  &  Co.  for  £24  ;  paid 
servants'  wages  £10  10s.  6d.  (petty  cash);  Dec.  23,  gave  J.  Wilkin- 
son cheque  in  settlement,  less  10%  discount  ;  dre^  and  cashed  cheque 
(for  petty  cash)  £25 ;  withdrew  £25  from  Bank  for  private  purposes  ; 
distributed  £10  (petty  cash)  as  Christmas  boxes ;  Dec.  24,  banked 
£33  2s.  M.  received  from  visitors,  and  £65  2s.  6d.  from  Bar  and 
Billiard  Room  ;  bought  from  Phiz  &  Co.  a  case  of  3  doz.  champagne  at 
70s.  per  doz.  (on  credit)  ;  sold  on  credit  wines  and  cigars  to  George 
Ash  for  £10  10s.;  Dec.  29,  paid  servants'  wages  £10  10s.  Qd.  (petty 
cash)  ;  Dec.  30,  received  cheque  from  G.  Ash  in  settlement,  less  5% 
discount;  Dec.  31,  banked  £45  3s.  received  from  visitors,  and 
£70  4s.  2d.  from  Bar  and  Billiard  Room  ;  returned  one  carpet  (£10) 
to  Turkey  &  Co.,  not  in  order;  paid  manager's  salary  £10. 
{Royal  Society  of  Arts,  \^^.)—Ansicer.  Trial  Balance  Totals, 
£8,447  Is.  M. 

Exercise  11b. — John  Shaw  opened  an  account  with  The  Dales 
Bank,  Ltd.,  by  paying  in  £4200  on  Oct.  12th,  1903,  and  bought 
(by  cheque)  the  following  day  the  Duchess  Slate  Quarry  from 
W.  Black,  the  price  (after  valuation)  being  : — Freehold  Land  and 
Quarry  £2,350,  Stock  of  Slates  £200,  and  Machinery,  Plant, 
Tools,  &c.  £350.  All  receipts  are  paid  into  the  Bank,  and  (except 
where  stated)  all  payments  are  made  by  cheque.  Pass  the  above  and 
the  following  transactions  through  the  proper  books  to  the  Ledger  ; 
balance  the  accounts  ;  bring  down  the  balances  and  extract  a  Trial 
Balance.  Oct.  14,  drew  and  cashed  cheque  (for  petty  cash)  for  £20  ; 
Oct.  16,  bought  machinery  from  Gray  &  Co.  for  £45.  Gave  them  his 
acceptance  at  1  month,  which  was  honoured  ;  Oct.  19,  sold  G.  Hill 
3,500  slates  at  £7  Ss.  per  1,000  ;  bought  2  cwt.  drills  from  Sheffield 
Steel  Co.  at  £20  ton  ;  Oct.  21,  paid  Rates  £6  10s.  M. :  Oct.  23,  sold 
Parker  &  Co.  1,600  slates  at  £7  4s.  2d.  per  1,000;  Oct.  24,  drew 
cheque  £73  7s.  M.  for  wages,  and  paid  the  same  ;  banked  cash 
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received  for  cartage  £4  25.  M. ;  Oct.  27,  made  G.  Hill  an  allowance 
for  250  broken  slates  (invoiced  Oct.  19),  made  a  claim  upon  the 
Railway  Co.  for  amount ;  Oct.  28,  received  cheque  from  G.  Hill  in 
settlement  of  account,  less  5%  discount  ;  bought  3  tons  rails  at  £5  a 
ton  from  Rotherham  Forge  Co.;  Oct.  29,  sold  Parker  &  Co.  1,500 
slates  at  £7  4s.  per  1,000;  Oct.  31,  sold  D.  Green  4,200  slates  at 
£8  3s.  A.cl.  per  1,000  ;  drew  cheque  and  cashed  same  (for  Petty  Cash) 
for  £11  15s.  M.,  the  Petty  Cash  being  kept  upon  the  "Imprest" 
system  ;  paid  manager's  salary  for  the  month  £30  ;  drew  cheque  for 
£68  3s.  Id.  for  wages,  and  paid  the  same  ;  Nov.  5,  received  cheque 
£10  from  Parker  &  Co.  (on  account) ;  bought  oil  and  other  stores 
from  Slippery  &  Co.  for  £4  10s. ;  Nov.  6,  paid  Sharp  &  Co.  cheque 
£21  for  legal  charges;  Nov.  7,  Parker  &  Co.'s  cheque  for  £10 
returned  by  the  bankers,  dishonoured,  the  bank  charges  being  Is. : 
drew  cheque  £70  8s.  4rf.  for  wages,  and  paid  the  same  ;  banked  cash 
received  for  cartage  £7  14s. ;  bought  10  cwt.  of  blasting  powder  at 
£5  a  ton  from  Dynamite  &  Co.,  Ltd. ;  Nov.  10,  received  cheque  from 
Parker  &  Co.  for  £10  (on  account) ;  Nov.  16,  bought  timber  from 
D.  Green  for  £16  ;  Nov.  19,  received  cheque  from  Railway  Co.  for 
full  claim  made  Oct.  27  ;  Nov.  21,  drew  cheque  for  self  for  private 
purposes  £20,  and  cashed  ;  drew  cheque  £62  17s.  M.  for  wages  and 
paid  same.  {Royal  Society  of  Arts ;  Intermediate y  1904.) — Answer. 
Trial  Balance  Totals,  £4,318"7s.  2d. 

Exercise  lie. — On  Jan.  1,  1906,  John  Smith's  position  is  as 
follows  :— Assets  :  Stock  £342  45.  7c?.  ;  Freehold  Property  £1000 ; 
Furniture  and  Fittings  £92  10s.  ^.;  Cash  at  Bank  £25  8s.  9c?.; 
in  hand  £19  5s.  2d.;  owing  by  John  Bell  £38  10s.;  E.  Walters 
£26  2s.  3d.;  Black ^  Co.  £169  10s.;  Liabilities:  To  A.  Brown  & 
Co.,  Ltd.,  £64  2s.;  W.  White  &  Son  £226  7s.  Id.;  Bills  payable  £60; 
Loan  due  to  G.  Robinson  £50.  Open  the  Ledger,  showing  the  posi- 
tion as  on  Jan.  1,  and  pass  to  it,  through  the  proper  books,  the 
following  : — Jan.  2,  accepted  Bill  drawn  by  W.  White  «&  Son  for  the 
amount  of  their  account  at  3  months  ;  sold  to  John  Bell  one  electric- 
ally-heated stewpan  £1  19s.,  two  omelet  pans  at  £1  10s.  each,  three 
saucepans  at  £1  10s.  each,  three  hot- water  plates  at  £3  each,  one 
hot-water  jug  £1  7s.  6o?.,  and  one  kettle  £4  5s.;  received  from 
Black  &  Co.  £50  on  account ;  Jan.  3,  drew  a  cheque  for  £10  for 
private  purposes  ;  Jan.  4,  John  Bell  returned  one  saucepan  and  one 
hot- water  plate  sold  to  him  on  Jan.  2,  and  settled  his  account  as  on 
Jan.  1,  less  2^%  discount ;  Jan.  5,  sold  F.  Green  3  electrically  heated 
water  cans  at  50s.  each,  6  flat  irons  at  19s.  6rf.  each,  and  1  glue  pot 
27s.  6o?. ;  bought  from  A.  Brown  &  Co.,  Ltd.,  five  electrically  heated 
Russian  coffee  machines  at  £1  17s.  Qd.  each,  6  egg  boilers  at 
£1  15s.  each ;  three  sterilizers  at  £1  12s.  Qd.  each,  and  one 
convector  at  £7  15s.;  Jan.  6,  bought  for  cash  two  office  stools 
at  £1  10s.  each;  Jan.  7,  drew  cheque  for  petty  cash  and 
wages  £10  ;  paid  in  cash,  wages  £14  2s.  Qd.,  and  salaries  £3 ;  paid 
in  cash,  office  expenses  14s.  \0d.;  Jan.  9,  bill  paj-able  for  £60  (due 
this  day)  was  dul}^  honoured  on  John  Smith's  behalf  by  the  Bank  ; 
sundry  cash  sales  for  week  ended  Jan.  7,  amounting  to  £27  2s.  M., 
paid  into  the  Bank  ;  Jan.  10,  bought  for  £3  a  carpet  for  the  private 
office  ;  returned  to  A.  Brown  &  Co.,  Ltd.,  two  egg  boilers  and  one 
sterilizer  bought  from  them  on  Jan.  5  ;  Jan.  11,  received  from  Black 
&  Co.  the  balance  of  their  account,  discount  at  2^%  being  allowed  on 
the  whole  amount  due  from  them  on  Jan.  1 ;  Jan.  12,  returned 
carpet  purchased  on  Jan.  10  in  exchange  for  one  valued  £4,  the 
difference  being  paid  for  in  cash  ;  Jan.  13,  paid  cash  for  repairs  to 
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office  desk  7s.  &d. ;  Jan.  14,  drew  cheque  for  petty  cash  £15,  and  paid 
wages  and  salaries  as  on  Jan,  7  ;  paid  in  cash,  office  expenses 
£2  75.  2cl. ;  Jan.  14,  paid  into  Bank  cash  sales  for  week  £41  15s.  Qd. ; 
paid  A.  Brown  &  Co. ,  Ltd. ,  £12  on  account.  All  moneys  received 
were  at  once  paid  into  the  Bank  ;  and  (unless  stated  otherwise)  all 
payments  were  by  cheque.  Balance  the  accounts  as  on  Jan.  14,  1906; 
bring  down  the  balances  and  extract  a  Trial  Balance.  Note  that 
no  Profit  and  Loss  Account  or  Balance  Sheet  is  to  be  prepared. 
{Royal  Society  of  Arts  ;  Intermediate,  1906.) — Aiiswer.  Trial  Balance 
Totals  £1,781  15s.  M. 

Exercise  11d. — C.  Wray  started  business  as  a  produce  dealer  on 
30th  November,  1910,  with  £500  cash  capital,  which  he  paid  into  an 
account  with  Parr's  Bank,  Ltd.  From  the  following  particulars 
write  up  his  books,  preparing  a  Profit  and  Loss  Account  and  Balance 
Sheet  upon  their  conclusion.  N.B. — All  cheques  received  and  paid 
are  paid  to  and  drawn  from  the  Bank.  1910.  Dec.  1,  bought  of 
Brown  &  Co,  on  credit  200  cwt.  shellac  at  £3  5."?.  per  cwt. 
£650 ;  Dec.  2,  drew  from  Bank  for  office  cash,  £10 ;  Dec. 
3,  paid  by  cheque  for  office  furniture  bought  £15  2s.  8c?.; 
Dec.  5,  sold  Holmes  Bros,  on  credit  100  cwt.  shellac  at  £3  10s. 
£350 ;  Dec.  10,  accepted  Brown  &  Co.'s  draft  at  3  months  for  £500, 
paying  them  by  cheque  £145,  being  allowed  discount  £5  ;  Dec.  10, 
received  from  Holmes  Bros,  their  acceptance  (No.  1)  for  £300,  cash 
(paid  to  Bank)  £46,  allowed  them  discount  £4 ;  Dec.  14,  paid  from 
office  cash,  salaries  to  date  £4  10s.;  Dec.  16,  sold  Holmes  Bros,  on 
credit  100  cwt.  shellac  at  £3  15s.,  £375  ;  Dec.  17,  bought  of  Brown 
&  Co.  on  credit  200  cwt.  shellac  at  £3  ISs.,  £750;  Dec.  19, 
discounted  with  the  Bank  Holmes  Bros.'  acceptance  (No.  1)  for 
£300,  being  charged  discount  £3  ;  Dec.  20,  sold  to  Rowe  &  Co.  on 
credit  10  cwt.  shellac  at  £4,  £40 ;  received  cheque  from  Rowe  & 
Co.  on  account  £25  ;  Dec.  23,  paid  Brown  &  Co.  by  cheque  on 
account  £300,  being  allowed  discount  £3  ;  Dec.  27,  paid  from 
office  cash  for  salaries  to  date  £4  10s.  ;  Dec.  30,  paid  by  cheque 
sundry  general  expenses  to  date  £3  8s.  9c?.;  Dec.  31,  Rowe  &  Co. 
suspended  payment,  write  off  the  £15  owing  by  them  as  wholly 
irrecoverable.  Value  of  Stock  on  hand  31st  Dec,  1910,  £750. — 
Ansicer.  (4ross  Profit  £115  ;  Net  Profit  £88  lis.  M.  ;  Final  Capital 
£588  lis.  Zd. 

Exercise  He. — L.  Laurie,  shellac  and  beeswax  dealer,  found  that 
his  position  on  November  1st,  1910,  was  as  follows  : — Cash  at  Bank 
£1,062  12s.  8^.;  stock  in  hand:  beeswax  £154  8s.  9c?.,  shellac 
£528  9s.  U. ;  debtor  R.  Kay  £622  8s.  lOd.;  creditor  Rowe  &  Sons 
£1,222  8s,  9c?.  His  transactions  for  November  1910  were  as 
follows  : — Nov.  1,  drew  from  Bank  for  office  cash  £30  ;  Nov.  2, 
sold  R.  Kay  100  cwt.  "  R.K."  shellac  at  £4  per  cwt.,  less  2|% 
trade  discount;  Nov.  3,  bought  of  Rowe  &  Sons  150  cwt.  button 
shellac  at  £4  per  cwt. ;  Nov.  4,  paid  R.  Rowe  &  Sons  by  cheque 
on  account  £500,  being  allowed  discount  £5 ;  Nov.  7,  sold  to  Hays  Bros. 
30  cwt.  button  shellac  at  £4  10s.  per  cwt.;  Nov,  8,  bought  of  Rowe 
&  Sons  100  cwt.  bleached  beeswax  at  £7  per  cwt. ;  Nov.  9,  sold 
to  Meyer  &  Co.  100  cwt.  bleached  beeswax  at  £8  10s.  per  cwt. ; 
received  from  Hays  Bros,  acceptance  at  2  m/d  for  £100,  cheque 
(paid  to  Bank)  for  £20,  cash  (placed  in  office  cash)  £13,  allowed 
them  discount  £2;  Nov.  12,  sold  for  cash  by  auction  100  cwt.  button 
shellac  for  £445  10s.,  and  paid  same  to  Bank  ;  Nov.  14,  paid  Rowe 
&  Sons  by  cheque  £706  5s.,  being  allowed  discount  £11  3s.  9c?.; 
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Nov.  15,  discounted  with  the  Bank  Hays  Bros.'  acceptance  due 
Jan.  11th,  1911,  for  £100,  being  charged  discount  15s.  M.;  Nov.  17, 
paid  from  office  cash,  salaries  to  date  £10,  printing  and  stationery 
£5  '2s.  2d. ;  returned  to  Rowe  &  Sons,  as  not  up  to  sample,  2  cwt.  of 
the  beeswax  bought  on  Nov,  8th,  being  allowed  therefor  at  £7 
per  cwt. ;  Nov.  25,  sold  for  cash  10  cwt.  (grade  3)  shellac  for  £35  I6s. , 
received  cheque  for  this  amount,  and  paid  same  to  Bank  ;  Nov.  29, 
sold  to  Rees  Bros.,  Ltd.,  10  cwt.  beeswax  at  £8  per  cwt.;  Nov,  30, 
paid  by  cheque,  salaries  to  date  £14 10s.,  paid  from  office  cash,  sundry 
petty  expenses  to  date  £7  2s.  6c/.,  paid  from  office  cash  £10  into  Bank. 
From  the  foregoing  particulars  write  up  L,  Laurie's  books  for  the 
month  of  November,  preparing  a  Trial  Balance,  Trading  and  Profit 
and  Loss  Accounts,  and  a  Balance  Sheet  at  their  conclusion.  The 
following  provisions  are  to  be  made  under  date  November  30th  :  — 
(a)  set  aside  £40  as  a  reserve  for  bad  and  doubtful  debts,  [b)  allow 
£12  10s.  for  sundry  expenses  owing,  but  not  paid,  the  statements 
not  having  yet  come  in  from  the  various  creditors  concerned.  The 
Trading  Account  is  to  show  separately  the  gross  profit  made 
on  beeswax  and  shellac,  and  the  various  books  subsidiary  to  that 
account  are  to  be  shown  with  analysis  columns  for  "  Beeswax  "  and 
' '  Shellac  "  respectively.  Value  of  Stocks  in  hands  at  Nov.  30th, 
Shellac  £220  ;  Beeswax  £10. — Answer.  Gross  Profit :  Beeswax 
£99  lis.  3rf.;  Shellac  £97  16s.  M.  Net  Profit  £121  lis.  M.  Final 
Capital  £1,267  2s.  ^d. 

Exercise  11f. — From  the  following  particulars  prepare  my  Trading 
Account  for  1910,  showing  the  gross  profit  made  on  each  of  the  two 
classes  of  goods  dealt  in.  Stock,  Jan.  1,  1910  :  Beeswax  £1000, 
Shellac  £2000 ;  Sales :  Beeswax  £8100,  Shellac  £3700  ;  Returns 
Inwards  :  Beeswax  £500,  Shellac  £100  ;  Returns  Outwards  :  Bees- 
wax £100,  Shellac  £200  ;  Purchases :  Beeswax  £6000,  Shellac 
£3000 ;  Stock,  Dec.  31,  1910 :  Beeswax  £1800,  Shellac  £2000.— 
Answer.     Gross  Profit  :  Beeswax  £2500  ;  Shellac  £800. 

Exercise  llG. — Charles  Rivers  is  the  sole  proprietor  of  a  colliery  ; 
from  the  following  particulars  prepare  his  Drawing  and  Capital 
Accounts  as  they  appear  in  his  Ledger  for  the  year  1910.  The 
total  of  his  Drawings  is  to  be  transferred  to  his  Capital  Account  at 
the  end  of  the  year,  profits  being  credited  direct  to  the  same 
account : — Balance  of  Capital  Account,  Jan.  1,  1910,  £3000  ;  Draw- 
ings :  March  31,  £100  ;  April  30,  £200  ;  July  25,  £200 ;  Sept.  13, 
£400 ;  Dec.  8,  £300  ;  Profit  for  1910  (after  charging  interest  on 
Capital),  £850 ;  Interest  on  Capital,  1  year  on  £3000  at  5  per 
cent.  £150 ;  ignore  interest  on  Drawings. — Ansiver.  Credit  Balance, 
Dec.  31,  1910,  £2800. 

Exercise  11h. — From  the  following  particulars  show  my  Capital 
Account  as  it  would  appear  in  my  Ledger  for  the  year  1910  ; 
Credit  Balance  on  Capital  Account,  Jan.  1,  1910,  £500  ;  Drawings  : 
June  30,  1910,  £250  ;  Sept.  30,  1910,  £100  ;  Net  profit  on  trading  for 
1910,  £300.— Ansiccr.     Credit  Balance  Dec.  31,  1910,  £450. 

Exercise  lli. — From  the  following  particulars  show  my  Capital 
Account  as  it  would  appear  in  my  Ledger  for  the  year  1910  :  Credit 
Balance  on  Capital  Account,  Jan.  1,  1910,  £1500  ;  Drawings  :  June 
30,  1910,  £300  ;  Sept.  30,  1910,  £400  ;  Net  Loss  on  trading  for  1910 
(after  allowing  for  interest  on  Capital  and  Drawings),  £1300.  Allow 
interest  on  Capital  at  6  "^  o  per  annum  and  charge  interest  at  the  same 
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rate  on  Drawings,  working  interest  in  months..— Answer.     Debit 
Balance  Dec.  31,  1910,  £425. 

Exercise  llJ. — On  June  1,  1910,  S.  Dawes  comraenced  business 
with  the  following  property  and  debts  :  Cash  at  Bank  £300  ;  cash 
in  hand  £7  Us.  2d.  ;  stock  £593  155.  Id.  ;  premises  £800.  Debtors— 
R.  Hills  £272  155.  Id.  ;  W.  Johnson  £33  65.  Sd.  Creditors— The 
Lincolnshire  Lace  Co.,  £75  7s.  2d.  ;  A.  Seard  £330  19s.  7d.  ; 
E.  Egglesfield  £63  9s.  8d.  S.  Dawes'  transactions  for  the  month 
of  June  were  as  follows  :  June  3,  bought  on  credit  from  A.  Scard, 
silk  £69  19s.  2d.,  and  lace  £47  3s.  M.  ;  June  4,  sold  to  W.  Johnson, 
lace  £363,  less  5  per  cent,  trade  discount ;  June  9,  received  cheque 
from  W.  Johnson  for  the  amount  of  his  account,  less  2|  per  cent, 
cash  discount ;  June  14,  paid  trade  expenses  by  cheque  £14  19s.  7d.  ; 
June  23,  sold  to  L.  Biggs,  silk  £57  9s.  2d.,  less  5  per  cent,  trade 
discount ;  June  29,  bought  from  M.  Pinnett,  velvet  £33  17s.  5d., 
and  paid  for  same  by  cheque,  less  5  per  cent,  cash  discount ;  June 
30,  paid  wages  by  cheque  £15  15s.  Qd.  Open  the  necessary  books 
to  record  the  above  entries,  post  them  into  the  Ledger,  and  balance 
the  accounts  as  on  June  30,  1910.— Atiswer.  Initial  Capital 
£1,537  15s.  2d. 

CHAPTER  XII 

Exercise  12k. — (a)  A  Bill  of  Exchange  is  drawn  by  A. B.  upon  M.N. 
in  favour  of  X.Y.  It  is  duly  accepted  by  M.N.  On  receipt  of  the 
bill  X.Y.  endorses  it  in  favour  of  Z.Z.,  to  whom  he  sends  it. 
Explain  the  liabilities  of  each  of  these  four  parties  in  connection 
with  the  bill,  (b)  What  is  meant  by  dishonouring  a  Bill  of  Exchange  ? 
(c)  I  receive  a  bill  from  George  Hawkins  in  discharge  of  a  debt  he 
owes  me.  Explain  the  entries  which  I  must  make  in  my  books 
(i)  when  I  receive  the  bill,  (ii)  when  it  falls  due  and  is  paid. 
{d)  I  accept  a  Bill  of  Exchange  for  £70  drawn  on  me  by  W.  Hill, 
to  whom  I  owe  that  amount.  Explain  the  entries  which  I  must 
make  in  my  bDoks  (i)  when  I  accept  the  bill,  (ii)  when  it  falls  due 
and  is  paid  by  me.  (e)  Being  in  need  of  ready  money,  I  discount, 
with  my  Bankers,  a  bill  for  £200  due  two  months  hence.  They 
charge  me  £1  13s.  4d.  for  this.  Explain  the  entries  which  I  must 
make  in  my  books  in  order  to  record  this  transaction. 

Exercise  12f. — Pass  the  following  transactions  through  the  proper 
books  (including  a  Bills  Receivable  Book  to  be  ruled  up  by  yourself), 
and  make  the  complete  entries  which  are  necessary  to  comply  with 
the  Double-entry  system.  Oct.  1,  1910,  received  from  A.  Bishop 
&  Co.  their  acceptance  No,  1  drawn  by  me  in  my  own  favour  payable 
two  months  from  to-day,  at  27,  Cheapside,  E.G.,  for  £150.  Oct.  4, 
received  from  Geo.  Thomas  a  Bill  of  Exchange,  No.  2,  drawn  by 
myself  on  him  in  my  own  favour,  payable  ten  daj^s  after  date  at 
17,  Piccadilly,  Manchester,  dated  Oct.  4,  1910,  for  £300.  Oct.  6, 
received  from  R.  Simpson,  Bill  No.  3  drawn  by  me  on  him  in  my 
own  favour  payable  three  months  after  date  at  the  Bank  of  England, 
London,  dated  Sept.  20,  1910,  for  £175.  Oct.  7,  I  discounted 
Bill  No.  3  with  my  Bankers,  being  charged  £2  3s.  9d.  discount. 
Oct.  14,  Bill  No.  2  due  to-day,  was  paid  by  me  into  my  Bank, 
but  was  returned  dishonoured,  the  Bank  charging  me  2s.  for  noting 
expenses. — Answer.  Bills  Receivable  Book  total  £625.  ' 

Exercise  12g. — Pass  the  following  transactions  through  my  books 
in  Double-entry  form,  including  a  properly  ruled  Bills  Payable  Book. 
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All  bills  are  made  paj-able  at  my  Bankers.  The  total  of  the  Bills 
Payable  Account  is  to  be  posted  in  its  proper  place.  Oct.  2, 
1910,  accepted  F.  Williams'  draft  two  months  from  date  in  his  own 
favour,  dated  Oct.  2,  1910  (Bill  Payable  No.  46)  for  £200.  Oct.  3, 
H.  Colmer  drew  on  me  in  his  own  favour  at  ten  days  after  date, 
dated  Oct.  3,  1910,  for  £250,  and  I  accepted  the  same  (No.  47). 
Oct.  7,  accepted  F.  Martin  &  Son's  draft  in  their  own  favour, 
dated  Oct.  6,  1910,  payable  one  month  after  date  (No.  48)  for 
£1,000.  Oct.  13,  bill  payable  No.  47  was  paid  by  the  Bank.— 
An^ver.  Bills  Payable  Book  total  £1,450. 

CHAPTER  XIII 

Exercise  13e. — From  the  books  of  James  Bell,  which  have  been 
kept  by  single  entry,  and  from  other  sources,  it  appears  that  his 
position  on  Dec.  31,  1904,  was  as  follows  : — Book  Debts  £7,000  ; 
Cash  in  hand  £10 ;  Stock-in-trade  £3,000 ;  Furniture,  fixtures  and 
fittings  £500;  Trade  Creditors  £2,500;  Bank  overdraft  £1,000. 
Bell  commenced  business  on  Jan.  1,  1904,  with  a  capital  of 
£3,000,  and  during  the  twelve  months  had  drawn  out  £600.  Prepare 
a  statement  showing  Bell's  profit  for  the  year  1904,  after  allowing 
for  depreciation,  etc.,  at  10  per  cent,  per  annum.  {Chartered  Insti- 
tute of  Secretaries ;  Intermediate  and  Final,  June,  1905.) — Answer. 
Profit  £4,560. 

Exercise  13r. — The  books  of  a  manufacturer,  D,  are  kept  by 
single  entry,  and  you  are  supplied  with  the  following  figures,  which 
have  been  verified  :— Capital  Dec.  31,  1904,  £9,200  ;  Book  Debts 
Dec.  31,  1905,  £8,750  ;  Creditors  on  open  account  Dec.  31,  1905, 
£4,200 ;  Bills  Payable  Dec.  31,  1905,  £470  ;  Cash  at  bankers  £440  ; 
Cash  in  hand  £28 ;  Stock  £3,272  ;  Plant,  fixtures,  etc.  £2,400  ; 
D's  drawings  from  Jan.  1  to  Dec.  31,  1905,  £920.  Make  up  the 
Balance  Sheet  at  Dec.  31,  1905,  showing  the  profit  made  in  the 
year.  {Institute  of  CJiartcred  Accountants  ;  Intermediate,  May,  1906.) — 
Answer.  Profit  £1,940. 

Exercise  13g. — X,  Y,  and  Z  carried  on  business  in  the  name  of 
X  &  Co. ,  and  their  books  only  contained  single  entry  accounts.  On 
March  31, 1904,  a  statement  of  their  aflfairs  showed  their  respective 
shares  in  the  Capital  to  be  X  £8,500,  Y  £5,800  and  Z  £3,000.  On 
March  31,  1905,  their  total  Assets  were  valued  at  £52,587,  and 
their  liabilities  amounted  to  £31,127.  Profits  and  losses  after 
crediting  interest  at  5  per  cent,  on  Capital  were  divisible  in  the 
proportions  of  9,  7,  and  4  respectively,  and  their  drawings  during 
the  year  had  been  X  £675,  Y  £525,  and  Z  £300.  Make  out  a  state- 
ment showing  the  Capital,  Interest,  and  share  of  Profits  of  each 
partner  on  March  31,  1905.  {Listittcte  of  Chartered  Accountants  ; 
Intermediate,  December,  1905.) — Answer.  Capital  Balances  March  31, 
1905  :  X  £10,407  15s.;  Y  £7,243  5s.;  Z  £3,809. 

Exercise  13h. — Raise  the  necessary  accounts,  and  prepare  Trading 
and  Profit  and  Loss  Accounts,  and  a  Balance  Sheet  on  Dec.  31,  1908, 
from  the  following  particulars  : — Assets  at  Jan.  1,  1908  :  Cash 
£1,000  ;  Stock-in-trade  £2,000  ;  Debtor— Hill  &  Co.  £1,500.  Liability 
at  Jan.  1,  1908  :  Creditor— J.  Smith  £1,000.  Transactions  during 
the  year  1908  :  Goods  bought  of  J.  Smith  £13,000  ;  Goods  sold 
to  Hill  &  Co.  £16,000  ;  Cash  received  from  Hill  &  Co.  £13,000  ; 
Cash  paid  to  J.  Smith  £10,000;  Partners'  drawings  £1,000;  Cash 
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paid  for  rent  £200 ;  Salaries  £500 ;  Office  expenses  £100.  The 
Stock-in-trade  on  Dec,  31,  1908,  amounted  to  £3,000,  {Institute  of 
Chartered  Accountants  ;  Intermediate,  November,  1909,) — Ansicer.  Net 
Profit  £3,200,  Final  Capital  £5,700. 

Exercise  13i, — A  keeps  his  books  by  single  entry.  On  Jan.  1, 
1909,  his  capital  was  £6,900.  An  analysis  of  his  cash  book  for  1909 
gives  the  following  particulars  : — Debit  side  :  Received  from  sundry 
debtors  £6,000  ;  Paid  in  on  Capital  Account  £500.  Credit  Side : 
Due  to  Bank  Jan.  1,  1909,  £740  ;  Payments  to  sundry  creditors 
£2,500 ;  General  expenses  of  business  £1,000  ;  Wages  £1,550 ; 
Drawings  £300  ;  Balance  at  Bank  Dec.  31,  1909,  £400  ;  Balance  in 
hand  £10.  Debtors  at  Jan.  1,  1909,  were  £5,300,  and  at  Dec.  31 
were  £8,800;  Creditors  £1,500  and  £1,950  ;  Stock  £1,700  and  £1,900  ; 
Plant  and  machinery  £2,000  and  £2,000  ;  Furniture  and  fittings 
£140  and  £140.  From  the  above  material  prepare  a  Profit  and  Loss 
Account  for  the  year  ended  Dec.  31,  1909,  and  a  Balance  Sheet  at 
that  date,  after  providing  5  per  cent.  Interest  on  Capital  (ignoring 
payments  in  and  drawings),  10  per  cent.  Depreciation  on  Plant,  5 
per  cent.  Depreciation  on  Furniture,  and  a  Reserve  of  5  per  cent,  on 
Sundry  Debtors.  {Institute  of  Chartered  Accotmtants  ;  Intermediate, 
May,  1910.) — Answer.  Net  Profit,  after  charging  Interest  on 
Capital,  £3,208. 

CHAPTER  XIV 

Exercise  14e, — On  Feb.  15  I  dispatched  goods  valued  at  £21  IO5. 
to  A.  Train  &  Sons,  Calcutta,  to  be  sold  by  them  on  commission. 
Freight  cost  me  £4  13.9.  \0d.,  dock  dues  £1  19s.  Zd.,  insurance 
£2  155.,  and  cartage  15s,  6^.  On  June  23  I  received  from  Messrs. 
Train  and  Sons  Account  Sales  with  cheque  for  £240  13s,  4^.,  the 
balance  due  to  me  after  deducting  their  expenses  and  commission. 
Make  the  Journal  entries  necessary  to  record  these  transactions  and 
to  show  the  resulting  profit  or  loss.  {University  of  Cambridge  Local 
Examination;  Junior,  July,   1909.) — An,swer.  Profit  £208  19s,  9d.* 

Exercise  14f, — Journalize  the  following  items:  {a)  New  engine 
bought  for  cash  £200,  allowed  for  old  engine  £50.  (6)  S.  W.,  a 
debtor,  gives  a  three  months'  bill  for  his  account  £100  ;  one  month 
later  he  retires  his  bill  for  cash  £50,  less  two  months  at  5  per 
cent.,  and  gives  a  fresh  bill  at  two  months  for  the  remainder,  (c) 
Consignment  to  India  charged  at  £80  ;  remitted  for :  t  Cash 
£69  Os.  4c?,,  difference  of  exchange  16s.  Sd.,  commission  £10, 
{d)  Dividend  received  upon  a  debt  written  off  last  year  as  bad 
£14  3.?.  Qd.     {Society  of  Accountants  and  Auditors  ;  Final,  Dec.  1901.) 

Exercise  14g, — (i)  A  received  from  B  on  consignment  600  barrels 
of  flour  at  20s.  per  barrel.  He  paid  frei£;ht  £25,  insurance  £5,  and 
storage  £5,  He  sold  300  barrels  at  26s,  and  the  remainder  at  25s. , 
and  charged  B  a  commission  of  2|  per  cent,  on  such  sales.  You  are 
required  to  show  how  the  above  transactions  would  appear  in  the 
books  of  A.  (ii)  Taking  the  facts  stated  in  the  preceding  question,  you 
are  required  to  show  how  the  transactions  would  appear  in  the  books 
of  B,  assuming  that  the  account  is  settled  by  A  forwarding  to  B  a 
bill  drawn  on  C  at  three  months  which  is  duly  accepted  and  met 
at  maturity,  {Chartered  Institute  of  Secretaries  ;  Intermediate  and 
Final,  June,  l^dQ.)— Answer,  (i)  Remittance  to  B,  £710  17s.  M.; 
(ii)  Profit  on  B's  books  taking  invoice  price  as  cost  £110  17s.  Qd. 

*  This  is  an  extraordinary  profit  on  t'ae  turnover  1 
t  Gross  proceeds  £79  17*. 
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Exercise  14h.— On  October  1,  1910,  Brown  &  Co.,  of  London, 
shipped  to  Viscaya  Hermanos,  of  Buenos  Ayres,  per  s.s.  Peixoto,  a 
consignment  of  electro-plated  articles  invoiced  at  £400,  the  cost 
price  of  the  goods  consigned,  as  shown  in  Brown  &  Co.'s  books, 
being  £335.  Brown  &  Co.  paid  on  October  1,  1910,  for  freight 
£11  105.,  insurance  £7,  and  packing  and  sundry  charges  £1  5s. 
Viscaya  Hermanos  received  advice  of  the  consignment  on  Nov. 
10th,  1910,  and  the  same  day  took  delivery  of  the  goods  from  the 
steamer,  paying  for  Government  import  duty  gold  pesos  175,  and 
for  landing  charges  gold  pesos  10.  The  goods  forming  the  con- 
Bignment  were  sold  as  follows  :  Nov.  15,  to  Saenz  Pena  k  Co.  ,for  cash, 
gold  pesos  1,000  ;  Nov.  16,  to  Dugano  Brothers,  on  credit,  525 ;  Nov. 
16,  to  Bolivar  e  Hijo,  for  cash,  960  ;  total  proceeds,  gold  pesos  2,485. 
Viscaya  Hermanos  are  entitled  to  a  commission  of  5  %  on  sales,  plus 
a  del  credere  of  1  per  cent.  They  made  out  their  Account  Sales  on 
Nov.  26,  1910,  remitting  to  Brown  &  Co.  a  cheque  on  London  for 
the  sterling  equivalent  of  the  net  proceeds  of  the  consignment. 
Dugano  Bros,  paid  them  for  the  goods  bought  by  them  on  Nov.  25. 
From  the  foregoing  particulars,  (1)  show  the  entries  relating  to  the 
consignment  in  Brown  &  Co.'s  books  (in  sterling).  (2)  Show  the 
entries  relating  to  the  consignment  in  Viscaya  Hermanos'  books  (in 
gold  pesos).  (3)  Prepare  the  Account  Sales  rendered  to  Brown  & 
Co.  by  Viscaya  Hermanos  (in  gold  pesos).  Assume  throughout 
that  the  Argentine  gold  peso  is  the  equivalent  of  4s.  sterling, 
and  that  the  remittance  to  Brown  an<l  Co.  by  cheque  was  effected 
at  that  roXe.— Answer.  Profit  on  Brown  &  Co.'s  books  £75  8s.  Id. ; 
Remittance  from  Viscaya  Hermanos  $2150 '90  =  £430  3s.  Id. 

Note.— A  gold  peso  ($1)  is  divided  into  100  cents. 

Exercise  14i. — Make  out  to  John  Jones  &  Co.,  Liverpool,  an 
Account  Sales  of  50  kegs  of  butter  marked  "  C.  D."  and  sold  at 
84s.  per  cwt.  ;  gross  weight  125  cwt.,  tare  6  cwt.  2  qrs.  The 
butter  was  sent  by  Anskels  &  Co.,  Denmark,  per  s.s.  Jeune.  The 
following  charges  are  made  :  Insurance  £3  ;  rates  £7  10s.;  Customs 
and  stamps  15s.  ;  sale  expenses  £1  10s.  M.  ;  brokerage  10  %  ; 
commission  2^  %.  {Society  of  Accountants  and  A^oditors;  Inter., 
June,  1902.)— Answer.  Net  Proceeds  £422  14s.  Qd. 

Exercise  14j. — The  following  transactions  are  stated  as  they 
appear  in  the  books  of  Tomkinson  k  Co.  From  them  prepare  a  state- 
ment of  account  current  to  be  rendered  by  Tomkinson  k  Co.  to  R. 
Heaps,  of  Cape  Town,  brought  down  to  July  18,  1910,  with  interest  at 
6  %  per  annum  : — 1910.  Jan.  26,  sold  R.  Heaps  goods  shipped  per 
s.s.  Azores  £6,019  16s.  3d. ;  Jan.  31,  paid  R.  Heaps'  drafts  at  sight  on 
ourselves  in  favour  of  May  Bros,  k  Co.  £3,247  3s.  9d.  ;  Feb.  23, 
sold  R.  Heaps  goods  shipped  per  s.s.  Algarve  £2,054  4f.  2d.  ; 
April  2,  received  from  R.  Heaps  by  draft  on  the  Standard  Bank  of 
South  Africa  £1,265  8s.  2d.  ;  May  2,  received  from  Samuelson  & 
Co.  for  account  of  R,  Heaps  £2,084  4s.  2d.  ;  May  4,  received 
from  the  Bank  of  Africa,  London,  for  account  of  R.  Heaps  £4,849 
8s.  \d.  ;  J\ine  13,  credited  to  R.  Heaps'  account  proceeds  received 
this  day  of  a  consi-piment  of  goods  sold  by  us  for  his  account  £151 
3s.  ;  June  27,  rea  ived  from  R.  Heaps  for  his  credit  by  draft  on  the 
African  Banking  Corporation,  Ltd.,  £1,176  Is.  8c?. — Answer.  July 
18,  Dr.  balance:  iPrincipal  £1,794  19s.  Id.,  interest  £163  14s.  Id. 
=  £1,958  13s.  (\d. 
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Bxercise  14k. — Prepare  from  the  following  details  an  account 
current  to  be  rendered  to  the  customer.  A  ships  to  B  on  two 
months'  terms  from  date  of  invoice  (interest  at  5  per  cent,  account 
current)  the  following  goods,  viz.: — 1901.  Jan.  2,  £140  ;  March  18, 
£312;  June  4,  £285;  Sept.  23,  £98;  Nov.  6,  £176;  total  £1,011. 
Payment  is  made  by  B  as  follows :  1901.  Feb.  20,  £100  ;  May  5, 
£75  ;  July  31,  £200 ;  Oct.  3,  £350  ;  and  the  balance  on  Jan.  2, 
1902.  (  Society  of  Accountants  and  Avditors  ;  Intermediate,  Jmu,  1902.) 
— Answer.  Jan.  2,  Balance  of  Account  paid  £292  lis.  4:d.  (including 
£6  lis.  U.  interest). 

Exercise  14l. — The  Midland  Steel  Company,  Ltd.,  consigned  to 
its  Australian  Agents — Murray  k  Co.,  of  Sydney — 125  tons  of  steel 
bars  per  s.s.  Tantallon  Castle.  Murray  &  Co.  paid  for  landing 
charges  £15,  carting  £10,  warehousing  £6,  insurance,  £1,  and 
advertising  £5.  On  July  1,  1910,  they  sold  the  steel  by  auction, 
as  follows : — 

£    s.    d. 

25  tons  at  10    0    0  per  ton. 

30       „         9  10    0        „ 

30       „         9    5    0 

40       „         9    0    0 

They  charged  commission  at  5  per  cent.  Make  out  in  proper 
form  the  Account  Sales  rendered  by  Murray  &  Co.  to  the  Midland 
Steel  Company,  Ltd.,  showing  the  balance  due,  for  which  Murray 
&  Co.  sent  a  Bill  at  30  days  after  sight,  and  record  the  transactions 
in  the  books  of  Murray  &  Co.  ( Institute  of  Chartered  Accountants  ; 
Jnterinediate,  1911.) — Answer.  Net  Proceeds  remitted  by  Bill, 
£1,076  17s.  6^. 


CHAPTER  XV 

Exercise  15f. — A  and  B  as  partners  possess  £20,000  and  £5,000 
respectively  in  a  firm.  Their  gross  trading  profit  is  £3,250.  By 
their  partnership  agreement  they  divide  profits  in  proportion  to 
their  holding  after  giving  B  £500  as  manager  and  allowing  5  per 
cent,  interest  on  capital.  A's  drawings  were  £700  and  B's  £100. 
Draw  up  a  Profit  and  Loss  Account  and  separate  Partners'  Accounts. 
Answer.  Capital  Accounts:  (A)  £20,000;  (B)  £5,000.  Current 
Accoimts:  (A)  £1,500;  (B)  £950. 

Exercise  15g. — Samuel  Smith  and  Robert  Brown  are  partners  in  a 
manufacturing  business.  After  providing  5  per  cent,  per  annum 
interest  upon  their  respective  Capital  Accounts,  profits  or  losses  are 
to  be  shared  equally.  Adjustments  are  to  be  made  as  follows — 
(1)  Plant  and  Machinery  Account  is  to  be  depreciated  by  10  per 
cent,  per  annum.  (2)  Furniture  and  Fittings  Account  5  per  cent. 
(3)  Provision  of  5  per  cent,  on  the  debtors'  balances  for  bad  and 
doubtful  debts.  (4)  Only  three  quarters'  rent  have  been  paid ;  the 
quarter's  rent  due  on  Dec.  25,  1905,  not  having  been  paid  or  passed 
through  the  books.  Stock  on  Dec.  31,  1905,  was  valued  at 
£800.  The  Trial  Balance  extracted  on  Dec.  31,  1905,  is  set  out 
below.  Prepare  Trading  and  Profit  and  Loss  Accounts  and  a 
Balance  Sheet,  in  which  latter  show  the  Partners'  Accounts  in  detail. 
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r.  Balances — 

Cr.  Balances — 

Smith's    Drawings    (in 

S.       Smith      (Capital 

eluding  interest) 

£450 

Jan.   1,   1905)  . 

.  £2,000 

Brown's    Drawings   (in 

R.      Brown      (Capital 

eluding  interest) 

400 

Jan.   1,   1905)  . 

.      1,500 

Stock  (Jan.  1,  1905) 

750 

Sales   . 

.     5,400 

Furniture  and  Fittings 

300 

Purchases  Returns 

200 

Plant  and  Machinery 

500 

Rent      to      date 

for 

Goodwill        .        . 

1,000 

premises  sub-let 

20 

Purchases 

2,300 

Reserve   for   Bad 

and 

:Manufacturing  Wages 

520 

Doubtful  Debts 

150 

Carriage 

100 

Discount 

10 

Salaries 

350 

Sundry  Creditors 

720 

Rent      . 

120 

Rates  and  Taxes    . 

20 

Gas  and  Water 

30 

General  Expenses  . 

270 

Sales  Returns 

150 

Bad  Debts     . 

80 

Cash  at  Bank 

500 

Cash  in  Hand 

20 

Sundry  Debtors     . 

2,140 

£ 

10,000 

£10,000 

—A^rmver.  Gross  Profit  £2,680;  Net  Profit  £1,503."  Capital  Ac- 
counts: Smith  £2,000;  Brown  £1,500.  Current  Accounts:  Smith 
£401  10s.  ;  Brown  £426  10s. 


Exercise  15h, — A,  B,  and  C  are  in  partnership.  A's  capital  is 
£5,000,  B's  £3,000,  C's  £2,000.  Profits  are  to  be  divided  as  follows  : 
A  one-half,  B  one-third,  C  one-sixth,  after  charging  interest  upon 
capital  at  5  per  cent,  per  annum  and  allowing  salaries  of  £400  a 
year  to  each  partner.  The  profits  of  the  year  available  for  division 
as  above  amount  to  £3,600.  Show  the  division  and  adjust  the 
Capital  Accounts,  taking  into  account  that  the  drawings  of  each 
partner  amounted  to  £300.  {Institute  of  Chartered  Accountants; 
Intervieduvtc,  June,  1901.)  Note:  Ignore  interest  on  drawings. — 
Answer.  Capital  Accounts :  (A)  £5,000 ;  (B)  £3,000 ;  (C)  £2,000. 
Current  Accounts :  (A)  £1,300;  (B)  £883  65.  M.  ;  (C)  £516  13s.  4d. 

Exercise  I61.— C.  Child  and  D.  Dark  were  trading  in  partnership 
on  Dec.  31,  1909,  under  the  firm  name  of  Child  &  Dark.  Child's 
Capital  Account  then  showed  a  credit  balance  of  £3,500,  and  Dark's 
Capital  Account  showed  a  credit  balance  of  £1,000.  Eacli  partner 
was  entitled  to  interest  at  6  per  cent,  per  annum  on  the  balance  of 
his  Capital  Account  as  stated  at  the  beginning  of  each  half-year. 
Dark  was  entitled  to  a  salary  of  £200  per  annum,  and  the  balance 
of  profits  was  to  be  shared  equally  between  the  partners,  (a)  For 
the  half-year  ended  June  30,  1910,  the  firm's  Profit  and  Loss  Account, 
before  allowing  for  any  of  the  provisions  set  forth  above,  showed  a 
loss  of  £505.  Each  partner  withdrew  £500  on  June  30, 1910  ;  apart 
from  this  no  withdrawals  took  place.  Show  the  Partners'  Capital 
Accounts  for  the  half-year  ended  June  30,  1910,  giving  effect  to  the 
above  directions.  (Jb)  The  Profit  and  Loss  Account  for  the  half-year 
ended  Dec.  31,  1910,  showed  a  loss  of  £1,500,  before  allowing  for 
any  of  the  provisions  to  be  made  under  the  partnership  arrange- 
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ments.  Show  the  Partners'  Capital  Accounts  for  that  half-year 
also,  giving  effect  to  the  directions  stated  above.  No  withdrawals 
took  place  during  this  half-year. — Answer,  (a)  Balances,  June  30, 
1910:  Child,  Cr.  £2,735;  Dark,  Cr.  £260;  {h)  Balances,  Dec  31, 
1910:  Child,  Cr.  £1,972  25.  6<^.;Dark,  Dr.  £477  25. 6rf.  (See  iV.,  p.  756.) 
Exercise  15 J. — Jones  and  Robinson  has'e  been  carrying  on  business 
in  partnership  during  the  year  ended  Dec.  31,  1904.  No  partner- 
ship deed  was,  however,  executed.  Capital  was  introduced  into  the 
business  as  follows :  Jones  £5,000,  Kobinson  £1,000.  Jones,  in 
addition,  advanced  £1,000  to  the  firm  as  a  loan,  but  no  agreement 
was  come  to  between  the  partners  as  to  the  paj^ment  of  interest 
upon  this  loan.  The  profits  for  the  year  ended  Dec.  31,  1904, 
amounted  to  £3,000,  prior  to  provision  for  interest,  if  any,  either 
upon  Capital  or  Loan  Accounts.  The  partners  cannot  agree,  either 
as  to  the  proportion  in  which  the  profits  are  to  be  divided,  or  upon 
the  question  of  interest.  They  refer  the  matter  to  you,  and  agree 
to  abide  by  the  accounts  prepared  by  you.  How  would  you  divide 
the  profits  for  the  year  ?  {Institute  of  Chartered  Accountants  ;  Inter- 
mediate, May,  1905.) — Answer.  Division  of  Profits:  Jones  £50 
interest  and  £1,475  profits  ;  Robinson  £1,475  profits. 

Exercise  15k.— The  following  is  the  Trial  Balance  of  A.  Jumble 
and  T.  Sale  on  Dec.  31,  1907  :— 


Dr. 

Cr. 

A  Jumble,  Capital  Jan.  1 

£12,000 

T.  Sale,           „              „        .         . 

9,000 

Machinery  and  Plant    .... 

£10,000 

Stock  Jan.  1           .         .         .         . 

5,500 

Purchases 

.       22,000 

Salaries 

1,000 

Wages 

4,500 

Sales 

35,000 

Debtors 

9,000 

Creditors 

4,000 

Carriage 

470 

Rents,  Rates,  Taxes,  and  Insurance 

1,200 

Discount 

*      30 

A.  Jumble,  Salary 

600 

T.  Sale,            „              ... 

400 

Cash  at  Bankers    .... 

4,300 

Repairs          ..... 

250 

Coal  and  Coke       .... 

1,100 

Bills  payable          .... 

750 

Bills  receivable     .... 

375 

Cash  in  hand         .... 

25 

£60,750 

£60,750 

The  Stock  at  the  end  of  the  year  amounted  to  £6,000.  Prepare 
Trading,  Profit  and  Loss,  and  Partners'  Accounts,  and  Balance 
Sheet.  Each  partner  is  to  have  5  per  cent,  interest  on  his  Capital ; 
the  profits  and  losses  are  to  be  divided,  two-thirds  to  A.  Jumble 
and  one-third  to  T.  Sale  ;  7^  per  cent,  depreciation  is  to  be  written 
off  Machinery  and  Plant ;  2^  per  cent,  for  discounts  is  to  be  allowed 
off  Debtors  and  Creditors  ;  £350  is  to  be  reserved  for  Bad  Debts ; 
and  Rates,  amounting  to  £300,  paid  for  the  year  ending  March  31, 


734        BOOK-KEEPING  AND  ACCOUNTS 

1908;  have  to  be  apportioned.  {Institute  of  Chartered  Accountants; 
Firud,  May,  1908.) — Answer.  Net  Profit  £1,750;  Balance  Sheet 
Totals  £28,450. 

Exercise  15l. — Richard  Black  and  William  White  enter  into 
partnership,  upon  equal  terms,  for  the  purpose  of  purchasing  and 
continuing  the  old-established  business  of  the  late  Robert  Blank. 
The  business  was  taken  over  from  Blank's  executors  as  on  Jan.  1, 
1905,  as  a  going  concern,  upon  the  basis  of  the  last  certified  Balance 
Sheet,  which  was  as  follows  : — 

R.  BLANK. 
Balance  Sheet,  December  31,  1904. 


To  Capital  .        .        .     £26,593 

By  Freehold  Premises 

£14,200 

„  Sundry  Creditors  .         3,482 

,,    Plant  Account 

8,100 

,,  Reserve      for    Bad 

„    Sundry  Debtors    . 

3,420 

Debts    ...            385 

„    Stock  on  hand 

4,140 

„    Office  Furniture    . 

600 

£30,460 

£30,460 

The  purchase  price  was  agreed  at  £28,000,  which  amount  was 
found,  in  equal  snares,  by  Black  and  White  and  duly  paid  over  to 
Blank's  executors.  In  addition,  each  partner  paid  £1,000  into  the 
new  firm's  Banking  Account  to  provide  Working  Capital,  and  it 
was  agreed,  before  opening  the  new  books,  to  reduce  the  valuation 
of  the  Plant  (as  shown  above)  by  £500,  the  Stock  by  £450,  and  the 
Office  Furniture  by  £200.  Make  the  opening  entries  necessary  to 
record  the  above  transactions  in  the  books  of  the  new  firm,  and 
draw  up  a  Balance  Sheet  showing  the  position  of  Messrs.  Black  & 
"White  at  the  commencement  of  the  new  partnership.  {Institute  of 
Chartered  Accountants  ;  Intermediate ^  May,  1905.) — Answer.  Balance 
Sheet  Totals  £33,482. 

Exercise  15m. — X,  Y,  and  Z  are  in  partnership,  and  on  Jan.  1, 
1909,  their  respective  capitals  were  £4,000,  £2,780,  and  £1,590. 
Y  is  entitled  to  a  salary  of  £250  and  Z  to  one  of  £200  per  annum, 
payable  before  division  of  profits.  Interest  is  allowed  on  capital  at 
5  per  cent,  per  annum  and  is  not  charged  on  drawings.  Of  the  net 
divisible  profits  X  is  entitled  to  40  per  cent,  of  the  first  £1,000,  Y  to 
35  per  cent,  and  Z  to  25  per  cent. ;  over  that  amount  profits  are 
shared  equally.  The  profit  for  the  year  end^d  Dec.  31,  1909,  after 
debiting  partners'  salaries,  but  before  charging  interest  on  capital, 
was  £2,317,  and  the  partners  had  drawn  £800  ea,ch  on  account  of 
salaries,  interest  and  profits.  Prepare  the  closing  entries  of  the 
Profit  and  Loss  Account  and  the  Partners'  Accounts  for  the  year. 
{Institute  of  Chartered  Accountants;  hUermediate,  May,  1910.) — 
Answer.  Capital  Accounts:  (X)  £4,000;  (Y)  £2,780;  (Z)  £1,590. 
Current  Accounts :  (X)  £99  10». ;  (Y)  £238  10s.;  (Z)  £29. 

Exercise  16n, — E,  F,  and  G  are  in  partnership,  and  at  Dec.  31, 
1898,  the  credit  balances  of  their  Capital  Accounts  are  £5,000, 
£1,800  and  £1,000  respectively.  After  allowing  4  per  cent,  interest 
on  their  capital,  profits  are  divisible  as  follows:  E  §,  F  J,  G  J." 
Their  withdrawals  for  the  year  1899  have  been,  E  £500,  F  £2.30, 
G  £280.  {Charge  no  interest  on  drawings).  The  Profit  and  Loss 
Account  for  the  year  ending  Dec.  31,  1899  (before  charging  interest 
on  capital)  shows  a  loss  of  £720.     Show  by  accounts  the  adjustment 
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of  these  figures  and  the  ultimate  position  of  each  partner. — Answer. 
Capital  Accounts:  (E)  £5,000;  (F)  £1,800;  (G)  £1,000.  Current 
Accounts  :  Debit  Balances  (E)  £945  ;  (F)  £416  ;  (G)  £369. 

Exercise  15o. — Messrs  Black  and  White  were  equal  partners  in 
a  retail  boot  shop.  They  decided  to  retire  and  dispose  of  their 
business  as  on  Dec.  31,  1903.  At  the  close  of  the  year  their  Balance 
Sheet  was  as  follows  ; — 


To  B.  Black,  Capital  A/c  £3,050 
,,   \V.  White  „  960 

„  Sundry  Creditors      .  480 


£4,490 


SHEET.              Dec. 

31,  1903. 

3y  Lease 

.    £1,250 

,,   Fixtures   . 

220 

,,   Sundry  Debtors 

840 

„  Stock        .         . 

.      2,060 

„  Cash  at  Bank    . 

120 

£4,490 

The  lease  and  fixtures  were  disposed  of  for  £2,700,  and  the  cash 
duly  received.  The  book  debts  were  collected,  and  realized  £752. 
The  stock  was  sold  by  auction,  and  produced  £1,340  after  payment 
of  commission  and  expenses.  The  sundry  creditors  were  paid  "oflF, 
£38  being  allowed  for  discount.  The  expenses  of  realization 
amounted  to  £87.  As  book-keeper  to  the  firm,  prepare  whatever 
accounts  may  be  necessary  to  show  the  result  of  the  realization  and 
the  amount  received  by  each  partner.  {London  Chamber  of  Commerce  ; 
Senior,  190^.)— A7iswer.  Final  Distribution:  Black  £3,236  10s. 
White  £1,146  10s. 

Exercise  15p. — A  and  B  agree  to  dissolve  partnership,  the  assets 
realize  £12,800,  and  balance  to  this  amount  stands  to  credit  of  the 
firm  at  their  bankers.  A's  capital  is  £2,800  ;  B's  capital  is  £2,100  ; 
B  has  also  lent  the  firm  £2,000.  The  amount  of  £3,900  is  owing  to 
trade  creditors.  A  is  entitled  to  f  of  the  net  profits  and  B  to  ^. 
Show  the  usual  method  of  dividing  the  assets  and  the  position 
of  A  and  B  at  the  close.  (Society  of  Accountants  and  Auditors ; 
Intermediate,  June  1901. ) — Answer.  Creditors  and  B's  Loan  are 
repaid,  after  which  A  receives  £4,300,  and  B  £2,600. 


CHAPTER  XVI 

Exercise  16e.— The  prospectus  of  Messrs.  Black  &  Tan,  Ltd.,  was 
publicly  advertised  on  January  21,  1902,  witli  the  following  loan 
and  share  issues  -.—Debentures :  1,000  4  per  cent.  Debentures  of  £100 
each,  the  whole  of  which  were  offered  and  fully  subscribed  and 
paid  up  ;  Preference  Shares :  20,000  6  per  cent.  Preference  Shares 
of  £5  each,  the  whole  of  which  were  offered  and  fully  subscribed 
and  paid  up  ;  Ordinary  Shares :  Nominal,  30,000  shares  of  £5  eacli, 
of  which  10,000  shares  were  issued  as  fully  paid  to  the  vendors 
in  part  payment  of  the  purchase  price  of  the  business.  Of  the 
remaining  20,000  shares,  the  public  subscribed  for  15,000  shares, 
the  whole  of  which  were,  in  due  course,  fully  paid  up,  with  the 
exception  of  the  last  call  of  £2  per  share  on  500  shares,  which 
were  subsequently  forfeited  by  resolution  of  the  Directors.  Pass 
the  necessary  entries  through  the  Company's  books  to  record  these 
transactions,  and  state  how  they  should  appear  in  the  Balance 
CC 
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Sheet.  {London  Chamber  of  Commerce;  Senior ^  \^02.)— Atiswer. 
Debentures  £100,000  ;  Preference  Shares  £100,000  ;  Ordinary  Shares 
£122,500  ;  Forfeited  Shares  £1,500. 

Exercise  16f. — The  business  of  Bruce  Bros.  &  Co.,  was  registered 
as  a  Limited  Company  in  1897  with  a  nominal  Capital  of  £400,000, 
divided  into  4,000  shares  of  £100  each.  500  of  these  shares  were 
issued  as  fully  paid  in  part  payment  of  the  purchase  price  of  the 
business,  3,200  of  the  remaining  shares  were  allotted  to  the  public, 
and  fully  called  up.  25  4^  per  cent.  Debentures  of  £1,000  each 
were  also  issued  and  taken  up.  On  Dec.  31,  1899,  the  following 
accounts  remained  open  in  the  Company's  books : — Share  Capital 
Account  £320,000;  Fully  Paid  Shares  Account  £50,000;  Land 
and  Buildings  £282,000 ;  Sundry  Creditors  £18,485  ;  Investments 
£8,450 ;  Cash  £6,200 ;  Preliminary  Expenses  Account  (balance) 
£1,250;  Goodwill  Account  £15,000;  Calls  in  arrear  £525;  De- 
benture Account  £25,000;  Stock  Account  (31st  Dec,  1899)  £9,000; 
Plant  Account  £78,580 ;  Sundry  Debtors  £28,000  ;  Reserve  Fund 
£8,000 ;  Profit  and  Loss  Account  (undistributed  balance)  £7,520. 
Prepare  a  Balance  Sheet  as  on  Dec.  31,  1899.  {LoTidon  Chamber  of 
Commerce;  Senior,  1900.) — Answer.    Balance  Sheet  Totals  £428,480. 

Exercise  16o. — The  nominal  capital  of  Messrs.  William  Pearson 
&  Co.,  Ltd.,  consists  of  50,000  shares  of  £1  each.  On  Dec.  31, 
1902,  the  Ledger  Balances  of  the  Company  were  as  follows: — 
Share  Capital  Account  (issued  30,000  shares  of  £1  each  with  10*. 
per  share  called  up)  £15,000  ;  Unpaid  Calls  Account  £150  ;  Cash 
in  hand  £190  ;  Sundry  creditors  £1,960  ;  Sundry  debtors  £3,640  ; 
Cash  at  bank  £1,150  ;  Reserve  Fund  £4,000  ;  Machinery  and  Plant 
Account  £6,000  ;  Mortgage  Debentures  Account  (45  debentures  of 
£100  each  at  5  per  cent,  interest)  £4,500  ;  Freehold  premises 
£11,500;  Stock  (Jan.  1,  1902)  £8,800;  Manufacturing  wages 
£12,450  ;  Salaries  £1,230  ;  Discount  Account  (amount  allowed  .by 
creditors)  £48  ;  Carriage  and  cartage  £395  ;  Rates  and  taxes  £111  ; 
Insurance  £98 ;  Sales  £62,850  ;  Trade  expenses  £382 ;  Repairs 
£174;  Purchases  £41,800;  Unpaid  Dividends  Account  £252; 
Bad  Debts  Account  £191  ;  Office  expenses  £124  ;  Interest  paid  on 
Debentures  £225.  Stock  was  taken  as  on  Dec.  31,  1902,  and 
was  valued  at  £6,820.  Before  closing  the  accounts  the  following 
adjustments  are  nece88ar3'  :  Make  a  provision  of  5  per  cent,  for 
bad  and  doubtful  debts.  Depreciation  at  the  rate  of  10  per  cent, 
is  to  be  written  off  the  Machinery  and  Plant  Account.  Prepare 
Trading  and  Profit  and  Loss  Accounts  for  the  year  ending  Dec.  31, 
1902.  Take  £1,000  to  the  Reserve  Fund,  and  prepare  a  Balance 
Sheet  as  on  that  date.  {London  Chamber  of  Commerce  ;  Senior, 
IQ0Z.)—Ansicer.  Net  Profit  £2,956  ;  Balance  Sheet  Totals  £28,518. 

Exercise  16h. — The  Weyside  Co.,  Ltd.,  was  formed  for  the 
purpose  of  purchasing  the  old-established  business  of  Richard 
Blank,  and  was  duly  registered  with  a  nominal  capital  of  £200,000, 
in  200,000  shares  of  £1  each.  This  capital  was  divided  into 
100,000  Ordinary  Shares  of  £1  each,  and  100,000  6  per  cent.  Prefer- 
ence shares  of  £1  each.  The  whole  of  the  Preference  Shares  and 
62,000  of  the  Ordinary  Shares  were  ofiFered  for  public  subscription, 
payable,  in  both  classes  of  shares,  as  follows : — 25.  6(^.  per  share 
on  application,  2s.  6rf.  per  share  on  allotment,  55.  per  share 
Jan.  15,  1905  (1st  call),  55.  per  share  Feb.  15,  1905  (2nd  call), 
the  balance  as  and  when  required.     The  whole  of  the  shares  offered 
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to  the  public  were  applied  for  and  allotted  in  due  course.  The 
balance  of  the  Ordinary  Share  Capital  was  issued  as  fully  paid  to 
the  vendor  as  part  purchase  price  of  his  business.  500  ordinary 
shares  applied  for  by  John  Smith,  upon  which  the  application 
money  only  had  been  paid,  were  subsequently  forfeited  in  accord- 
ance with  the  Articles  of  Association.  Pass  the  entries  necessary 
to  record  the  above  transactions  through  the  books  of  The  Weyside 
Co.,  Ltd.,  and  show  how  they  would  appear  in  the  Company's 
Balance  Sheet.  {London  Chamber  of  Commerce;  Senior,  1905.) — 
Answer.  Preference  Shares  £75,000;  Ordinary  Shares  £86,625; 
Forfeited  Shares  £62  10s. 

Exercise  Ifii.  —Give  suitable  rulings  for  the  Share  Ledger  of  a 
Limited  Company  and  enter  therein  the  following  particulars : — 
John  Smith,  cork  merchant,  440  Austin  Friars,  E.G.,  applied,  on 
Jan.  2,  1902,  for  150  Ordinary  Shares  of  £1  each,  and  forwarded 
the  necessary  2s.  6d.  per  share  with  his  application.  On  Jan.  12, 
1902,  John  Smith  forwarded  a  further  2s.  Qd.  per  share  on  being 
informed  by  the  Company  that  150  Ordinary  Shares  (numbered 
1  to  150)  had  been  allotted  to  him.  On  March  10,  1902,  a  call  of 
6s.  per  share  was  notified  by  the  Company,  and  was  duly  paid  by 
John  Smith  on  his  holding  on  March  15,  1902.  On  April  3,  1902, 
John  Smith  sold  100  of  his  shares  (numbered  1  to  100)  to  William 
Brown,  hatter,  486  Bond  Street,  W.,  at  12s.  6d.  per  share,  the 
transfer  being  in  due  course  accepted  by  the  Company.  {Londoti 
Chamber  of  Commerce  ;  Senior,  1903.) — Answer.  Balance  of  Sliares 
held  50  ;  10s.  per  share  paid. 

Exercise  16j — On  March  1,  1907,  the  X  Y  Z  Company,  Ltd., 
purchased  from  X  his  business  as  a  going  concern,  as  from  the 
previous  Dec.  31.  A  Balance  Sheet  prepared  upon  that  day 
showed  the  values  of  the  assets  acquired  as  follows : — Debtors 
£50,000  ;  Stock-in-trade  £25,000  ;  Buildings  £25,000  ;  Plant, 
machinery,  and  furniture  £18,000.  The  Company  also  agreed  to 
take  over  the  liabilities  of  X,  which  were  guaranteed  not  to 
exceed  £15,000.  The  purchase  consideration  was  £120,000,  pay- 
able £20,000  in  cash,  £50,000  in  6  per  cent.  Preference  Shares 
of  £1  each,  and  £50,000  in  Ordinary  Shares  of  £1  each.  The  shares 
were  allotted,  and  the  £20,000  paid  to  X  on  March  15,  1907,  oa 
which  date  50,(X)0  Ordinary  Shares  of  £1  each  were  allotted  to  the 
public,  a  deposit  of  5s.  per  share  having  been  received  thereon, 
while  a  further  5s.  per  share  became  due  on  allotment.  Show 
the  Journal  entries  necessary  to  record  these  transactions,  and  the 
Balance  Sheet  of  the  Compamy  as  on  March  15,  1907.  {Chartered 
Institute  of  Secretaries  ;  Final,  June  1907.) — Answer.  Balance  Sheet 
Totals  £140,000, 

Exercise  16k. — The  M  Company,  Ltd.,  had  a  nominal  capital 
of  £25,000  in  shares  of  £1  each,  all  issued  and  fully  called  up  ; 
but  500  of  these  shares  had  on  Oct.  1,  1905,  been  forfeited  for 
non-payment  of  a  final  call  of  5s,  per  share.  On  May  1,  1907,  A 
agreed  to  take  these  500  shares  from  the  Company  and  to  pay  £200, 
in  consideration  of  which  they  are  to  be  issued  to  him  as  fully 
paid.  The  shares  were  allotted  and  the  money  duly  paid.  You 
are  required  to  show  the  Journal  entries  necessary  to  record  the 
forfeiture  and  re- issue  of  these  shares,  and  the  Ledger  Accounts 
affected  thereby.     ^Chartered  Institute  of  Secretaries ;  Final,  June^ 
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\Wi.)—Aiiswer.  Debit  Forfeited  Shares  £375;  Debit  A  £200; 
Credit  Share  Capital  £500  ;  Credit  Premiiims  on  Shares  £75  :  Debit 
Cash  £200  ;  Credit  A  £200. 

Exercise  16l. — Prepare  a  Balance  Sheet  of  the  Devonshire  Iron  Co. , 
Ltd.,  at  Dec.  31,  1904,  from  the  following  particulars : — Authorized 
Capital  £200,000,  divided  into  100,000  Ordinary  Shares  of  £1  each 
and  100,000  6  per  cent.  Cumulative  Preference  Shares  of  £1  each. 
50,000  Preference  Shares  have  been  issued  and  are  fully  called  up. 
50,000  Ordinary  Shares  have  been  issued  and  IS*,  per  share  called  up. 
The  Authorized  Debenture  issue  is  £100,000.  Preference  Share 
Capital  paid  up  £49,500 ;  Calls  on  Preference  Shares  in  arrear  £500 ; 
Ordinary  Share  Capital  paid  up  £37,400  ;  Calls  on  Ordinary  Shares 
in  arrear  £100  ;  Debentures  issued — 100  Bonds  of  £100  each,  bearing 
interest  at  4^  per  cent,  per  annum  £10,000 ;  Ordinary  Shares— Calls 
paid  up  in  advance  £300  ;  cash  at  bank  £1,650  ;  Cash  in  hand  £90 ; 
Trade  creditors  £3,860  ;  Trade  debtors  £19,600  ;  Stock  in  Hand 
Dec.  31,  1904,  £12,350  ;  Fixed  plant  and  machinery  £33,200  ;  Free- 
hold  land  and  buildings  £27,500  ;  Loose  plant  and  tools  £9,600 ; 
Reserve  Fund  £6,000  ;  Patterns  and  drawings  £5,000  ;  Investments 
on  account  of  Reserve  Fund  £5,500  ;  Reserve  for  bad  and  doubtful 
debts  £980;  Depreciation  Fund  for  plant  and  machinery  £1,600; 
Dividend  on  Preference  Shares  for  the  year  £2,970  ;  Interim 
Dividend  on  Ordinary  Shares  £1,870 ;  Profit  and  Loss  Account, 
balance  after  paying  Interim  Dividend  on  Ordinary  Shares  and 
Dividend  on  Preference  Shares  £4,850.  {Inst,  of  Chart.  Acds  ;  Inter.  ^ 
May  \^o.)— Answer.  Balance  Sheet  Totals  £113,510.  Note.— It  is 
assumed  that  debenture  interest  (£450)  has  already  been  debited  to 
Profit  and  Loss  Account. 

Exercise  16m. — The  International  and  British  Trust,  Ltd.,  with 
a  paid-up  capital  of  £10,000  in  £1  Ordinary  Shares  and  £10,000  in 
Preference  Shares  (preferential  both  as  regards  capital  and  income) 
decided  to  go  into  voluntary  liquidation  on  June  1,  1910.  First 
Mortgage  4%  Debentures  amounting  to  £15,000,  and  ordinary 
creditors'  claims  amounting  to  £12,066  2s.  M.  were  then  out- 
standing. The  Assets,  as  set  out  below,  realized  the  sums  placed 
against  them : — Cash  at  bank  at  date  of  liquidation  £1,122  8s,  M.  ; 
Investments  sold:  £8,000  2^  %  Consols  £6,480,  £1,000  Brazilian 
Government  5  %  Bonds  £1,030,  £5,000  Argentine  Government  4  % 
Bonds  £4,550,  £3,000  Costa  Rica  Government  Stock  £1,242  6s.  6d., 
£10,000  Great  Central  Railway  Deferred  Ordinary  Stock  £1,150  10s., 
£10,000  Greek  Government  4  %  Rentes  £3,900  ;  Freehold  building 
sites  at  various  places  sold  for  £9,865  10s.  6c?.  ;  Loans  to  Subsidiary 
Companies  recalled,  realized  £6,650 ;  Bank  deposits  withdrawn 
£3,600 ;  Bank  deposits,  interest  received  to  date  of  withdrawal 
£77  8s.  M.  The  expenses  of  liquidation  amounted  to  £882  9s.  8c?.  ; 
the  Debentures  were  repaid,  together  with  £719  12s,  2d.  interest 
accrued  due  thereon  to  the  date  of  repayment ;  the  Preference 
Shares  were  paid  ofif,  and  the  balance  of  the  cash  in  hand  was 
paid  to  the  ordinary  shareholders  as  a  first  and  final  dividend  on 
Dec.  29,  1910.  Prepare  a  statement  for  submission  to  the  share- 
holders showing  the  process  of  liquidation,  and  state  what  dividend 
was  paid  to  the  ordinary  shareholders. — Answer.  Return  to 
Ordinary  Shareholders,  2s.  per  £1  share. 

Exercise  16n. — On  July  1,  1910,  the  British  Aerodrome  Co.,  Ltd., 
issued  a  prospectus  offering  to  the  public  50,000  Ordinary  Shares  of 
the  Company  of  £1  each,  2s.  Qd.  per  share  payable  on  application 
and  7s.  Qd.  on  allotment ;  the  balance  to  be  called  up  as  required. 
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The  List  was  closed  on  July  4th,  and  on  the  5th  the  Directors 
met  to  allot  the  shares,  when  it  was  found  that  applications  had 
been  received  for  61,000  shares  as  follows  : — 

John  Jones,  London     .         .         .  10,000  shares 
D.  O.  George,  Flint      .         .         .         1,000      „ 
Sir  William  Flyon,  Dublin  .         .         5,000      „ 
Henry  Wing,  Dover    .         .         .         5,000      ,, 

Sundry  persons    ....  40,000      ,, 

The  shares  were  allotted  as  follows: — John  Jones,  5,000;  D.  O. 
George,  none;  Sir  W.  Flyon,  1,000;  H.  Wing,  4,000;  and  sundry 
persons,  40,000. 

The  amounts  payable  on  allotment  were  all  received  on  or 
before  July  15. 

Rule  a  suitable  form  of  Applications  and  Allotments  Book  and 
make  the  entries  therein  necessary  to  record  the  above  transactions. 
{Institute  of  Chartered  AccoiLntants ;  Intermediate,  1911.) 

Exercise  16o. — Prepare  Journal  Entries  to  record  the  following 
transactions  in  the  books  of  a  limited  company:— 200  shares  of 
£1  each,  15s.  called  up,  and  on  which  os.  per  share  had  been  paid, 
were  forfeited  and  subsecj^uently  sold  to  X  for  £130,  credited  with 
15s.  per  share  paid  up.  {Institute  of  Chartered  Accountants ;  Inter- 
mediate, November  1910.) — Answer.  Forfeiture:  Debit  Share  Capital 
£150 ;  Credit  Call  Account  £100  ;  Forfeited  Shares  £50.  Resale : 
Debit  X.  £130 ;  Forfeited  Shares  Account  £50  ;  Credit  Share 
Capital  Account  £150  ;  Premium  on  Shares  Account  £30.  Debit 
Cash  £130  :  Credit  X  £130. 

Exercise  16p. — Prepare  a  Balance  Sheet  at  June  30,  1910,  and 
Profit  and  Loss  Account  for  the  year  ended  that  date,  of  the  Shop 
Company,  Ltd.,  from  the  following  particulars,  viz. : — The  Authorized 
Share  Capital  is  80,000  5  per  cent.  Preference  Shares  of  £1  each, 
and  40,000  Ordinary  Shares  of  £1  each,  of  which  60,000  Preference 
and  the  whole  of  the  Ordinary  Shares  have  been  issued  and  fully 
paid  up.  Bills  receivable  £270 ;  bills  payable  £150 ;  Premises  De- 
preciation Account  £4,000;  cash  at  Bank  and  in  office  £210; 
house  and  office  furniture  £400 ;  transfer  fees  £20 ;  directors' 
fees,  £600 ;  doubtful  debts  reserve  £300 ;  Bank  charges  and 
interest  £250  ;  stock  at  June  30,  1910,  £28,500  ;  Bank  loan  £3,000; 
law  costs  £200;  trade  debtors,  £13,000;  office  expenses,  rent, 
salaries,  audit  fee,  etc.  £2,970;  change  cash  at  shops  £250;  re- 
serve £1,200 ;  rents,  insurance,  etc.,  paid  in  advance  £650 ;  trade 
creditors  £12,500 ;  Profit  and  Loss  Account,  credit  balance  at 
July  1,  1909,  £850;  freehold  and  leasehold  premises  £85,000; 
sundry  creditors  £280  ;  horses,  carts,  vans,  etc.  £2,000 ;  Trading 
Account  (Profit)  £12,000;  bills  receivable  under  discount  £270. 
Provide  10  per  cent,  depreciation  on  house  and  office  furniture  and 
on  horses,  carts,  vans,  etc.  Make  a  further  reserve  of  £300  for 
Doubtful  Debts  and  increase  Premises  Depreciation  Account  and 
Reserve  Account  by  £1,000  each.  What  will  be  the  balance  of 
profit  to  carry  forward  after  providing  for  the  payment  of  the 
Preference  Dividend  and  a  Dividend  of  5J  per  cent,  on  the  Ordinary 
Shares?  {Institute  of  Cliartercd  Accountants ;  Intennediate,  November 
1910.) — Answer.  Profit  Balance  forward  £1,110;  Balance  Sheet 
Totals,  £129,440. 

Exercise  16q. — From  the  following  items,  appearing  in  the  Trial 
Balance  of  the  books  of  a  Company  at  the  close  of  its  financial  year, 
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Dr. 

Cr. 

£  s. 

d. 

£  s. 

d. 

2,000  0 

0 

500  0 

0 

350  0 

0 

50  0 

0 

40,500  0 

0 

25  0 

0 

420  10 

0 

19  10 

0 

700  0 

0 

300  0 

0 

40  0 

0 

155  0 

0 

prepare  a  Profit  and  Loss  Account,  giving  effect  to  the  further 
remuneration  of  the  Directors  as  mentioned  below — 


Directors'  Fees 
Rent    . 
Salaries 
Law  charges 
Ore  sales 
Advertising 
Interest 
Transfer  Fees 
Income  Tax 
Depreciation 
Audit  Fee    . 
Sundry  Expenses 

The  Directors  are  entitled,  under  the  Articles  of  Association,  to 
appropriate  and  apply,  by  way  of  further  remuneration,  in  any  year 
in  which  a  dividend  is  payable  (assume  the  payment  of  a  dividend) 
a  sum  equal  to  5  per  cent,  upon  the  amount  of  the  profits  for  each 
year.  {Institute  of  Chartered  Accountants;  Intermediate,  November 
\9>\Q.)—Ansv:er.  Balance  down,  after  paying  £1,841  further  re- 
muneration to  directors,  £34,979. 

Exercise  16r.— On  December  31,  1909,  the  Trial  Balance  of  the 
Motor  Engineering  Company,  Ltd.,  was  as  under  : — 

£ 
5,000  Ordinary  Shares  of  £1  each 
100  5  per  cent.    Debentures   of  £10 

each         ...... 

Goodwill     .        .        .         .         .        .       2,000 

Freehold  property       ....       1,500 

Machinery  and  tools  .         .         .         .  100 

Fixtures  and  fittings  ....  20 

Hire  cars 500 

Sundry  debtors  .         .         .         .         .       2,500 
Stock  of  accessories,  tyres,  petrol,  oil, 

etc.,  Dec.  31,  1909  ....  250 

Cash  at  Bank 1,055 

Sundry  creditors  .... 

Reserve  for  Bad  Debts,  Dec.  31,  1908 
Accessories,  including  tyres  and  tubes 

(used) 

Petrol,  oil,  etc.  (used) 

Cost   of    repairing    cars   (wages    and 

materials)        .         .         .         .         . 
Charges   to   customers  for   repairing 

cars 

Expenses  of  hire  cars 

Wages  (yardmen,  etc.) 

Charges  to  customers  for  hire  cars 

Sales   of  accessories,  including  tyres 

and  tubes        


2,000 
550 


£ 
5,000 

1,000 


153 

80 


750    0    0 


200 
120 


800    0    0 


330    0    0 
2.65D    0    e 


Carried  forward 


11,545    0    0    10,013    0    0 
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Brought  forward 
Cars  purchased  for  resale    . 
Sales  of  petrol,  oil,  etc. 
Sundry  receipts  (washing  cars,  charg 

ing  batteries,  etc, )  . 
Car  sales      .... 
Management  expenses 
Garage  rents 
Repairs,  plant,  etc.     . 
Bad  debts  written  off 
Carriage  on  cars  sold  . 
Debenture  Interest  to  Dec.  31,  1909 
Ordinary  Share  Dividend  to  Dec.  31 

1908 

Profit    and    Loss    Account    (Balance 

Dec.  31,  1908)  .        .        .        . 


11,545 

s. 
0 

0 

£ 
10,013 

s. 
0 

d. 
0 

11,000 

0 

0 

750 

0 

0 

85 

0 

0 

12,000 

0 

0 

450 

0 

0 

45 

0 

0 

18 

0 

0 

50 

0 

0 

80 

0 

0 

50 

0 

0 

500    0    0 


800    0    0 


£23,693    0    0  £23,693    0    0 


Depreciation  is  to  be  written  off  machinery  and  tools  at  the  rate 
of  20  per  cent.,  fixtures  and  fittings  10  per  cent,,  hire  cars  25  per 
cent.  The  Reserve  for  Bad  Debts  is  to  be  increased  to  5  per  cent. 
on  the  sundry  debtors,  and  25  per  cent,  of  the  Net  Profit  for  the 
year  is  to  be  reserved  for  commission  to  the  Manager. 

Prepare  complete  accounts  in  the  form  which,  in  your  opinion, 
is  calculated  to  give  the  greatest  amount  of  information  to  the 
Directors  as  to  the  working  results  of  the  business  at  a  glance, 
{Institute  of  Chartered  Accountants ;  Finals  December  1910.) — Answer, 
Net  profit  for  year  1909  £1,200;  Balance  Sheet  Totals  £7,653. 

Exercise  16s.  —  Report  fully  in  what  respect  the  following 
Balance  Sheet  is  not  in  accordance  with  the  Companies'  Consolida- 
tion Act,  1908,  or  established  practice.  Illustrate  by  re-drafting 
same  in  proper  form. 

Dr.    Balance  Sheet  of  F.A.Q.  Co.  Ltd.,  as  on  April  1,  1908.    Cr. 


To  Stock-in-Trade ^68,412 

„  Book  Debts 16,201 

„  Buildings  41,120 

„  Plant  and  Machinery 79,480 

„  Profit  4  Loss  A/c. .£8,978 
„  Le»8    Sliaies   can- 
celled   4,000 

4,978 

641 
,500 


„  Cost  of  Issue  of  Debentures 
„  Bills  receivable  not  yet  due 


£1.55,.S32 


By  Loan  on  Mortgage  of  Go's 

Property  £20,000 

„  Trade  Liabilities 16,412 

„  Capital  :  £120,000 

in     Shares     of 

£1      each,     all 

issued,  10s.  paid 

up £60,0U0 

„  Less  8,000  Shares 

cancelled,     10«. 

paid 4,000 

56,000 

„  Reserve  Fund 14,500 

,,  Debentures  issued 40,000 

„  Bills  payable 8,420 

£155,332 


I  have  examined  the  above  Balance  Sheet  and  find  same  correct. 

X.Y.Z.,  Auditor. 

{Society  of  Incorporated  Accountants  and  Auditors  ;  Intermediate,  June 
1909. )  Answer.  —Sides  reversed,  mortgage  should  be  deducted  from 
property  charged,  bases  of  valuation  of  assets  not  stated,  art,hority 
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for  cancellation  of  shares  (?  surrender)  not  given,  and  practice  of 
doubtful  legality,  auditor's  certificate  not  according  to  statutory 
form.     No  cash  balance  or  bank  overdraft  shown. 

Exercise  16t. — From  the  following  Trial  Balance  of  the  A.  B. 
Engineering  Company  prepare  a  Profit  and  Loss  Account  and 
Balance  Sheet  as  at  December  31,  1907.  The  Nominal  Capital  of 
the  Company  is  £20,000,  divided  into  4,000  shares  of  £5  each,  of 
which  2,000  shares  have  been  allotted. 

£  £ 

Share  Capital  Account      ....  10,000 

Stock-in-Trade,  January  1,  1907       .         .     11,255 

Purchases 12,744 

Wages 13,964 

Call  Account 100 

•Machinery  and  Plant  Account  .         .         .       4,500 
Fixtures  and  Utensils        ....  250 

Salaries 3,754 

Sales 38,568 

Loose  Tools 400 

Rent,  Rates,  Taxes  and  Insurance  .         .  720 

Repairs  and  Renewals       ....  856 

Sundry  Creditors 2,430 

Bank  Overdraft 5,000 

Stationery,  Advertising  and  Travelling    .  210 

tFuel 229 

Stores  (Revenue  Account)         .         .         .  180 

Gas  and  Water 110 

Drawing  Materials  (Revenue  Account)     .  60 

Postages  and  Telegrams    ....  380 

Discounts  and  Allowances         .         .         .       1,030 
Bank  Charges    ......  191 

Depreciation   of    Machinery  charged    on 

account 500 

Sundry  Debtors 3,800 

Cash  in  hand 25 

Revenue  Account,  January  1,  1907  .         .  500 

Bad  Debts 40 

£55,998  £55,998 

The  value  of  the  Stock-in-trade  at  Dec.  31,  1907,  was  £10,800. 
Before  ascertaining  the  net  profit,  allow  depreciation  as  follows — 

On  Patterns  bought  during  the  year       .     50  per  cent. 

On  other  Patterns 10  per  cent.  . 

On  Machinery  and  Plant  (on  £5,000)      .     15  per  cent. 

On  Fixtures     .         .         .         .         .         .       5  per  cent. 

On  Loose  Tools 5  per  cent. 

Provide  Reserve  for  Discounts  on  Sales  at  the  rate  of  2  per  cent, 
on  the  outstanding  balances.  {Society  of  Incorporated  Accauntants 
mid  Auditors;  Intennediate,  June  1908). — Answer.  Net  Profit  = 
£2,718  10s. ;  Balance  Sheet  Totals  =  £19,548  10*. 

*  Balance  after  cliargiug  off  £500  on  account. 
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CHAPTER  XVII 

Exercise  17e. — From  the  following  particulars  show  Charles 
Brown's  assessment  for  income  tax  for  the  year  1911-12,  and  state 
the  rate  at  which  the  tax  will  be  due.  Charles  Brown  is  employed 
in  an  insurance  office,  and  his  salary  has  been  as  follows  :  1908,  £200  ; 
1909,  £210  ;  1910,  £220.  He  pays  an  annual  life  insurance  premium 
of  £12  to  a  British  office.  He  is  not  married.— ^Twztcr.  On  £38  at 
9(1?.  in  £. 

Exercise  17f. — From  the  following  particulars  prepare  0  P  Q'a 
income  tax  return  for  the  year  1911-12,  stating  the  rate  at  which 
tax  will  be  payable.  He  is  a  solicitor  ;  his  professional  earnings 
have  been  as  follows  :  1908,  £250;  1909,  £350  ;  1910,  £380.  He  is 
married,  and  his  wife  owns  £400  2^  per  cent.  Consols.  They  have 
one  son  under  16  years  of  age. — Answer.  On  £156  13s.  4d.  at  9d.  in 
£.     Interest  on  Consols  already  taxed  by  deduction. 

Exercise  I7g. — From  the  following  particulars  prepare  X  Y  Z's 
income  tax  return  for  1911-12  and  super-tax  return  for  1912-13. 
X  Y  Z  is  a  barrister,  unmarried  ;  his  income  from  professional  fees 
has  been  as  follows  :  1908  £500.  1909  £700,  1910  £1,500.  He  owns 
besides  £100,000  India  3^  per  cent.  Stock  and  £20,000  Japanese 
Government  4^  per  cent.  Bonds.  He  pays  £25  a  year  life  insurance 
premium  to  a  British  office. — Answer.  Income  Tax  due  on  £875  at 
Is.  2d.  in  £.,  investment  interest  being  already  taxed  by  deduction  : 
Super -tax  due  on  £2,275  at  M. 

Exercise  17h. — John  Thompson  has  a  business  the  profits  of 
which  for  the  three  years  1906,  1907,  and  1908  his  books  showed 
to  be  £530,  £550,  and  £600  respectively,  in  arriving  at  which  there 
had  been  charged  each  year  : — His  salary  £100  ;  interest  on  capital 
£50 ;  interest  on  loan  £15  ;  depreciation  of  fittings,  etc.  £25  ;  bank 
interest  £5.  H-e  owns  his  house,  assessed  at  £35,  subject  to  a  mort- 
gage of  £300  at  4|  per  cent,  interest.  His  wife  has  an  income  derived 
from  £700  4  per  cent.  Debenture  Stock  of  the  Assured  Railway  Com- 
pany. Make  up  his  income  tax  return  for  1909-10,  assuming  that 
there  is  no  change  in  the  present  tax,  and  show  the  amount  he  will 
have  to  pay.  {Instihite  of  Chartered  Accountants  ;  Intermediate,  May 
\^Q^.)—Ansirer.     Earned  income  £735  ;  unearned  income  £15. 

Exercise  17i. — The  accounts  of  the  firm  of  A,  B,  and  C  show  the 
following  annual  profits,  viz.  1908  £1,500,  1909  £1,800,  1910  £2,020, 
after  charging  depreciation  of  lease  (£300  in  each  year),  income  tax 
paid  (£60  in  1908,  £70  in  1909,  and  £85  in  1910),  and  charitable 
donations  (£21  each  year).  The  three  partners  A,  B,  and  C  share 
profits  in  the  following  proportions  :  A  i^,  B  J,  and  C  ^.  C  pays 
£30  life  insurance  premium  to  a  British  office.  State  what  assess- 
ment will  be  made  on  the  firm  for  the  year  1911-12,  and  show 
the  partners  as  being  separately  treated.  The  partners  have  no 
income  apart  from  their  share  of  the  business  profits.  A  and  B 
are  unmarried,  C  is  married  and  has  two  children  under  16  years 
of  age  ;  his  wife  has  no  private  income. — Ansioer.  Net  Assessments 
(A)  £1,083  ;  (B)  £722  ;  (C)  £151,  all  at  M.  in  £. 

Exercise  17j. — The  following  are  the  figures  of  the  net  Profit  and 
Loss  Account  of  a  Trading  Company  for  the  year  1907  : — 

By  Gross  Profit  on  Trading £10,000 

C  C  2  = 
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To  Expenses — 

Rent   of  leasehold  premises  (assessed 

at  the  same  amount)  ...         ...  £1,000 

Rent   of   freehold   premises   (assessed 

at   £1,000,    not   dealt  with    in  the 

Profit  and  Loss  Account)  ... 
Rates  and  TaxeS;  including  Schedule  A.         400 

Salaries    ...         2,325 

Office  expenses   ...         ...         ...         ...         500 

Office  Furniture  depreciation  ...         ...  25 

Interest    on    account    overdrawn    at 

Bankers  from  time  to  time  ...         175 

Income  tax  paid  during  the  year  at 

l5.  inthe£      250 

Fire  insurance,  etc 150 

Interest  on  Debentures  ...         ...         675 


£5,500 
Balance,  net  Profit       4,500 


£10,000 


What  is  the  correct  figure  of  net  Profit  for  Income  Tax  purposes. 
Schedule  D,  in  respect  to  the  year  1907  ?  {Institute  of  Chartered 
Accountants;  Intermediate,  November,  l90S.)—Aiiswei',     £4,500. 

Exercise  17k. — Henry  Jones  carries  on  business  as  a  tailor. 
His  profits  for  the  three  years  1907,  1908  and  1909  were  £300,  £450, 
and  £420  respectively.  He  lived  away  from  his  business,  in  his 
own  house,  which  was  assessed  under  Schedule  (A)  at  £36  net.  He 
had  £1,000  Midland  Railway  4  per  cent.  Debenture  Stock.  He 
was  insured  for  £1,000,  the  annual  premium  being  £25.  He  had 
three  children,  aged  respectively  9,  12  and  17  years.  Make  out 
Henry  Jones'  return  for  Income  Tax  for  the  year  1910-11,  claiming 
such  allowances  and  abatements  as  he  may  be  entitled  to. 
[Institute  of  Chartered  Accountants;  Intermediate,  Man,  1911.) — 
Answer.  Tax  payable  on  £195.     Earned  Income  at  lower  rate. 

Exercise  17l. — John  Jones'  profits  for  the  five  years  ended 
April  30,  1909,  properly  assessable  for  payment  of  Income  Tax 
(after  allowance  of  £120  in  each  year  for  Schedule  (A)  assessment  of 
his  business  premises)  were  as  under : — 

£ 
Year  ended  April  30,  1905  .  .  5,700 
Year  ended  April  30,  1906  .  .  5,500 
Year  ended  April  30,  1907  .  .  4,700 
Year  ended  April  30,  1908  .  .4,100 
Year  ended  April  30,  1909    .         .3,500 

As  a  director  of  a  Limited  Company  John  Jones  has  received 
£150  in  each  of  the  five  years.  He  owns  house  property,  the 
gross  rentals  of  which  amount  to  £450,  which  are  assessed  under 
Schedule  (A)  at  £300  net.  His  wife  has  a  private  income  (taxed  at 
its  source)  of  £500  per  annum.  He  pays  Life  Insurance  pre- 
miums upon  his  o^vn  life,  amounting  to  £250  per  annum.  State 
the  amount  of  John  Jones'  total  liability  for  Income  Tax  under 
the  various  Schedules  for  the  year  ended  April  5,  1910,  and  the 
figures  you  employ  to  arrive  at  your  results.  {Institute  of  Chartered 
AcwmUcmts ;  Final,  December  1910.) — A.nswer.     Income  Tax.     In- 
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come  already  taxed  £920  ;  tax  to  be  paid  at  Is.  2d.  in  £  on  further 
£4,667  =£272  4s.  lOf^.  Super-tax.  Tax  to  be  paid  on  £3,120  at 
%d.  =  £78. 

Exercise  17m. — C  and  D  carry  on  business  in  partnership.  The 
following  are  the  particulars  of  the  firm's  profits  for  the  three  years 
ending  1908  :— 

1906.     1907.     1908. 


Share  of  Net  Profits- C  Two-thirds 
Share  of  Net  Profits— D  One-third 
Salary— C        .         .         . 

Salary— D 

Interest  on  Capital — C  .... 
Interest  on  Capital — D  .... 
Depreciation  allowed  .... 
Income  Tax,  Schedule  (D)       . 

From  above  figures  prepare  a  return  showing  the  liability  of  each 
partner  for  the  year  1909-10  for  Income  Tax  Assessment  as  required 
by  the  Surveyor  of  Taxes.  [Society  of  Incorporated  Accountants  and 
Auditors;  Intermediate,  June  1909.) — Answer.  C  pays  tax  on 
£1,875,  D  on  £1,262.  It  is  assumed  that  £900  had  been  charged  in 
the  Profit  and  Loss  Account  for  depreciation. 

Exercise  17n. — E.  G.  is  the  proprietor  of  a  manufacturing  business, 
the  profits  of  which  for  the  years  1904,  1905,  and  1906  are  £1,600, 
£1,350  and  £1,550  respectively.  He  receives  £250  per  annum  for 
acting  as  Chairman  of  a  Limited  Company,  from  which  he  also 
receives  an  annual  dividend  on  his  shares  in  the  Company  of  £200. 
He  is  insured  in  the  New  York  Life  Insurance  Company,  and  pays 
an  annual  premium  of  £80.  He  owns  the  house  in  which  he 
resides,  the  gross  annual  value  under  Schedule  (A)  being  £84. 
You  are  requested  to  prepare  his  Income  Tax  Return  for  the  year 
1907-08.  {Society  of  Incorporated  AccoU7dants  and  Auditors;  Final, 
June.  1908.) — Answer.  E.  G.  will  pay  tax  under  Schedule  (D)  on 
£1,500  (average  profits)  less  £80  =  £1,420  and  under  Schedule  (A) 
on  £84.  His  chairman's  fees  and  dividends  come  to  him  presumably 
tax-paid.  Deduction  of  foreign  companies'  life  insurance  premiums 
was  formerly  inadmissible,  but  is  now  allowed. 


CHAPTER  XVIII 

Exercise  18e. — From  the  following  particulars  write  up  J.  Wilkin- 
son's Town  Sales  Ledger  in  self-balancing  form  ;  show  also  the 
Sales  Ledger  Account  in  his  General  Ledger,  his  Cash  Book,  Day 
Book,  and  Returns  Inwards  Book  ;  the  three  latter  books  are  to 
contain  additional  analysis  columns  relating  to  a  Country  Sales 
Ledger,  but  the  entries  to  be  made  in  them  are  to  be  only  those 
{given  below)  relating  to  the  Town  Sales  Ledger. — Town  Sales 
Ledger  balances  Oct.  1,  1910.  Debtors  :  A.  Alton,  771  Tottenham 
Court  Road,  W.,  £118  2s.  ;  B.  Barber,  145  Eastcheap,  E.C.  £64 
9s.  M.  ;  C.  Cape,  177  Lothbury,  E.C,  £177  2s.  M.  ;  D.  Davies,  199 
West  Smithfield,  E.C,  £1,022  lis.  4c?.  Transactions  for  the  month 
of  October  1910 :  Oct.  3,  received  cash  from  B.  Barber  £50  ; 
Oct.  4,  received  cash  from  C  Cape  £175,  allowing  C  Cape  discount 
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£2  2s.  Qd.  ;  Oct.  5,  sold  goods  to  A.  Alton  £142  8s.  9c?.  ;  Oct.  6, 
sold  goods  to  C.  Cape  £221  4s.  M.  ;  Oct.  8,  received  goods  returned 
by  C.  Cape,  allowing  him  full  invoice  price  therefor  £8  2s.  9t/.  ; 
Oct.  10,  sold  goods  to  D.  Davies  £211  4s.  M.  ;  Oct.  14,  D.  Davies 
paid  me  cash  £1,015,  allowed  him  discount  £7  lis.  Ad.  ;  Oct.  15, 
sold  goods  to  B.  Barber  £118  8s.  10c?.  ;  Oct.  17,  received  from 
B.  Barber  his  acceptance  at  3  m/d  £132,  allowed  him  discount 
18s.  Qd.  ;  Oct.  20,  received  cash  from  A.  Alton  £100  ;  Oct.  21,  sold 
goods  to  E.  East,  325  Cornhill,  E.G.,  £36;  Oct.  22,  received  cash 
from  E.  East  £35,  allowing  him  discount  thereon  £1  ;  sold  goods 
to  A.  Alton  £222  4s.  M.  ;  Oct.  24,  sold  goods  to  B.  Barber  £214 
8s.  lOo?.  ;  sold  goods  to  C.  Cape  £32  4s.  6c?.  ;  Oct.  25,  B.  Barber 
returned  goods  as  not  up  to  sample,  allowed  him  full  invoiee  price 
therefor  £17  7s.  2d.  ;  Oct.  27,  received  from  C.  Cape  cash  £25  ; 
received  from  C.  Cape  his  acceptance  at  2  m/s  £200  ;  Oct.  28,  A. 
Alton  this  day  made  a  composition  with  his  creditors,  paying  them 
10s.  in  the  £:  received  cheque  for  £191  7s.  9c?.,  write  ofiF  the 
remainder  of  A.  Alton's  debt  £191  7s.  9d.  ;  sold  goods  to  E.  East 
£10  12s.  6c?.  ;  Oct.  29,  sold  goods  to  F.  Fry  £76  4s.  M.—Ansuer. 
Balance  of  Sales  Ledger  Adjustment  Account  £515  95.  M. 

Exercise  18f. — The  undermentioned  particulars  have  been  ex- 
tracted from  the  books  of  Messrs.  James  Ogden  &  Co.,  who  keep  only 
one  Sales  Ledger.  You  are  required  to  prepare  the  relative  "Sales 
Ledger,"  and  "General  Ledger"  Adjustment  Accounts  as  on  Dec. 
31,  1909  :— 1909.  June  30,  debtors'  balances  £28,394  12s.  M.  ;  Dec. 
31,  transactions  for  the  half-year  to  date  :  sales  to  debtors  £58,421 
10s.  8c?.  ;  returns  from  debtors  £691  12s.  ;  cash  received  from  debtors 
£41,344  8s.  Qd.  ;  discounts  allowed  to  debtors  £1,504  9s.  3c?.  ;  accept- 
ances received  from  debtors  £4,210  Is.  2c?.  ;  acceptances  returned 
dishonoured  £550 ;  bad  debts  written  oflf  £942  10s.  ;  sundry 
charges  debted  to  debtors  £29  4s.  6c?.  {Institute  of  Chartered 
Accmmtants  ;  Final,  May,  1910.) — Answer.  Balance  Dec.  31,  1909, 
£38,702  6s.  M. 

Exercise  18g. — From  the  following  particulars,  extracted  from  the 
books  of  J.  Child  k  Co.,  who  keep  only  one  Bought  Ledger,  prepare 
the  Bought  Ledger  Adjustment  Account  in  their  General  Ledger  and 
the  General  Ledger  Adjustment  Account  in  their  Bought  Ledger  : — 
1910.  July  1,  total  creditors' balances  outstanding  in  Bought  Ledger 
£13, 122  6s.  M.  ;  total  of  sundry  small  debit  balances  (for  returns, 
etc.)  on  various  persons'  accounts  in  Bought  Ledger  £22  Is.  lo?.  ; 
Dec.  31,  total  purchases  on  credit  for  half  year  £60,028  9s.  4c?.  ; 
total  cash  paid  creditors  during  half  year  £30,226  lis.  3c?.  ;  discount 
and  allowances  received  from  creditors  during  half  year  £621  4s.  8o?.  ; 
acceptances  given  to  creditors  during  half  year  £40,050  ;  goods  sold 
to  creditors  during  half  year  and  settled  by  contra  account  £34 
9s.  8c?.  ;  total  of  purchases  from  creditors*  returned  to  them  as  un- 
satisfactory during  the  half  year  £212  8s.  5d. — Answer.  Balance  of 
Adjustment  Account  £1,984  Os.  lie?. 

Exercise  18h. — Rule  a  form  of  Visitors  Ledger  on  the  columnar 
system  for  the  Seaview  Hotel,  and  enter  in  it  the  following  trans- 
actions for  Nov.  28, 1910: — Visitor,  A.  Back,  room  No.  1 :  room  4s. 6c?., 
breakfast  2s.  6rf.,  lunch  3s.  6c?.,  cash  paid  10s.  6^?.  ;  Visitor,  C.  Rowe, 
room  No.  2:  room  5s.  6c?.,  dinner  5s.,  breakfast  2s.  6<?.,  cigars  Is., 
wines  3s.,  spirits  Is.,  amount  carried  forward  to  next   day*  18s.; 
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Visitor,  A  Pike,  room  No.  3 :  room  4s.,  breakfast  25.  6^^.,  cigar  Qd., 
liqueurs  6rf.,  cash  paid  7s.  Qd.—Amwer.  Balance  forward,  C. 
RoAve  18s. 

Exercise  18i. — The  East  Clayshire  Waterworks  Co.  supply  water 
to  the  inhabitants  of  Claytown  for  an  annual  charge  of  5  per  cent. 
on  the  rental  value  of  each  house  supplied,  plus  additional  charges 
for  extra  supply  for  garden  purposes,  etc.  The  5  per  cent,  charge  is 
payable  in  two  equal  half-yearly  instalments  of  2J  per  cent,  each 
on  March  1  and  Sept.  1  in  each  year  respectively.  From  these  and 
the  following  particulars  prepare  in  tabular  form  the  Water  Com- 
pany's Ledger  for  the  consumers  living  in  Southfields  Avenue  for  the 
half  year  commencing  March  1,  1910,  including  in  every  case  the  water 
charges  becoming  due  on  that  date  : — Southfields  Avenue,  No.  1, 
rental  value  £38,  arrears  brought  forward  19s.,  cash  received  £1 18s., 
Aug.  15  ;  No.  2,  rental  value  £40,  arrears  brought  forward  £2,  cash 
received  £3,  May  11  ;  No.  3,  rental  value  £42,  arrears  nil,  cash 
received  £1  Is.,  March  3  ;  No.  4,  rental  value  £40,  arrears  nil,  cash 
received  15s.,  May  12,  allowance  made  for  period  while  empty  5s.; 
No.  5,  rental  value  £45,  arrears  nil,  charge  for  garden  hose 
supply  5s.,  cash  received  £1  7s.  Qd.,  July  18;  No.  6,  rental  value 
£40,  arrears  nil,  charge  for  excess  supply*^2s.  M.,  cash  received  nil, 
allowances  nil  ;  No.  7,  rental  value  £42,  arrears  nil,  cash  received 
£1  Is. ,  March  3  ;  No.  8,  rental  value  £40,  arrears  nil,  cash  received 
£1,  March  3  ;  No.  9,  rental  value  £50,  arrears  brought  forward  £1  5s., 
charge  for  excess  supply  2s.  Qd.^  cash  received  £2  10s.  Aug.  22, 
allowance  granted  2s.  Qd. — Answer.  Only  balance  forward  Aug.  31, 
No.  6,  £1  2s.  M. 

Exercise  18j. — The  X.Y.  Company,  Limited,  keep  their  Ledgers 
on  the  "self-balancing"  system.  On  December  31,  1910,  the  Sales 
Ledger  Account  in  the  Private  Ledger  showed  a  debit  balance 
brought  down  December  31,  1909,  of  £4,031.  During  the  year  the 
total  Sales  were  £.35,422,  and  Returns  inwards  were  £625.  The 
Cash  received  during  the  year  and  posted  to  the  Sales  Ledger  was 
£31,125.  The  Discounts  allowed  on  Accounts  in  the  Sales  Ledger 
amounted  to  £1,314.  Transfers  from  the  Bought  Ledger  to  the 
Cr,  of  Sales  Ledger  Accounts,  £720.  Transfers  from  the  Sales 
Ledger  to  the  Dr.  of  Bought  Ledger  Accounts,  £1,052.  Bills 
receivable  posted  to  the  Sales  Ledger,  £2,035.  Write  up  the  Sales 
Ledger  Account  and  show  the  balance  brought  down  at  Dec.  31, 
1910.  {Institvie  of  Chartered  Accountants;  Intermediate^  1911.) — 
Answer.  Debit  Balance  of  Sales  Ledger  Account,  Dec.  31,  1910, 
£2,582. 

CHAPTER  XIX 

Exercise  19e. — From  the  following  particulars  prepare  Ma,nu- 
facturing  and  Profit  and  Loss  Accounts  showing  separately  the 
gross  and  net  profits  made  by  the  "  Plate"  and  "Cutlery"  Depart- 
ments respectively  : — Jan.  1,  1910,  Stock  :  plate  £1,400,  cutlery 
£1,650;  purchases:  plate  £8,624,  cutlery  £2,055;  sales:  plate 
£18,500,  cutlery  £9,250;  returns  outwards:  plate  £125,  cutlery 
£108  ;  wages  :  plate  £5,429,  cutlery  £4,612  ;  Dec.  31,  1910,  stock  : 
plate  £135,  cutlery  £355,  salaries  £1,543  ;  rent,  rates,  and  taxes 
£655 ;  general  expenses  £783.  The  three  latter  items  are  to 
be  apportioned  between  the  two  departments  according  to  the 
total  of  the  sales  effected  by  each. — Answer.     Gross  Profit :  Plate 
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£3,307  ;  Cutlery  £1,396  ;  Net  Profit :  Plate  £1,319 13s.  ^.  ;  Cutlery 
£402  6s.  M. 

Exercise  19f. — The  Olympian  Patent  Medicine  Co.  manufacture 
two  varieties  of  patent  medicine,  viz.  *'  Hercules"  ointment  and 
*'  Jupiter  "  pills.  From  the  following  particulars  prepare  the  Com- 
pany's Trading  and  Profit  and  Loss  Account  for  1910,  showing  the 
gross  and  net  profits  or  losses  on  each  class  of  manufacture  : — Stock  of 
drugs  on  hand  Jan.  1,  1910:  ointment  £600  lOs.,  pills  £80  2s.  2fl?.  ; 
stock  of  bottles,  wrappers,  and  labels:  Jan.  1,  1910:  ointment  £125 
15s.  6c?.,  pills  £15  2s.  M.  ;  Dec.  31,  1910  :  purchase  of  drugs  :  oint- 
ment £884  2s.  M.,  pills £246  8s.  2rf.  ;  bottles,  wrappers,  and  labels: 
ointment  £625  8s.  2d.,  pills  £122  8s.  ^d.',  manufacturing  expenses  : 
ointment  £1,146  2s.  &d.,  pills  £422  8s.  M.  Sales  :  ointment  256,020 
boxes  at  Qd.  each,  pills  42,114  boxes  at  Is.  each  ;  stock  of  drugs, 
bottles,  and  wrappers  on  hand  at  December  31,  1910,  ointment 
£81  18s.  lie?.,  pills  £81  4s.  lie?.;  advertising  £2,484 9s. ;  postage, 
stationery,  and  printing  £207  Os.  9rf. ;  salaries  £414  Is.  Qd. ;  rent,  rates 
and  taxes,  and  general  expenses  £621  2s.  M.  Apportion  the  four 
last-mentioned  expenses  between  the  two  classes  of  goods  according 
to  the  number  of  boxes  of  ointment  or  pills  sold.—Avsiver.  Gross 
Profit :  Ointment  £3,100  10s.  ;  Pills  £1,300  9s. ;  Net  Loss  :  Ointmen<; 
£99  15s.  ;  Net  Profit :  Pills  £774  Os.  6d. 

Exercise  19g. — A  company  having  its  head  ofiice  in  London 
owns  a  factory  in  South  Africa.  During  the  year  1908  £10,000 
in  cash  has  been  remitted  from  London  to  the  factory,  and  bills  for 
£5,000  drawn  bj'  the  manager  in  South  Africa  on  the  head  office 
have  been  accepted.  At  tiie  end  of  the  year  it  is  found  that  there 
has  been  a  loss  on  the  working  of  the  factory  of  £2,000,  which  is 
transferred  to  the  head  office.  Show  the  entries  in  the  head 
office  books  recording  these  transactions.  {Institute  of  Charterai 
Accountants;  Intermediate,  Nov.  1909.) — Answer.  Debit  balance  on 
factory  account,  Dec.  31,  1908,  £13,000. 

Exercise  19h. — Messrs.  J.  Silkstone  &  Sons,  coal  merchants,  of 
London,  opened  a  branch  business  at  Maidstone  on  January  1st, 
1903.  The  Trial  Balance  of  the  books  of  the  Maidstone  branch 
as  on  December  31st,  1903,  was  as  follows  : — 


Trial  Balance. 

Dec.  31,  1903. 

Head  Office  Adjustment  Account 

£1,574    0    0 

Coal  Sales 

1,750    0    0 

Sundry  Debtors  .... 

£640 

0 

0 

Horses,  Carts,  etc. 

280 

0 

0 

Salaries,  Rent,  and  Expenses      . 

620 

0 

0 

Cash  in  Hand       .... 

78 

0 

0 

Coal  from  Head  Office  (as  invoiced) 

1,748 

0 

0 

Sundry  Creditors 

'o 

42    0    0 

£3,366 

0 

£3,366    0    0 

The  stock  of  coal  at  Maidstone  on  December  31st,  1903,  was 
valued  at  £984.  Prepare  a  Profit  and  Loss  Account  showing  the 
result  of  the  working  of  the  Maidstone  branch  for  the  year  ending 
December  31st,  1903,  and  draft  the  entries  necessary  to  incorporate 
the  above  figures  in  the  head  office  books.  [London  CJiumber  of 
Commerce;  Senior,  1904.) — Annver.  Branch  Profit,  £366;  Final 
Balance  of  Head  Office  account  Cr.  £1,940. 
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Exercise  19i. — From   the  following  Trial  Balances  prepare  the 
Balance  Sheet  of  Holmes,  Ltd.,  for  submission  to  its  shareholders. 


s,  Ltd.        London  Trial  Balance. 

June  30,  1910. 

£ 

£ 

Share  Capital  (5,000  £1  Shares) 

5,000 

Sundry  Debtors 

.  2,562 

Freehold  Premises     . 

.   1,223 

Cash  at  Bank     . 

.      142 

Leeds  Branch     . 

.  3,349 

Sundry  Creditors 

1,714 

Profit  and  Loss  Account  Balance 

562 

£7,276 

£7,276 

s,  Ltd.         Leeds  Trial  Balance. 

June  30,  1910. 

£ 

£ 

Stock         .... 

.  1,982 

Furniture  and  Fittings 

.      321 

Sundry  Debtors 

.  1,589 

Profit  and  Loss  Account  . 

685 

Cash  at  Bank     . 

'.      566 

London  OflSce    . 

3,124 

Bills  Payable    . 

649 

£4,458 

£4,458 

The  London  office  remitted  £125  to  the  Leeds  branch  on  the 
afternoon  of  June  30  :  the  Leeds  branch  did  not  receive  the  money 
until  the  morning  of  July  1st.  The  London  office  paid  on  June  30 
£100  on  account  of  the  Leeds  branch  for  goods  purchased  for  cash 
on  the  latter's  behalf  :  the  Leeds  branch  did  not  receive  the  goods 
until  the  3rd  of  July  or  the  advice  of  their  purchase  until  the  2nd 
of  July. — Ansicer.     Balance  Sheet  Totals  £8,610. 

Exercise  19j.— J.  W.  purchased  in  France  from  M.  de  Marsac 
100  dozen  of  wine  at  40  francs  per  dozen,  and  a  bill  at  60  days  was 
drawn  upon  him  for  the  amount  and  accepted.  The  entries  of  the 
transaction  were  made  by  J.  W.  through  his  Journal  in  English 
money  at  the  rate  of  exchange  of  25  francs  per  £.  The  bill  was 
afterwards  paid  by  J.  W.'s  bankers,  the  rate  of  exchange  at 
which  he  was  charged  being  25 '25  francs  per  £.  Journalize  the 
above  transactions  and  show  the  account  with  M.  de  Marsac  in 
J.  W.'s  ledger.  {Institute  of  Chartered  Accountants ;  Intermediats, 
Nov.  1907.) — Answer.  Original  entry  for  purchase  £160;  Exchange 
profit  on  settlement  £1  lis.  8c?. 

Exercise  19k. — The  following  is  the  Trial  Balance  of  the  Calcutta 
branch  of  a  London  house  on  31st  December,  1905  :— 


Stock  on  hand  Dec.  31,  1904 

Purchases 

Sales 

Sundry  Debtors 

Sundry  Creditors 

Bills  Receivable 

Bills  Payable 

Carried  forward 


Dr. 

Cr. 

.Rs.5,000 

.     30,000 

Rs.45,000 

.     10,000 

7,000 

.       3,000 

2,000 

.    48,000 

54,000 
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Brought  forward 
Wages  and  Salaries 
Rent,  Rates,  and  Insurance 
General  Expenses     . 
Fixtures  and  Furniture    . 
Cash  at  Bank  . 
Cash  in  Hand  . 
London  Office  . 


Stock  on  hand  December  Slat,  1905,  Rs.S.OOO. 

Rate  of  Exchange  December  Slst,  1905,  Rs.l6.* 

Average  rate  for  1905,  Rs.  15.* 

Rate  December  Slst,  1904,  Rs.H^.* 

Calcutta  Branch  account  in  London  books  £896  10s.  M. 

Convert  the  above  figures  into  sterling  for  inclusion  in  Head 
Office  books,  and  state  the  principles  which  guide  you  in  so  doing. 
{Institute  of  Chnrtered  Accountants;  Fimdy  May  1906.) — Answer. 
Trial  Balance  Totals  in  sterling  £4,459  Os.  Qd.  ;  Closing  stock  £500. 

Exercise  19l. — From  the  following  Trial  Balances  prepare  the 
Balance  Sheet  of  the  San  Paulo  Trading  Syndicate,  Ltd.,  as  at 
June  30,  1910. 


Dr. 

Cr. 

.    48,000 

54,000 

.      2,000 

.      1,500 

600 

.      2,000 

.     13,000 

400 

R^ 

13,500 

Rs.  67,500 

.  67,500 

Santos  Trial  Balance. 

June  30,  1910. 

Dr. 

Cr. 

Milreis. 

Mih-eis 

Cash  at  Bank  of  Brazil,  Santos 

7,500 

•Stock  of  Goods  on  hand    . 

75,500 

Sundry  Debtors 

68,500 

Bills  Payable     .... 

17:000 

Furniture  and  Fittings,  Balance 

at  Dec.  31,  1909     . 

2,000 

Furniture     and    Fittings,     ad- 

ditions from  Jan.  1,  1910,  to 

June  30,    1910       . 

1,500 

Profit      and      Loss      Account, 

balance,  being  net  profit  for 

the  half-year  ended  June  30, 

1910 

14,000 

London  Office  Account,  £7,767 

Zs.dd 

124,000 

Ms 

.  155,000 

Ms.  155,000 

London  Trial  Balance. 

Juve  30,  1910. 

£    s.    d. 

£       s.     d. 

Share  Capital  issued — 

10,000  £1  shares,  155.  per 

share  paid     . 

7,500     0     0    . 

Cash  at  Bank 

85    0  11 

Santos  Office  Account,    Ms. 

124,000    at  actual    remit- 

tance rates        .         .         .7,' 

767    3    9 

Profit    and     Loss    Account, 

balance   brought   forward 

Dec.  31,  1909  . 

352    4    8 

£7, 

.852    4     8 

£7,852    4    8 

Rupees  per  pound  sterling. 
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Current  Rate  of  Exchange  Dee.  31,  1909,  I5d.  per  milreis. 

Do.  do.  June  30,  1910,  16i<^.  per  milreis. 

Average  rate  for  first  half  of  1910,  \M.  per  milreis. 
Furniture  and  Fixtures  on  hand  at  Dec.  31,  1909,  were  bought  at 
15c?.  per  milreis;  the  additions  during  the  first  half  of  1910  were 
bought  at  16c?.  per  milreis. — Ansicer.  Profit  on  Exchange  £771  75.  Id.', 
Balance  Sheet  Totals  £10,725  13s.  M. 

Exercise  19m. — The  Southern  Confectionery  Company,  Limited, 
London,  has  a  branch  at  Bristol.  Goods  are  invoiced  to  the  Bristol 
branch  at  selling  prices,  being  cost  plus  25  per  cent. 

The  Bristol  branch  keeps  its  own  Sales  Ledger  and  transmits  all 
cash  received  to  London  daily.    All  expenses  are  paid  from  London. 
From  the  following  details  prepare  a  Profit  and  Loss  Account  of 
the  Bristol  branch  for  the  year  1910. 

£ 
Stock,  Jan.  1,  1910  (at  invoice  prices)      .         .         .     1,250 
Stock,  Dec.  31,  1910  (at  invoice  prices)    . 
Sundry  Debtors,  Jan.  1,  1910  . 
Sundry  Debtors,  Dec.  31,  1910 
Cash  Sales  for  the  year    .... 
Credit  Sales  for  the  year  .... 
Cash  received  for  Ledger  Accounts  . 
Goods  invoiced  from  London    . 
Rent  and  Rates  (paid  from  London] 
Wages  (paid  from  London) 
Sundry  Expenses  (paid  from  London) 

{Iiistitutc  of  Chartered  Accountants ;  Intermediate 
Profit,  £1,000. 


1,500 

700 

900 
5,400 
3,500 
3,300 
9,100 

400 

340 
80 

1911.) — Answer. 


CHAPTER  XX 

Exercise  20e. — Mr.  John  Black  and  Mr.  Edward  Thompson 
agree  to  import  Swedish  timber  into  this  country.  On  May  1, 
1904,  they  open  a  Banking  Account  under  the  style  of  "Black  & 
Thompson"  for  £2,400,  towards  which  John  Black  contributes 
£1,400  and  Edward  Thompson  £1,000,  they  dividing  profits  or 
losses  pro  rata  to  their  cash  contributions  (say  /ijths  and  ^^ths 
respectively).  They  remit  to  their  agent  in  Sweden  £1,800  to  pay 
for  the  timber  purchased  out  there,  and,  later  on,  a  further  £100 
in  settlement  of  his  account.  The  Freight,  Insurance,  and  Dock 
Charges  are  all  paid  on  this  side,  and,  together,  amount  to  £400. 
On  Dec.  31,  1904,  the  various  sales  have  realized  £2,400  net,  which 
enables  them  to  repay  themselves  (taking  no  account  of  interest) 
the  cash  respectively  advanced  by  them  on  May  1,  1904.  The 
venture  is  then  closed  by  John  Black  taking  over  the  balance  of 
timber  unsold  for  £380,  and  for  which  he  pays  a  cheque  into 
the  Banking  Account.  How  much  Cash  Balance  does  this  leave 
for  final  division  by  way  of  profit,  and  how  is  the  same  apportioned 
between  John  Black  and  Edward  Thompson  as  their  respective 
share  of  profit  thus  realized  on  the  venture  ?  {Tnditufe  of  Bankers ; 
Final,  April,  \^5.)—Ansu-cr.  Balance  of  Cash  :  £480  ;'  Divisible  : 
Black  £280  ;  Thompson  £200. 

Exercise  20f. — Brown  and  Jones  engage  in  a  joint  speculation  in 
timber,  the  former  being  in  Russia  and  the  latter  in  England.  A 
banking  account  in  their  joint  names  is  opened  on  Feb.  10,  1900. 
Brown  pays  in  £500  and   Jones  £660.      The    following  are  the 
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transactions  : — 1900.  Feb.  15,  bought  cargo  in  Riga  from  L. 
Sandherr  valued  £6.32,  less  discount  at  5  per  cent.  £600  8«.  ; 
accepted  Sandherr's  draft  at  3  ni/d  £600  8s.  ;  Feb.  17,  paid  expenses 
loading  at  Riga  £28  95.  M.  ;  paid  freight  to  Hull  £98  17s.  9rf.  ; 
March  23,  sold  Robinson  logs  £165  18s.,  received  cash,  less  2^  per 
cent.  £157  12s.  2d.  ;  March  24,  bought  from  M.  Reimann  for  cash 
cargo  of  timber  net  £933  ;  April  29,  paid  shipping  charges  and 
freight  £213  ;  April  24,  sold  M.  Johnson  deals  net  £337,  received 
his  acceptance  at  2  months  £337  ;  May  17,  sold  J.  James  cargo 
purchased  from  Reimann  net  £1,260  ;  received  his  acceptance  at 
one  month  £1,260  ;  June  30,  stock,  balance  of  Sandherr's  cargo, 
valued  at  £311.  On  June  30  the  speculation  was  closed  by  Jones 
taking  over  the  stock  at  the  agreed  value  of  £311,  less  10  per  cent. 
Adjust  the  accounts  as  between  the  partners  at  June  30,  1900, 
allowing  interest  on  the  amounts  deposited  at  5  per  cent.  (Institute 
vf  Chartered  Accountants  ;  Intermediate,  Junfi,  1901.) — Answer.  Final 
Capitals :  Brown  £578  16s.  9</.;  Jones  £462  Os.  2d.. 

Exercise  20g. — The  Coal  Mine  Co.,  Ltd.,  took  a  lease  of  a  colliery 
from  G.  Risch  for  99  years  from  Sept.  29,  1896,  at  a  ground  rent 
of  £50  a  year,  paj'able  half-yearly,  and  a  royaltv  of  6'^.  per  ton, 
with  a  minimum  royalty  of  £80  a  year,  payable  half-yearly.  During 
the  first  year  the  Company  raised  2,500  tons,  and  during  the  second 
year  ended  Sept.  29,  1898,  4^000  tons.  The  several  amounts  due  to 
G.  Risch  were  paid  21  days  after  becoming  due.  \\'rite  up  both 
Personal  and  Nominal  Accounts,  and  balance  them  at  the  end  of 
each  year.  {Institute  of  Chartered  Accountants  ;  Final,  Dec.  1898.)— 
Answer.  Royalties  transferred  to  P.  and  L.  Account,  Sep.  30,  1897, 
£62 ;  Sep.  30,  1898,  £100 ;  Ground  Rents  transferred  to  P.  and  L. 
Account,  £50  each  year. 

Exercise  20h. — A  lead  mine  is  leased  by  A  to  B  for  a  period  of 
years  at  a  dead  rent  of  £300  per  annum,  merging  into  a  roj-alty  of 
10s.  per  ton  on  all  ore  gotten.  In  the  first  five  years  this  tonnage 
is  as  follows  : — 1st  year  958  tons  ;  2nd  year  2*34  tons  ;  3rd  year 
615  tons  ;  4th  year  430  tons  ;  5th  year  28  tons.  B  pays  on  account 
in  the  first  3'ear  £300,  and  in  the  second  year  £50  {and  has  made  no 
further  payments  to  A  ditring  the  Jive  years).  Prepare  the  necessary 
personal  and  nominal  accounts  in  B's  Ledger,  showing  these 
transactions,  and  bringing  down  balances,  if  anj'.  {Society  of 
Accountants  and  Auditors ;  Intermediate,  December,  1900.) — Ansivcr. 
(Assuming  no  power  of  recouping  royalties  and  that  lessee  bears  loss 
if  anj'  vear's  workings  are  less  than  dead  rent  quota)  B  owes  A 
£1,336  lOs.  at  end  of  period. 

Exercise  20i. — A  colliery  is  worked  under  a  SO-years'  lease  at  a 
royalty  of  8c^.  a  ton,  with  a  minimum  yearly  rent  of  £1,000,  with 
power  to  recoup  short  workings.  In  the  first  year  25,000  tons  are 
worked,  in  the  second  26,oO<X  in  the  third  24.600,  in  the  fourth 
31,000,  and  in  the  fifth  30,500  tons.  How  M'ould  you  deal  with  the 
respective  years  royalties  both  in  Profit  and  Loss  and  in  the 
Balance  Sheet?  {Institute  of  Chartered  Accountants;  Intermediate^ 
December,  \%Q9.)— Answer.  Rovalties,  1st  year,  £833  6s.  ^d.  ;  2nd 
year,  £883  6s.  8rf.;  3rd  year,  £820;  4th  year,  £1,033  6s.  M.  ;  5th 
year,  £1,016  13s.  ^d. 

Exercise  20j.— From  the  following  particulars  make  out  the 
Statement  of  Afiairs  of  Thos.  F.  Sellers  for  submission  to  his 
creditors,  assuming  that  the  Stock,  Doubtful  Debts,  and  Fixtures 
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will  realize  50  per  cent,  of  the  value  mentioned.  Good  book  debts 
£3,872  ;  Doubtful  £1,500  ;  Bad  £2,500 ;  Unsecured  creditors  £7,278  ; 
Bills  payable  £1,200  ;  Stock  £1,200  ;  Fixtures,  etc.  £300;  Partially 
secured  creditors  £872  ;  Estimated  value  of  securities  £550  ;  Cash 
at  Bank  £150  ;  Preferential  creditors  £267  ;  Creditors  fully  secured 
(estimated  value  of  securities  £2,500)  £2,200.  {National  Union  of 
Teachers;  Advanced,  1907.) — Ansicer.  Deficiency  £3,245. 

Exercise  20k. — Prepare  Statement  of  Affairs  as  on  March  31, 
1901,  of  A.  Dunn,  for  the  purposes  of  a  meeting  of  creditors  : — Cash 
in  hand  £5  ;  Fixtures  and  utensils  (cost  £80)  valued  at  £60  ;  Book 
debts  £100  (Good  £65,  Doubtful  £20,  Bad  £15),  estimated  to  produce 
£75  ;  Household  furniture  (cost  £300)  £280  ;  Stock  on  hand  valued 
at  £150,  less  10  per  cent ;  Life  Policy  for  £500  held  as  security  by 
bankers,  surrender  value  about  £150 ;  Trade  creditors  £1,250 ; 
Banker's  claim  £420,  holding  Life  Policy  (see  above)  for  £500 ; 
Rent  owing  (preferential)  £30  ;  Rates  (preferential)  £12.  [Society  of 
Accountants  and  Auditors;  Intermediate,  June,  1902.) — Ansiver. 
Deficiency  £1,007. 

Exercise  20l. — From  the  following  Balance  Sheet,  drawn  according 
to  ordinary  commercial  methods,  construct  Balance  Sheets  according 
to  the  requirements  of  the  Double  Account  system. 


THE  CORNHILL  &  LOTHBURY  RAILWAY  COMPANY 


Balance  Sheet, 

December  31,  1910. 

Liabilities. 

Assets. 

Ordinary          Stock 

Cost  of  Line    . 

£2,990,000 

issued . 

£3,000,000 

Cost      of       Rolling 

Four      per       cent. 

Stock  and  Equip- 

Debenture  Stock 

ment   . 

890,000 

issued . 

1,000,000 

Stores,     Fuel    and 

Sundry  Creditors    . 

100,000 

Supplies  in  hand 

110,000 

Revenue      Account 

Sundry  Debtors 

90,000 

balance 

60,000 

Cash  at  Bank . 

80,000 

£4,160,000 

£4,160,000 

Answer.  Credit  Balance  of  Capital  Statement  £120,000 ;  Totals 
of  Second  Balance  Sheet  £280,000. 

Exercise  20m. — From  the  following  Trial  Balance  of  the  Great 
Southern  Railway  Co.  prepare  Revenue  Account  and  Balance  Sheets 
according  to  the  Double  Account  system. 


Trial  Balance. 

Dec.  31,  1910. 

Dr. 

Cr. 

Ordinary  Stock  Issued  . 

£11,000,000 

4  per  cent.  Debenture  Stock 

3,300,000 

Discount  on  Issue  of  Stocks  .       230,000 

Expenditure   on  Lines  open 

for  Traffic           .         .         .    9,600,000 

Working  Stock     .         .         .    3,200,000 

Sundry  Debtors     .         .         .       100,000 

Sundry  Creditors  . 

50,000 

Cash  at  Bank        .         .         .       132,000 

Carried  forward     .         .  13,262,000 

14,350,000 
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Dr. 

Cr. 

Brought  forward     . 

13,262,000 

14,350,000 

Operating  Expenses  for  the 

year — 

Maintenance  of  Wf  y 

20,000 

Locomotive  Power     . 

102,000 

Repairs  and  Renewals 

11,000 

Traffic  Expenses 

168,000 

General  Expenses 

30,000 

Debenture   Interest   for   the 

year 

132,000. 

Traffic  Receipts  for  the  year 
Merchandise  Receipts  for  the 

250,000 

year       .             ... 

225,000 

Investmerts   in    other  Rail- 

ways' st  nirities      . 

1,000,000 

Stores  on  hand 

100,000 
4,825,000 

£1 

£14,825,000 

Answer.  Capital  unexpended  £270,000;  Net  Revenue  after 
paying  Debenture  Interest  £12,000;  General  Balance  Sheet  Totals 
£332,000. 

Exercise  20x. — Messrs.  X,  Y  &  Co.,  wholesale  furniture  dealers, 
sold  their  business  to  a  limited  company  on  Jan.  1,  1910,  for 
£^,000.  The  company  acquired  for  that  sum  the  business  as  a 
going  concern  with  all  its  assets,  but  assumed  the  firm's  current 
liabilities  on  Dec.  31,  1909,  amounting  to  £5,000.  The  Balance 
Sheet  of  the  firm  on  Dec.  31,  1909,  was  as  follows  : — 

Liabilities.  Assets. 

Current  Trade  Creditors    £5,000      Cash  at  Bank        .         .     £2,000 
Partners'    Capital    Ac-  Stock  on  hand      .         .     15,000 

counts        .        .        .     38,000     Sundry  Debtors    .        .     25,000 
Furniture,  Fixtures,  etc.     1,000 

£43,000  £43^ 

The  firm's  profits  for  the  five  previous  years  were  tis  follows  :-^ 
1,905  £3,200,  1906  £2,700,  1907  £3,300,  1908  £3,300,  1909 
dE4,200.  During  1910  a  valuer  was  engaged  by  the  executors  of  a 
deceased  shareholder  to  report  to  them  privately  as  to  the  value 
of  the  shares  held  by  their  testator.  The  valuer  stated  that,  in  his 
opinion,  "3^  j'ears'  purchase  of  the  average  profits  for  the  last 
three  years  previous  to  the  date  of  sale  Avould  have  been  a  fair  price 
for  the  Company  to  pay  for  the  goodwill  of  the  business  acquired 
from.  Messrs.  X,  Y  &  Co."  Upon  the  above  data  state  how  much 
in  excess  of  the  fair  market  price  the  Company  paid  to  Messrs. 
X,  Y  &  Co.  for  the  goodwill  of  their  business. — Answer.  £9,400. 


CHAPTER  XXI 

Exercise  21a. — At  a  recent  examination  the  understated  Balance 
Sheet  was  sent  in  by  a  candidate.  Have  you  any  criticism  to  oflfer 
upon  it  ? 
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Messrs.  A  de  B. 

December  Z\st,  1899. 

Assets. 

Liabilities. 

£ 

£ 

£           £ 

Plant  Account  . . . 

4,000 

A's  Capital        ...     3,000 

Debtors    

8,200 

Add  Interest...        150 

Less  Reserve  (Dec. 

3.150 

31,  1899) 

410 

B's  Capital         ...     2,000 

7,790 

Add  Interest...        100 

A's  Drawings     ... 

300 

2,100 

B's  Drawings     . . . 

200 

Creditors            ...                  9,800 

Repairs    

120 

A's  Profits         ...                  1,800 

Stock     (Jan.  1, 

B's  Profits          ...                  1,800 

1899) 

3,200 

Depreciation  on  Plant             200 

(Dec.    31, 

Reserve  for  Debtors  (Jan. 

1899)    

4,000 

1,1899)           ...                     350 

Cash         

£ 

7,200 
420 

Balance 830 

20,030 

£20,030 

{London  Chamher  of  Commerce  ;  Senior,  1900.) 
Answer.  Sides  reversed,  deduct  depreciation  from  plant.  Debtors' 
reserve  wrongly  treated,  deduct  drawings  from   capital  accounts, 
repairs  not  an  asset,  stock  wrongly  treated,  add  profits  to  capital 
accounts,  etc. 

Exercise  21b. — The  directors  of  a  limited  company  issued  the 
understated  account  to  their  shareholders.  Do  you  approve  of  this 
document  ?     If  not,  what  amendments  do  you  suggest  ? 


BALANCE 

SHEET. 

Decernber  31st,  1900. 

Dr. 

Cr. 

£ 

£ 

To  Share  Capital       ...     500,000 

By  Land,  Buildings, 

„  Reserve  Fund       ...     100,000 

Plant,        Stock, 

,,  Sinking    Fund    for 

Furniture,     and 

Leases     10,000 

Goodwill           ...     1,007,000 

,,  Mortgages  and  other 

,,  Debtors,  Cash,  In- 

outstanding   Lia- 

vestments,     and 

bilities    535,000 

Sundry     Debtor 

„  Balance  carried  down     28,000 

Balances           ...       166,000 

£1,173,000 

£1,173,000 

£ 
To    Interim  Dividend 

By  Balance  brought 

paid          ...         ...      25,000 

down      28,000 

"Ralait/^o            i^ar'v\f^ 

forward 3,000 

£28,000 

£28,000 

{London  Chamber  of  Commerce  ;  Senior,  1901.) 

Answer.  All  assets  grouped   together  in  a   manner   that  gives 
insufldcient  information  and  may  misiead.     Mortgages  should  be 
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deducted  from  property  charged.  Basis  on  which  assets  are  valued 
not  stated.  How  is  item  "Balance  carried  down"  arrived  at? 
Appears  to  be  a  statement  of  affairs  arrived  at  bv  single-entry 
methods. 


CHAPTER  XXin 

Exercise  23g. — After  writing  up  the  Profit  and  Loss  Account, 
the  general  ledger  balances  of  the  Conservative  Bank,  Ltd.,  as  on 
Dec.  31,  1901,  were  as  follows: — Paid  up  capital  £1,500,000;  cash 
at  Bank  of  England  and  in  hand  £2,600,980  ;  Customers'  Current 
and  Deposit  Accounts  £17,580,000  ;  Bills  discounted,  loans  and 
advances  £14,482,000;  Freehold  premises  £380,000  ;  rebate  on 
bills  discounted,  not  yet  due,  carried  to  next  account  £24,300  ; 
Reserve  Fund  £1,200,000  ;  English  Government  Securities 
£1,250,000;  other  Government  Securities  £520,000;  Profit  and 
Loss  Account  (undistributed  balance)  £110,680  ;  Securities  pledged 
with  public  bodies  £81,000  ;  Indian  and  Colonial  Securities 
£1,101,000.  On  the  same  date  (Dec.  31,  1901)  the  acceptances  on 
behalf  of  customers,  and  for  which  they  were  liable,  appeared  in 
the  "Acceptances  Book"  of  the  bank  at  £1,725,420.  Prepare  a 
Balance  Sheet  as  on  Dec.  31,  1901.  {London  Chamber  of  Commerce  ; 
Senior,  \^(^.)— Answer.  Balance  Sheet  totals  £22,140,400. 
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Exercise  24g. — On  Dec.  31,  1900,  the  balances  of  the  General 
Ledger  of  the  Holdfast  Assurance  Company  were  as  follows : — 
Funds  as  on  Dec.  31,  1899,  £l,557,0«i0  ;  Premium  Account 
£142,000  ;  Claims  Account  £70,050  ;  Annuities  paid  £1,260 ;  Com- 
mission Account  £6,032  ;  Interest  and  Dividends  Account  £51,000  ; 
Transfer  Fees  Account  £105  ;  Surrenders  Account  £11,201  ;  Manage- 
ment Expenses  Account  £18,670  ;  Shareholders  Dividends  Account 
£2,500  ;  Claims  admitted  but  not  paid  Account  £7,200  ;  Sundry 
Creditors  Account  £3,980  ;  Mortgages  in  the  United  Kingdom 
£1,201,450  ;  Loans  on  Policies  £50,060.  Investments : — Govern- 
ment Stocks  £204,000  ;  British  Railways  £138,200  ;  House  Property 
£7,500  ;  Agents'  Balances  £12,200  ;  Outstanding  Premiums  £9,200  ; 
Outstanding  Interest  £12,040  ;  Cash  at  Bank  £16,982.  Prepare 
Revenue  Account  and  Balance  Sheet  as  on  Dec.  31,  1900. 

Note.— This  question  was  set  in  1901.  Prepare  the  necessary  accounts  in  the 
iorm  required  under  tlie  Assurance  Companies  Act  1909,  and  state  what  further 
details  are  necessary  in  order  to  comply  with  the  new  Act. 

{London  Chamber  of  Commerce  ;  Senior,  1901.) 

Ansicer.  Funds  at  end  of  1900  :  £1,640,452  ;  Balance  Sheet  Totals 
£1,651,632. 


Note. — The  answer  to  Ex.  15i  on  p.  733  is  based  on  the  assump- 
tion that  the  Current  Accounts  were  to  be  closed  into  the  Capital 
Accounts  at  the  close  of  each  half-year. 


CHAPTEE  XXXI 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1908. 

Stage  I.— Elementary. 
[3  hours  allowed,] 

1.  What  is  a  voucher?  Briefly  describe  the  system  upon  which 
you  would  arrange  vouchers  in  a  business. 

2.  What  entries  are  necessary  in  my  books  to  record  the  fact  that 
A.  has  become  my  creditor  for  goods  supplied  by  him  to  me  ? 

3.  In  the  following  account — 

John  Jones  in  account  -with  William  Smith. 
1908. 
Feb.  22.  To  Welsh  Coal  supplied,  by  J.  Jones's  order  to 

S.  McNeil,  at  Glasgow         ....  £256    5  10 
who  owes  the  £256  5s.  lOd.,  and  to  whom  is  it  owing  ? 

4.  Write  up  a  Cash  Book  recording  the  following  transactions — 
1908. 

Jan.    1.  Balance  in  hand  this  day 

3.  Paid  into  Bank 

4.  Received  from  Tom  Smith 
4.  Allowed  Discount  to  him 
7.  Received  from  E.  Owen  and  paid  into  Bank 

10.     Paid  one  quarter's  Rent .... 
10.     Paid  G.  Nash  by  cheque  on  Bankers 
Discount  allowed  thereon 
Balance  the  account  and  bring  down  the  balance. 

5.  On  which  side  of  the  following  accounts  should  the  balance,  if 
any,  always  be,  and  why  ? — 

Bills  Payable,  Bills  Receivable,  Cash. 

Exercise. 

6.  On  Decem})er  1,  1907,  Charles  Dickson  commenced  business 
with  the  following  Assets  :  Cash  at  Bank,  £500  ;  Cash  in  hand,  £100  ; 
and  Fixtures,  £150.  The  following  transactions  took  place  during 
December 

Dec.  2.  Purchased  Goods  of  T.  Bell,  value  £100 ;  Dec.  3.  Pur- 
chased Goods  of  Black  &  Co.,  value  £80,  for  cash,  and  paid  him  for 
same  ;  Dec.  9.  Sold  to  W.  Brown  Goods  value  £50  ;  Dec.  16.  Paid 
T.  Bell's  Account  by  cheque,  less  5  per  cent.  Discount  ;  Dec.  18. 
Sold  Goods  to  R.  Walters  value  £10 ;  Dec.  31.  Received  of 
W.  Brown  cash  in  settlement  of  his  account,  less  2J  per  cent. 
Discount.  Open  the  necessary  Ledger  accounts  and  post  direct 
the  above  facts  and  transactions.  Balance  these  accounts  as  on 
December  31,   1907,  and  bring  down  the  balances. 
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£  s. 

d. 

^7   10 

1 

100  0 

0 

69  10 

0 

0  10 

9 

116  1 

9 

30  0 

0 

151  12 

10 

4  7 

2 
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ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1908. 

Stage  II. — Intermediate. 

[3  hours  allowed.] 

{Only  one  question  to  he  ansv:ered,  hut  hoth  exercises  to  he  worked.) 

1.  On  which  side  of  the  Ledger  would  30U  expect  to  find  the 
balance  of  the  undermentioned  accounts  ?  Give  a  brief  reason  in 
each  case — 

(a)  Reserve  for  Bad  and  Doubtful  Debts. 

(6)  Goodwill  Account. 

(c)  Suspense  Account  for  Insurances  paid  in  advance. 

{d)  Freehold  Property  Account. 

2.  Explain  the  following  :  "  Reserve  Fund,"  "  Rebate,"  *'  Sinking 
Fund,"  "Depreciation." 

Exercise  I. 

John  Druce,  a  Cycle  Dealer,  had  on  December  31,  1907,  the 
following  Assets — 

£  s.  d. 

Cash  at  Bank 300  0  0 

Cash  in  hand 25  0  0 

Stock 650  0  0 

Furniture  and  Fittings    .         .         .         .         .       120  0  0 
Bills  Receivable — 

A.  Graves  (due  Jan,  9,  1908)        .        .        .         75  0  0 

B.  Walters  (due  Jan.  10,  1908)     .        .        .       125  0  0 
Owing  by — 

A.Brown 25  0  0 

J.  Smith 45  0  0 

A.  Graves 20  0  0 

B.  Walters 10  0  0 

M.  Robinson 105  0  0 


His  Liabilities  on  the  same  date  were — 


£1,500 

0 

0 

£ 

5. 

d. 

150 

0 

0 

75 

0 

0 

90 

0 

0 

85 

0 

0 

£4W 

_0^ 

_0 

Due  to  H.  Sweeting 

Due  to  A.  Fisher 

Bills  Payable— 

S.  Unwin  (due  Jan.  6,  1908) 
F.  Lord  (due  Jan.  8,  1908)  . 


John  Druce  agreed  to  take  AL  Robinson  into  partnership  condi- 
tionally upon  the  amount  owing  by  him  to  John  Druce  on 
December  31,  1907,  being  paid  at  once  ;  also  upon  his  bringing 
into  the  business,  in  cash,  the  same  amount  of  capital  as  was 
standing  to  the  credit  of  John  Druce's  Capital  Account  at  this 
date.  One-half  of  this  latter  amount  was  to  be  paid  out  in  cash, 
by  way  of  premium,  to  John  Druce,  and  was  to  appear  in  the  books 
of  the  partnership  as  Goodwill.  These  conditions  were  duly  carried 
out  as  on  January  1,  1908. 
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you  are  required  to  make  the  necessary  entries  recording  the 
above  and  to  pass  through  the  proper  books  the  following 
transactions — 

1908. 
Jan.    1.     Bought  of  H.  Sweeting  1  dozen  Bicycle  Frames  at  15s. 
each. 
„      1.     Bought  for  cash  4  dozen  Wooden  Crates  at  3s.  each. 
,,      2.     Sold  A.  Brown  3  Bicycles  at  £7  10s.  each,  one  of  which 

was  returned  on  January  3. 
,,      3.     J.    Smith  paid   his   account,    deducting  £2  for  Bicycle 

damaged  in  transit. 
,,      3.     Sold  B.  Walters  2  Bicycles  at  £8  8s.  each,  charging  him 

with  2  Crates  at  3s.  %d.  each. 
,,      3.     Bought  of  A.  Fisher  6  pairs  of  Wheels  at  30s.  a  pair  and  a 

job  lot  of  Accessories  for  £5. 
,,      4.     Paid  OflBce  Salaries  and  Wages,  drawing  and  cashing  a 

cheque  for  same,  £6  10s. 
,,      4.     Each  partner  drew  out  in  cash  £3  on  private  account. 
„      6.     Paid  A.  Fisher  by  cheque  £25  on  account. 
„      6.     Bill  Payable  (S.  Unwin),  due  this  day,  paid  by  Bank. 
,,      6.     Sold  J.  Smith  1  Bicycle  for  £7  10s.,  upon  which  he  paid 

£2  on  account. 
,,      7.     Bought  for  cash  2  second-hand  Bicycles  at  15s.  each,  one 

of  which  was  sold  for  cash  the  same  day  for  25s. 
„      7.     Cashed  cheque  for  £10  for  Petty  Cash  purposes. 
„      8.     Bill  Payable  (F.  Lord),  due  this  day,  paid  by  Bank. 
,,      8.     B.  Walters  paid  the  balance  of  his  account  as  on  this 

day,    deducting    5    per    cent.    Discount,    which    was 

disallowed. 
„      9.     Bill  Receivable  given  by  A.  Graves  returned  dishonoured, 

a  new  Bill  at  1  month  being  given  for  the  whole  of  his 

account. 
,,      9.     Sold  to  B.  Walters  20  Brakes  at  2s.  each  and  6  Lamps 

at  5s.  each. 
,,      9.     Bought  of  F.  Lord  6  dozen  Lamps  at  3s.  each. 
,,    10.     Bill  Keceivable,  B.  Walters,  duly  met. 
,,     10.     Sold  A.  Graves  a  second-hand  Bicycle  for  30s. 
,,    11.     Paid   Office   Salaries   and   Wages,   drawing   and  cashing 

cheque  for  £6. 
,,    11.     Each  partner  drew  in  cash  £3  for  private  purposes. 
,,    11.     A.  Brown  accepted  a  Bill  at  3  months  drawn  upon  him  for 

the  balance  owing  by  him  at  this  date. 
All  moneys  received  were  paid  at  once  into  the  Bank.     Balance 
the  Ledger  accounts   as   on   January   11,    1908,    bring  down  the 
balances,  and  extract  a  Trial  Balance. 

Note. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be 
prepared. 

Exercise  II. 

From  the  following  Trial  Balance  of  the  accounts  of  a  Manufac- 
turing Company  (whose  authorized  Capital  consists  of  15,000 
Ordinary  Shares  of  £10  each)  prepare  a  Trading  Account  and  a 
Profit  and  Loss  Account  for  the  year  ended  December  31,  1907, 
and  a  Balance  Sheet  as  on  that  date. 
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Capital  issued  and  fully  paid  up 

9,000  shares  of  £10  each 
Stock  (January  1,  1907)  . 
Cash  in  hand   . 
Cash  at  Bank  . 
Purchases 
Sales 

Sales  Returns 
Purchases  Returns 
Manufacturing  Charges  . 
Manufacturing  Wages    . 
Salaries   . 
Trade  P^xpenses 
Rates  and  Taxes 
Insurance 
General  Expenses 
Discounts  (balance) 
Bad  Debts 

Interest  and  Bank  Charges 
Land  and  Buildings 
Machinery  and  Plant 
Sundry  Debtors 
Sundry  Creditors     . 
Patents    .... 
Bad  Debts  Reser^t  (January  1, 1907) 
Profit  and  Loss  (balance,  December 

31,  1906) 

Reserve 


s.    d. 


s.  d. 


90,000 

0 

0 

32,000 

0 

0 

150 

0 

0 

2,900 

0 

0 

52,350 

0 

0 

136,500 

0 

0 

400 

0 

0 

750 

0 

0 

11,500 

0 

0 

28,550 

0 

0 

L500 

0 

0 

6,850 

0 

0 

250 

0 

0 

190 

0 

*0 

2,640 

0 

0 

1,800 

0 

0 

570 

0 

0 

350 

0 

0 

22,250 

0 

0 

35,600 

0 

0 

52,500 

0 

0 

21,750 

0 

0 

5,000 

0 

0 

2,600 

0 

0 

750 

0 

0 

5,000 

0 

0 

£257,350 

0 

0 

£257,350 

0 

0 

Charge  depreciation  on  Land  and  Buildings  Account  at  3  per  cent, 
per  annum,  and  on  Machinery  and  Plant  Account  at  6  per  cent. 
Make  a  reserve  of  5  per  cent,  on  the  Sundry  Debtors  for  Bad 
Debts  ;  write  down  Patents  Account  by  10  per  cent.  ;  carry  forward 
£90  of  Insurance  ;  and  charge  £500  as  Directors'  Fees.  The  value 
of  the  Stock  as  on  December  31,  1907,  was  agreed  at  £23,700. 
Charge  10  per  cent,  on  net  profits  as  remuneration  to  the  Managing 
Director,  and  appropriate  £2,500  to  the  Reserve  Account,  carrying 
forward  the  balance. 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1908. 
Stage  III. — Advanced. 
[3  hours  allowed.] 

1.  If,  on  comparing  your  Bank  Cash  Book  balance  with  your 
Bank  Pass  Book  balance,  you  found  that  the  two  did  not  agree, 
what  steps  would  you  take  to  check  the  correctness  or  otlierwise  of 
your  Bank  Cash  Book,  and  what  would  be  the  principal  ditferences 
you  would  expect  to  find  ? 
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2.  What  is  a  "Cumulative  Preference  Share"?  The  A.  B. 
Company  is  three  years  in  arrear  with  the  dividends  on  its  1,000 
6  per  cent.  Cumulative  Preference  Shares  of  £1  each.  Would  this 
fact  affect  the  annual  accounts  ?     If  so,  how  ? 

3.  Give  what  you  consider  would  be  a  satisfactory  ruling  for 
the  Cost  Sheet  of  a  manufacturer,  with  whose  accounts  you  are 
familiar.  State  from  what  books  of  account  the  necessary  infor- 
mation for  the  completion  of  the  Cost  Sheet  would  be  obtained. 

4.  A.  and  B.  are  partners  in  A.  and  B.'s  Coal  Stores,  and  they 
share  profits  and  losses  equally.  On  December  31,  1907,  they  had 
capital  in  the  business  :  A.  £3,100  and  B,  £2,600.  The  assets  and 
liabilities  of  the  firm,  as  on  that  date,  stood  at  the  following  figures 
in  the  books  :  Office  Furniture  and  Fittings,  £320  ;  Coal  Trucks, 
£930  ;  Trade  Creditors.  £848  ;  Cash  at  Bank,  £1,166  ;  Carts,  Plant, 
and  Horses,  £476;  Bills  Payable,  £652;  Sundry  Debtors,  £3,720; 
Cash  in  hand,  £18  ;  and  Stock  of  Coal,  etc.,  £570. 

They  agreed  to  take  into  partnership  C,  a  coal  agent,  as  from 
January  1,  1908,  on  the  following  terms  : — Profits  and  Losses  to  be 
shared  :  A.  two-fifths,  B.  two-fifths,  and  C.  one-fifth.  C.  was  to 
bring  into  the  Partnership  "  Book  Debts,"  amounting  to  £560  (less 
a  reserve  for  Bad  Debts  of  5  per  cent.),  and  the  Goodwill  of  his 
connection,  valued  at  £310 :  while  his  Capital  in  the  new  firm  was 
to  be  £1,000,  the  balance  of  which  he  was  to  pay  in  cash  on  signing 
the  Articles  of  I'artnership  on  January  1,  1908.  It  was  further 
agreed  between  A.,  B.  and  C.  that  the  following  adjustments 
should  be  made  in  the  figures  as  shown  on  A.  and  B.  's  Balance 
Sheet  on  December  31,  1907  :  The  Coal  Trucks  were  to  be  taken  at 
£1,000,  and  the  Carts,  Plant,  and  Horses  as  at  £550,  the  result  of 
an  independent  valuation  ;  a  Bad  Debt  Reserve  of  1^  per  cent,  was 
to  be  deducted  from  outstanding  Debtors  ;  the  Goodwill  of  the  old 
firm  (A,  and  B. )  was  to  be  taken  at  £455  ;  and  A.  was  to  be  paid 
out  from  the  Bank  Balance  such  a  sum  as  would  make  his  Capital 
equal  to  B.  's.     The  Agreement  was  carried  out. 

You  are  required  (a)  to  make  the  Journal  entries  necessary  to 
complete  the  above  adjustments,  and  {b)  to  draw  up  a  Balance 
Sheet  showing  the  position  of  the  new  firm  as  on  January  1,  1908 


Exercise. 

The  Albury  Mining  Company,  Ltd.,  was  registered  on  January 
1,  1907,  and  commenced  operations  at  once  as  an  Exploring  and 
Mining  Company.  The  nominal  Capital  consisted  of  50,000  Ordin- 
ary Sharss  of  £5  each.  Of  this  Capital  20,000  shares  were  issued 
and  taken  up  by  the  public,  30s.  per  share  being  called  up.  During 
the  process  of  sinking  a  shaft,  a  good  deposit  of  clay  was  found, 
suitable  for  tile-making,  and  the  Company  decided  to  manufacture 
and  sell  tiles,  as  a  separate  trading  department.  During  the  month 
of  December,  the  Company's  engineer  reported  that  a  paying  vein 
of  tin  had  been  reached  ;  and  the  Directors  decided  that  the  cost  to 
date  of  opening  up  this  vein  should  be  capitalized  and  written  off 
over  future  years  when  the  property  was  in  full  working  order. 

On  December  31,  1907,  the  balances  of  the  Ledger  accounts  of 
the  Company  were  as  follows  : — 
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Freehold  Land  at  cost 

Buildings  at  cost 

Preliminar}^  Expenses 

Stock  of  Stores  and  Coal  on  Decembe 

Coal  consumed   .... 

Wages        ..... 

Salaries  .... 

Stores  used         .... 

Stores  used  (Tile  Dept.)      . 

Wages  (Tile  Dept.)    . 

Machinery  and  Plant  at  cost 

Capital 

Sundry  Debtors 

Rates.'  Taxes,    Office,   and    Sundry 

Carriage  .... 

Carriage  (Tile  Dept.) 
Legal   Expenses    (re    Claim    for    inj 

Accident)        .... 

Sales  of  Tiles 

Sundry  Creditors 

Tramway  Track  and  Wagons  at  cost 
Travellers'  Commission  (Tile  Dept.) 
Bills  Payable      .... 
Cash  at  Bank     .... 

You  are  required  to  prepare  [a)  ar 
which  you  consider  should  be  capital 


31, 


1907 


Expenses, 


and 


Mine 


£ 

7,000 

563 

410 

988 

931 

3,843 

308 

2,745 

56 

2,733 

12,038 

30,000 

359 


584 
215 

220 

2,599 

3,407 

1,100 

63 

627 
2,477 


account  showing  the  amount 
zed  as  representing  the  cost  of 
opening  up  the  tin  vein,  {h)  an  account  showing  the  trading  results 
of  the  Tile  Department  for  the  year  ended  December  31,  1907,  and 
(r)  the  Balance  Sheet  as  on  December  31,  1907. 

The  Directors  decided  that  a  charge  of  £343  should  be  made 
against  the  Tile  Department,  as  representing  power,  coal,  etc., 
used  ;  and  a  charge  of  £104,  as  representing  a  share  of  general  trade 
expenses. 

The  stock  of  tiles  on  hand  as  on  December  31,  1907,  was  valued 
at  £718. 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1909. 

Stage  I.— Elementary. 

[3  hours  allowed.] 

1.  What  do  j'ou  understand  by  the  terms  "balance  down,"  "trial 
balance,"  and  ' '  balance  sheet "  What  is  the  chief  diflference  between 
the  last  two  ?  Does  the  term  "  balance  down,"  closing  the  debit  side 
of  an  account,  mean  that  the  account  is  in  credit,  or  in  debit,  and 
why? 

2.  Give  a  form  of  Cash  Book  you  would  recommend  as  suitable  for 
recording  both  cash  and  bank  transactions.  Start  the  book  with  a 
balance  at  the  Bank,  and  draw  a  cheque  in  favour  of  "self,''  the  pro- 
ceeds of  which  are  to  be  used  in  making  cash  payments.  Make  six 
further  entries  on  the  debit  side,  paying  all  receipts  into  the  Bank, 
and  six  further  entries  on  the  credit  side,  three  being  cash  payments 
and  three  payments  by  cheque  ;  balance  the  Cash  Book  and  carry 
down  the  balances. 

3.  On  February  27,  1909,  John  Jones  sold  William  Smith  3  lbs.  of 
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tea  at  Is.  9c?.,  2  lbs.  of  sugar  at  6|d,  2ozs.  of  Jordan  almonds  at  2s.  M. 
per  lb.,  and  3  tins  of  potted  salmon  at  5s.  4c?.  the  dozen.  Make  an 
Invoice  of  the  goods  supplied. 

4.  On  April  3,  1908,  Thos.  Fisher  sold  George  Kent  goods  to  the 
amount  of  £30  15s. ;  on  Ma5^4,  Kent  paid  Fisher  £20  5s.  on  account ; 
on  April  30,  Fisher  sold  Kent  £45  10s.  of  goods ;  on  May  31,  Kent 
paid  Fisher  £32  10s.  on  account ;  on  June  4,  Kent  returned  to  Fisher 
£5  10s.  goods  (not  being  up  to  sample) ;  on  June  12,  Fisher  sold 
Kent  £42  8s.  of  goods  ;  on  June  30,  Kent  paid  Fisher  the  balance 
owing  upon  the  transactions  of  April  3  and  30,  after  deducting  2J 
per  cent,  discount,  together  with  a  further  amount  of  £20  on  account. 
As  on  June  30,  Fisher  sent  a  three  months'  statement  to  Kent.  Draw 
the  statement  so  sent. 

5.  On  May  31,  1908,  George  Kent  paid  Thos.  Fisher  £32  10s.  He 
paid  this  by  cheque  on  the  Credit  Banking  Company,  Ltd.  Sketch 
the  form  of  cheque  he  would  use,  and  "draw"  it,  making  it  as 
secure  as  you  can  against  loss  by  theft  or  mischance. 

Exercise. 

6.  On  January  1,  1908,  J.  Ferguson  started  business  as  a  grocer, 
and  paid  £200  into  the  Union  Bank  by  way  of  capital.  On  that  day 
goods  were  delivered  by  McDonald  &  Co.  to  him  which  he  had 
previously  ordered  to  the  value  of  £50,  and  for  which  he  paid  by 
cheque,  deducting  5  per  cent,  discount  for  cash.  The  same  day  he 
made  "  cash  sales  "  amounting  to  £4  6s.  2<?.,  which  he  paid  into  the 
Bank. 

On  January  2,  he  drew  and  cashed  a  cheque  for  £5  for  petty  cash 
purposes  and  purchased  for  cash  5s.  worth  of  stamps  and  15s.  worth  of 
slationery.  The  cash  sales  on  this  day  amounted  to  £1  7s.  7o?.,  which 
he  paid  into  the  Bank  ;  and  he  also  sold  goods  on  credit  to  Mrs. 
Murphy  amounting  to  £2  4s.  6c?. ,  and  to  Mr.  Graham  amounting  to 
£1  4s.  4c?. 

On  January  3,  he  bought  further  goods  from  McDonald  &  Co. 
amounting  to  £25  16s.  10c?.,  but  this  time  the  purchase  was  on 
"credit  terms."  On  January  4,  Mrs.  Murplii  paid  £1  on  account 
of  the  goods  supplied  to  her,  and  this  amount  (together  with  the 
cash  sales  for  two  days,  £4  3s.  7c?.)  was  paid  into  the  Bank.  On 
the  same  day  he  supplied  goods  amounting  to  £1  16s.  10c?.  on  credit 
to  Mr.  Graham,  who,  at  the  time  of  ordering,  i)aid  for  the  goods 
supplied  on  January  2,  less  4s.  4c?.  discount,  and  this  amount  was 
paid  to  the  Bank.  On  January  5  he  bought  goods  on  credit  from 
W.  McNab  &  Sons  amounting  to  £14  12s.  M.,  and  paid  McDonald 
&  Co.'s  account,  less  5  per  cent,  discount,  by  cheque. 

Open  Ledger  Accounts  and  post  direct  the  above  transactions. 
Then  balance  the  accounts,  and  bring  down  the  balances. 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,    1909. 

Stage  II, — Intermediate. 

[3  hours  allowed.] 

{Only  one  question  to  he  ansivered,  but  both  exercises  to  be  worked. ) 

1.  Explain  briefly  the  following:    "Goodwill,"    "Dead   Rent, 

Bill  of  Lading,"  "  Bill  of  Sale,"  "  Letter  of  Credit." 
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2.  Which  of  the  balances  of  the  following  accounts  would  you 
expect  to  find  in  the  Balance  Sheet,  which  in  the  Trading  Account, 
and  which  in  the  Profit  and  Loss  Account  ?  Give  your  reasons  in. 
each  case. 

(a)  Machinery  Repairs  and  Renewals. 

(6)  Discounts  allowed. 

(c)  Unexpired  proportion  of  apprentice  premiums. 

{d)  Transfer  fees. 

{e)  Unclaimed  dividends. 

{f)  Stock  of  goods  and  materials  on  hand. 


Exercise   I. 

J.  Bennett  &  Co.,  Ltd.,  had,  on  December  31,  1908,  the  following 
Ledger  balances — 


Ordinary  Share  Capital  . 

Preference  Share  Capital 

Sundry  Creditors — 

J.  Jinks    .         .         £200    0    0 
F.  Flint    .        .  800    0    0 

J.  Smith .         .  150    0    0 

Johnson  &  Co.  .  250    0    0 


Dr. 
s.  d. 


Profit  and  Loss  Account . 

Stock 3,000    0 

Buildings 6,000    0 

Cash  at  Bank 1,000     0 

Bills  Receivable — 
W.     Cox     (due 

Jan.  5,  1909)        £250    0    0 
J.  Cooper  &  Co. 
(due   Jan.   7, 
1909)     .        .  250    0    0 

500    0 

Sundry  Debtors — 

Thomas  Green.         £100    0    0 
W.  Cox    .         .  50    0    0 

J.  Cooper  &  Co.  150    0    0 

A.  Black  &  Co., 

Ltd.       .        .  250    0    0 

J.  Jones   .        .  300     0    0 

Cook  &  Co.       .        1,050    0    0 

1,900    0 


Cr. 
£      s.  d. 
5,000    0    0 
5,000    0    0 


1,400    0    0 
l,OpO    0    0 


£12,400    0    0     £12,400    0    0 


You  are  required  to  open  Ledger  accounts  recording  the  above 
and  to  pass  the  following  transactions  through  the  proper  books 
to  the  Ledger. 
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1909. 
Jan.     1.     Drew  and  cashed  Petty  Cash  cheque,  £5. 

,,       1.     Sold  W.  Cox  120  yards  of  Silk  at  qs.  Qd.  per  yard. 

,,  2.  Accepted  Bills  drawn  by  F.  Flint,  viz.  three  for  £250 
each,  drawn  at  one  month,  two  months  and  three 
months  respectively.  Paid  Flint  the  balance  of  his 
account  by  cheque,  deducting  2^  per  cent,  discount 
on  the  whole  account  as  on  December  31,  1908. 

„       2.     Bought  for  £4  10s.  a  parcel  of  Silk. 

,,       2.     Drew  and  cashed  cheque  for  Petty  Cash  and  Wages,  £15. 

„       2.     Paid  Wages  in  cash,  £12  10s. 

,,       4.     Received  from  J.  Cooper  &  Co.  £50  on  account. 

,,  4.  Sold  Thomas  Green  20  yards  of  Irish  Linen  at  3s.  per 
yard. 

,,       4.     Bought  of  F.  Flint  75  yards  of  Irish  Linen  at  2s.  per  yard. 

,,       5.     Received  fees  on  transfer  of  shares,  10s. 

,,  5.  Paid,  by  cheque,  Tool  &  Co.,  £47  10s.  for  repairs 
to  buildings. 

, ,       5.     W.  Cox's  Bill  due  and  paid  to  Bankers. 

,,  6.  Sold  A.  Black  &  Co.  150  yards  of  Black  Silk  at  10s. 
per  yard. 

,,  6.  A.  Black  &  Co.  paid  the  whole  of  theii*  account  less  5 
per  cent,  discount. 

,,  7.  J.  Cooper  &  Co.'s  Bill  due  but  not  met.  Two  new  Bills 
of  equal  amount  given  at  one  month  and  three  months 
respectively  to  cover  the  whole  amount  due  from 
them. 

,,  8.  Bought  of  J.  Jinks  9  pieces  of  Velvet,  each  of  40  yards, 
at  8s.  Qd.  a  yard. 

,,       8.     Received  of  Cook  &  Co.  £250  on  account. 

,,  8.  Received  a  first  and  final  dividend  of  5s.  in  the  £  on 
Thomas  Green's  account. 
9.  Paid,  in  cash,  Carriage  Account,  30s.  Paid,  by  cheque, 
Legal  Expenses,  £7  10s.  Purchased  Postage  Stamps, 
£2.  Paid,  by  cheque.  Stationery  Account,  £1  15s. 
Drew  and  cashed  cheque  for  Petty  Cash  and  Wages, 
£17  10s.     Paid  Wages  in  cash,  £14. 

,,  11.  Received  of  J.  Jones  the  amount  of  his  account,  less  2 J 
per  cent.  Paid  J.  Smith  the  amount  of  his  account 
less  a  discount  of  2^  per  cent.,  after  taking  into  con- 
sideration an  allowance  made  by  him  of  £10  for  short 
delivery  of  Goods. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  accounts  as  on  January  11,  1909;  bring  down  the 
balances  and  extract  a  Trial  Balance. 

Note. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be 
prepared. 


Exercise  II. 

From  the  following  Trial  Balance,  extractea  from  the  books  of 
J.  &  J.  Robinson,  prepare  a  Trading  Account  and  a  Profit  and  Loss 
Account  for  the  year  ended  December  31.  1908,  and  a  Balance 
Siieet  as  on  that  date. 
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Trial  Balance. 


James  Robinson,  Capital  Account     . 

Joshua  Robinson,  Capital  Account    . 

James  Robinson,  Draw'ags  Account 

Joshua  Robinson,  Drawings  Account 

Land  and  Buildings  . 

Plant  and  Machinery 

Furniture  and  Fixtures 

Carriage    . 

Wages  (Manufacturing) 

Salaries     . 

Bad   Debts  Reserve  (as  on  Dec.    31 

1907) 
Sales 

Sales  Returns   . 
Bank  Charges  and  Interest 
Coal,  Gas  and  Water 
Rates  and  Taxes 
Discount  Account  (balance) 
Purchases 
Purchases  Returns 
Bills  Receivable 
Trade  Expenses 
Sundry  Debtors 
Sundry  Creditors 
Stock  (Dec.  31,  1907) 
General  Expenses 
Fire  Insurance 
Apprentice  Premium 
Csish  at  Bank  and  in  hand 


Dr. 

£    s.     d. 


437  10    0 

246  11  7 
2,500  0  0 
1,426  17 

125    8 

437     1 
2,147    6 

467  10 


176    2  7 

14    4  6 

72    1  7 

84    7  6 

4,216  17  2 

127  10  0 

49     7  9 

3,781  15  9 

2,642  14  8 

149     1  5 

49  15  0 

1,344    4  10 


Cr. 

£        s.  d. 

5,000    0  0 

4,000    0  0 


247    6    2 
9.122  16    9 


12    7  6 

846    2  2 

1,217  15  1 

50    0  0 


£20,496    7    8      £20,496    7    8 


Charge  Depreciation  on  Land  and  Builduags  Account  at  2\  per  cent. , 
on  Plant  and  Machinery  Account  at  10  per.  cent.,  and  on  Furniture 
and  Fixtures  at  10  per  cent.  Make  a  reserve  of  5  per  cent,  on  the 
Sundry  Debtors  for  Bad  Debts.  Carry  forward  the  following  un- 
expired amounts — 

£  s.  d. 

1.  Fire  Insurance       .        .        .        .         12  7  2 

2.  Rates  and  Taxes   .         .         .         .         24  2  6 

3.  Apprentice  Premiums  .        .         .        40  0  0 


Charge  5  per  cent,  interest  on  Capital  but  not  on  Drawings. 
Profits  and  Losses  are  to  be  shared  in  the  following  proportions : 
James  Robinson,  five-ninths  ;  Joshua  Robinson,  four-ninths. 

The  value  of  the  Stock  as  on  December  31,  1908,  was  agreed  at 
£2,939  95.  Zd. 
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ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1909. 

Stage  III.  — Advanced. 

[3  hours  allowed.] 

1.  In  a  business  consisting  of  various  departments,  in  what  way 
would  you  keep  the  Stock  Accounts  so  as  to  (a)  minimize  the  danger 
of  false  returns  by  the  Manager  and  (6)  prevent  theft  on  the  part  of 
dishonest  employees  ? 

2.  A  company  having  a  JLiease  standing  in  their  books  at 
£5,000  decide  to  provide  for  depreciation  by  taking  out  a  policy 
for  leasehold  redemption.  How  would  you  deal  with  the  annual 
premiimis  in  the  books  ;  and  how  would  you  adjust  the  accounts 
when  the  lease  expires  and  the  policy  matures  ? 

3.  What  do  you  understand  by  "Eebate  on  Bills  discounted," 
and  how  would  you  treat  this  item  when  preparing  the  Profit  and 
Loss  Account  and  Balance  Sheet  of  a  Bank  ? 

4.  Jones,  a  trader,  finding  that,  owing  to  his  liabilities,  he  was 
unable  to  successfully  carry  on  his  business,  executed  a  deed  of 
assignment  on  June  30,  1908,  in  favour  of  his  creditors,  under 
which  the  creditors  agreed  to  accept  Is.  in  the  £  in  full  satisfaction 
of  their  debts.  Brown,  the  largest  creditor  (his  debt  amounting  to 
£1,000),  arranged  with  Jones  to  take  over  the  business  and  to  pay 
in  £300  in  cash,  in  order  to  provide  sufficient  to  pay  the  I5.  in  the 
£  to  the  creditors,  other  than  himself,  and  to  furnish  the  necessary 
working  capital  for  carrying  on  the  business  ;  and  a  legal  agreement 
was,  in  due  ccarse,  entered  into  between  Brown  and  Jones  whereby 
it  was  agreed  that  Brown  should  carry  on  the  business  until  such 
time  as  Brown  should,  from  profits  earned,  have  recouped  himself 
his  old  debt  of  £1,000  and  the  £300  advanced  by  him  to  Jones, 
together  with  the  further  sums  it  might  be  necessary  for  him  to  pay 
in,  in  order  to  carry  on  the  business.  Jones  was  to  manage  the 
business  during  that  time  at  a  salary  of  £1 IO5.  a  week  and  5  per  cent, 
commission  on  the  net  profits.  When  the  profits  had  reached  tlie 
amount  necessary  to  recoup  Brown  for  his  original  debt  and  sub- 
sequent advances,  it  was  agreed  that  the  business  should  revert 
to  Jones.  The  creditors  on  June  30,  1908,  including  Brown, 
amounted  to  £4,000  ;  the  debtors,  who  were  all  presumed  to  be 
good,  to  £500 ;  the  Stock  was  valued  at  £200  and  the  Furniture 
and  Fixtures  at  £20.  Make  the  Journal  entries  necessary  for 
opening  the  new  books  for  Brown,  as  on  June  30,  1908. 
Presuming  that,  on  December  31,  1908,  Brown's  books  showed 
Creditors  of  £80  (not  including  Jones's  commission  for  the  half- 
year)  ;  Debtors  of  £700  ;  Furniture  and  Fixtures,  after  additions 
and  depreciation  had  been  taken  into  consideration,  of  £25  ;  and 
Cash  at  the  Bank  and  in  hand,  £200  ;  draw  Brown's  Balance  Sheet 
as  on  that  date,  taking  the  Stock  at  a  valuation  of  £150.  It  is 
necessar3%  in  accordance  with  the  terms  of  the  Agreement  for  the 
Balance  Sheet,  to  show  the  amount  then  due  to  Brown. 

Exercise. 

The  Manufacturing  Company,  Ltd.,  has  a  Nominal  Capital  of 
15.000  shares  of  £10  each  ;  and  a  Subscribed  Capital  of  8,000  shares, 
fully  paid  up.  It  manufactures  goods  for  sale  at  its  two  branches, 
A.  and  B. ,  which  sell  no  goods  other  than  those  of  the  Company's 
xnantifacture.  From  the  following  Trial  Balance,  extracted  from  the 
D  D 
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books  of  the  Head  Office  and  Branches  as  on  December  31,  1908, 
prepare,  for  submission  to  the  Directors,  Trading  and  Profit  and 
Loss  Accounts  for  the  Head  Office  and  for  each  of  the  Branches  for 
the  year  ended  December  31,  1908,  and  a  Balance  Sheet  of  the 
Company  as  a  whole  as  on  that  date. 
Notes. — Stocks  on  hand  valued  as  on  December  31,  1908,  were — 

£        s.     d. 

Head  Office 10,527    4    5 

Branch  A 3,024  12     1 

Branch  B 1,927     9    4 

Write  ofi"  the  following  depreciations — 

Head  Office  Plant  and  Machinery  .  10  per  cent. 

Furniture  and  Fixtures  Head  Office  .  5        ,, 

,,  ,,        Branch  A.  .  5        ,, 

„  ,,        Branch  B.  .  5        ,, 

Create  a  reserve  for  Bad  Debts  of  2J  per  cent,  on  the  Sundry 
Debtors.  Write  off  £5,000  from  Goodwill  and  carry  £10,000  to 
Reserve.  All  carriage  on  the  goods  sent  to  the  Branches  is  paid 
by  the  Head  Office. 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 

Stage  I. — Elementary. 

[3  hours  allowed,] 

1.  Give  three  "business  terms"  and  three  "business  abbrevia- 
tions, "  and  explain  the  meaning  of  each. 

2.  When  goods  are  sent  to  a  customer,  what  is  said  to  be  sent 
with  them  (or  by  an  early  post)  recording  the  transaction  ?  Give 
an  example.     How  does  this  document  differ  from  a  "statement " ? 

3.  On  January  4,  1909,  John  Brown  purchased  goods  of  Thomas 
Smith  to  the  amount  of  £252  4s.  3c?.  On  January  8,  Brown  returned 
£51  2s.  f>d.  of  these  goods  as  being  faulty,  and  sent  Smith  £50  on 
account.  On  January  15,  Brown  purchased  of  Smith  £72  5s.  M.  of 
goods  and  paid  him  £60  on  account.  On  January  31,  Smith  sent 
Brown  a  statement  showing  the  balance  owing  to  Smith,  and  this 
Brown  paid  to  him  on  February  1.  How  much  was  this  balance? 
Give  a  copy  of  Brown's  account  in  Smith's  Ledger  recording  the 
above  transactions. 

4.  Explain  the  meaning  of  the  word  "discount."  In  what  books 
of  a  trader  do  the  records  of  discounts  usually  appear  ? 

5.  Write  up  a  Bank  Account  recording  the  following  trans- 
actions:  December  1,  1909,  Balance  at  my  Bank  £3,215  14s.  \d. 
December  2,  drew  cheque  for  self  £25.  December  4,  paid  in  £9,634 
received  from  W.  Porter.  December  6,  drew  cheque  for  T.  Kerr 
£161  10s.  December  6,  E.  Milner  paid  into  my  Bank  Account  £864. 
December  10,  drew  cheque  for  J.  Coleman  £10,000.  December  15, 
drew  cheque  for  Black  &  White  £241  6s.  3^.  December  24,  drew 
cheque  £50  for  rent,  and  paid  into  Bank  £91  65.  8c£.  received  from 
H.  Jackson.  December  31,  drew  cheque  £25  for  self.  Paid  into 
Bank  £51  received  from  Duff  Bros.  Interest  allowed  on  the  account 
by  the  Bank  £18  9s.  3c?.,  and  commission  charged  £1  2s.  3^.  Balance 
the  account  and  bring  down  the  balance. 
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EXEKGISE. 

James  Cripps  started  business  as  a  Coal  Merchant  on  July  1,  1909, 
paying  (as  his  Capital)  to  his  Bankers  £250  ;  purchasing,  for  £50,  a 
Horse  and  Van  from  Timothy  Toogood,  and  60  tons  of  Coal  at  Wa.  Qd. 
from  the  Stiff  Colliery  Company,  Limited,  which  were  duly  delivered. 

On  July  2,  he  sold  15  cwt.  of  Coal  at  Is.  per  cwt.  for  cash. 

On  July  3,  he  sold  12  cwt.  of  Coal  at  lid.  per  cwt.  for  cash,  and 
5  tons  at  19s.  a  ton  to  Miss  Graham  on  credit.  He  paid  the  StiflF 
Colliery  Company,  Limited  (by  cheque)  £25  on  account  and  drew  a 
cheque  for  £1  for  Petty  Cash. 

On  July  4,  he  sold  14  cwt.  of  Coal  at  Is.  Id.  per  cwt.  for  cash,  and 
2  tons  at  19s.  6d.  a  ton  to  Mrs.  Smith  on  credit.  He  received  and 
paid  into  his  Bank  a  cheque  from  Miss  Graham,  in  payment  of  her 
account,  less  10s.  allowed  for  short  weight. 

On  July  5,  he  sold  20  tons  of  Coal  at  18s.  6d.  a  ton  to  A.  Evans  and 
received  from  him  £10  on  account,  which  he  paid  into  his  Bank. 
He  sent  the  Stiflf  Colliery  Company,  Limited,  a  cheque  in  settlement 
of  their  account,  less  2^  per  cent,  discount. 

On  July  6,  he  paid  Timothy  Toogood  £50  by  cheque. 

Open  Ledger  Accounts  and  post  the  above  transactions  direct 
thereto.     Balance  the  accounts,  and  bring  down  the  balances. 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 
Stage  IL— Intermediate. 
[3  hours  allowed.] 
{Only  oiie  question  to  he  aiiswcred,  but  both  exercises  to  be  worked.) 

1.  State  what  is  meant  by  the  terms  {a)  "Nominal  Accounts"  and 
(b)  "Personal  Accounts."  What  is  the  name  of  the  class  to  which 
Accounts  other  than  the  foregoing  may  be  said  to  belong?  Give  an 
example  of  each  (containing  three  debit  and  three  credit  entries). 

2.  How  would  you  construct  a  "Trial  Balance  "  ?  Give  two  ex- 
amples of  errors  which  might  occur  in  "  writing  up  "  a  set  of  books 
witliout  affecting  the  "agreement  "  of  the  Trial  Balance. 

Exebcise  1. 

A.  Day  and  B.  Comet  were  in  partnership  as  engineers  and 
founders,  and  on  December  31,  1909,  their  assets  were  as  follows — 

£     s.  d.           £       «.    d. 

Stock  in  trade 1,342    0    0 

Furniture  and  Fittings       ...  264    0    0 

Plant  and  Machinery          .         .         .  1,547    0    0 

Cash  at  Bank 305    0    0 

Cash  in  hand 8    0    0 

Bills  receivable — 

The  Gas  Engine  Co.  (due  Jan.  4)   .         142    0  0 

J.  Smith  &  Co.  (due  Jan.  8)    .         .           74    0  0 

216    0    0 

Owing  by — 

J.  Smith  &  Co 172    0    0 

The  Gas  Engine  Co.        .         .        .  22    0    0 

W.  Owen 177    0    0 

J.  Jones  &  Sons       .         .         .         .         285    0    0 
R.  Black 162    0    0 

818    0    0 

£4,500    0    0 
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£ 

s. 

d. 

£ 

s. 

d. 

311 

0 

0 

140 

0 

0 

113 

0 

0 

156 

0 

0 

720 

0 

0 

100 

0 

0 

169 

0 

0 

269 

0 

0 

500 

0 

0 

11 

0 

_0 

£1,500 

_0_ 

^ 

Their  liabilities  on  the  same  day  were — 
Due  to — 

Roberts  Bros.  .... 

W.  Brown  Son  &  Co.      . 

Robinson  &  Co 

J.  Green  &  Son       .... 

Bills  Payable— 

J.  Green  &  Son  (due  Jan.  6)  . 
Roberts  Bros,  (due  Feb.  1)     . 

A.  Day  Loan  Account 
A.  Day  Interest  Account . 


Day  and  Comet  were  equal  partners,  and  each  had  the  same 
amount  of  Capital  invested  in  the  business. 

Open  the  Ledger  Accounts,  showing  the  position  of  the  firm  as  on 
December  31,  1909,  and  pass  to  it,  through  the  proper  books,  the 
following  transactions — ■ 

1910. 
Jan.     1.     Drew  and  cashed  cheque  for  petty  cash  and  wages  £15. 
,,        1.     Paid  wages  in  cash  £16. 

,,       1.     Paid  each  partner  his  week's  salary  of  £3  in  cash. 
,,        3.     W.  Owen  paid  his  account,  less  2^  per  cent,  discount, 

and  gave  an  order  for  a  machine  to  cost  £75. 
,,       3.     Bought  of  Robinson  &  Co.  6  tons  of  Pig  Iron  at  51s.  2d. 

per  ton. 
,,       4.     The  Gas  Engine  Co.'s  Bill  became  due,  but  was  not  met. 
A  new  Bill  was  given  at  one  month  for  the  whole  of 
their  account. 
,,        4.     Paid  Robinson  &  Co.  the  amount  of  their  account  as  oa 

December  31,  less  2^  per  cent,  discount,  after  taking 

into   consideration   an  allowance  of  £5   for  imperfect 

goods  supplied. 
„       5.     J.  Jones  &  Sons  paid  £100  on  account. 
„       5.     Bought  of  J.  Green  &  Son  5  cwt.  of  sheet  copper  at  £78f 

per  ton. 
„       6,     Sold  R.  Black  1  ton  of  Pig  Iron  at  565.  a  ton,  and  charged 

him  in  addition  10s.  for  cartage, 
,,       6.     J.  Green  &  Son's  Bill  became  due  and  was  duly  met. 
,,        7.     Sold  J.  Jones  &  Sons  3  Cutting  Machines  at  £24  each. 
,,        7.     Sold  J.  Smith  &  Co.  2  cwt.  of  Sheet  Copper  at  £83  a  ton. 
,,       7-     Paid  by  cheque  the  amount  due  (on  December  31,  1909) 

to  A.  Day  for  interest. 
„        7.     Bought  for  cash  12  gallons  of  Oil  at  Is.  3d.  per  gallon. 
,,        8.     Paid  wages  £13,  a  cheque  for  this  amount  being  drawn 

and  cashed  for  the  purpose. 
,,        8^.     Paid  each  partner  his  week's  salary  by  cheque. 
, ,       8.     J.  Smith  &  Co.  's  Bill  became  due  and  was  duly  met. 
,,     10.     Bought  of  Roberts  Bros.  10  tons  of  Coal  at  12,"?.  ton,  and 

paid  them  (by  cheque)  £150  on  account. 
,,      10.     Sundry  Cash  Sales  to  date  £31,  this  amount  being  paid 

into  Bank  this  day. 
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1910. 
Jan.  10.     Drew  and  cashed  cheque  of  £5  for  Petty  Cash  purposes. 
„     10.     Accepted  W.  Brown  Son  &  Co.'s  Bill  for  £140  at  three 

months. 
All  moneys  received  were  at  once  paid  into  the  Bank.    Balance 
the  Ledger  Accounts  as  on  January  10,   1910 ;   bring  down  the 
balances,  and  extract  a  Trial  Balance. 

N.B. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be  prepared. 

Exercise  II. 

The  Brown  Box  Co. ,  Ltd. ,  was  registered  with  a  nominal  Capital 
of  £10,000,  divided  into  5,000  Ordinary  Shares  of  £1  each  and  5,000 
6  per  cent.  Preference  Shares  of  £1  each.  From  the  following 
Trial  Balance,  extracted  from  the  books  of  the  company,  prepare  a 
Trading  Account  and  Profit  and  Loss  Account  for  the  year  ended 
December  31,  1909,  and  a  Balance  Sheet  as  on  that  date — 

Trial  Balance. 

Dr.  Cr. 

£      s.     d.  £      s.    d. 

Ordinary  Share  Capital         ...  4,800    0    0 

Preference  Share  Capital      .         .  3,000    0    0 

Freehold  Land  and  Buildings  .  .  3,700  0  0 
Furniture  and  Fixtures  .  .  .  946  6  10 
Stock  (December  31,  1908)  .  .  .  1,929  14  7 
Plant  and  Machinery    ....     1,727  10    2 

Rates  and  Taxes 87  14     1 

Carriage 422    4    8 

Trade  Expenses 39     1     1 

Lighting  and  Heating  Expenses   .         .  72    2    6 

General  Expenses  .         .         .         .        127  16  10 

Discount  Account  (balance) . 
Preference  Share  Dividend  (paid  during 

the  year) 171    0    0 

Ordinary  Share  Dividend  (paid  during 

the  year) 114    0    0 

Bad  Debt  Reserve  (as  on.  Dec.  31,  1908) 
Manufacturing  Wages  ....     2,014     1     9 

Salaries 505  14    8 

Sales 

Sales  Returns 101     2  10 

Sundry  Debtors    .  ...     3,764  17  10 

Insurance 39     1     2 

Directors'  Fees 50    0    0 

Purchases 4,129  16    8 

Purchases  Returns        ....  94  12    4 

Sundry  Creditors  ....  2,144    5     1 

Profit  and  Loss  Account  (balance  Dec. 

31,  1908) 472    7    2 

Bank  Charges 10    2     1 

Cash  at  Bank 822    5    7 

Cash  in  hand 63    2    1 


13    2    0 

188  14    8 
10,124  14    2 


£20,837  15    5  £20,837  15    6 
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Before  preparing  the  Accounts  (as  above  required),  the  following 
adjustments  are  necessary — 

1.  Charge  Depreciation  on  Land  and  Buildings  at  2 J  per  cent. 

per  annum. 

2.  Charge  Depreciation  on  Furniture  and  Fixtures  at  5  per  cent. 

per  annum, 

3.  Charge  Depreciation  on  Plant  and  Machinery  at  10  per  cent. 

per  annum. 

4.  Make  the  Bad  D&bt  Reserve  up  to  £400. 

5.  Carry  forward  the  following  unexpired  amounts — 

(a)  Insurance    .         .         .         .£976 
(&)  Rates  and  Taxes  .         ,      £17     8    2 

The  value  of  the  Stock  on  December  31, 1909,  was  certified  by  the 
Managing  Director  at  £1,721  17s.  3d. 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1910. 

Stage  III. — Advanced. 

[3  hours  allowed.] 

1.  John  Garside  keeps  his  **  Sales  Ledger"  upon  the  "self- 
balancing  "  principle. 

Prepare  the  necessary  '*  adjustment  account "  as  on  January  31, 
1910,  from  the  undermentioned  particulars — 

1910.  £        s.  d. 

Jan.    1.     Total  debtors'  debit  balances  at  this  date 

were 12,542    0    0 

„     31.     Total  goods  sold  to  customers  for  the  month    21,658     0    0 
Total  goods  returned  by  customers  for  the 

month 942    0    0 

Total  cash  received  from  customers  for  the 

month 15,621     0    0 

Total  discount  allowed  to  customers  for  the 

month 968    0    0 

Total  acceptances  received  from  customers 

during  the  month 3,471     0    0 

Total  acceptances  dishonoured  by  customers 

during  the  month 542    0    0 

2.  A.  B.  and  C.  D.  are  in  partnership  as  manufacturers  of  printers' 
type.  Their  annual  accounts  are  prepared  upon  the  usual  prudent 
lines  and  duly  provide  for  depreciation,  bad  debts,  and  like  matters. 

Is  it  probable  that  the  net  profit  of  the  above  business,  as  shown 
by  the  annual  accounts  of  the  firm,  would  be  accepted  by  the  sur- 
veyor of  taxes  as  representing  the  amount  assessable  under  Schedule 
(D)  for  Income  Tax  purposes  ?  Give  examples  of  any  surcharges 
that  you  consider  probable,  if  you  are  of  opinion  that  the  profit,  as 
shown  by  the  firm's  accounts,  would  not  be  accepted  as  the  basis  of 

trip  fliRflPRSTTlf^Tlff 

3.  What  is  the  chief  difierence  between  a  **  Receipts  and  Pay- 
ments Account  "  and  an  "  Income  and  Expenditure  Account "  ?  In 
what  undertakings  are  these  forms  of  accounts  respectively  made 
use  of? 

4.  Give  the  "Drawing  Account"  of  John  Robertson  as  it  would 
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appear  in  the  firm's  Private  Ledger  as  on  December  31,  1909,  under 
the  following  conditions — 

His  Capital  on  January  1,  1909,  was  £5,000. 

His  drawings  were  :  May  1,  £250 ;  July  1,  £300 ;  November  1, 
£200  ;  December  1,  £100. 

His  share  of  profits  for  the  j'ear  was  £795. 

Interest  is  allowed  by  the  firm's  Partnership  Articles  on  Capital, 
and  charged  on  withdrawals  at  the  rate  of  5  per  cent,  per  annum. 

EXERCISB. 

The  Utopia  Motor  Works,  Ltd.,  was  registered  and  commenced 
business  on  February  1,  1906,  with  a  Nominal  Capital  of  £200,000, 
divided  into  5,000  Preference  Shares  of  £10  each,  and  150,000 
Ordinary  Shares  of  £1  each.  Of  the  latter  32,000  were  allotted  as 
fully  paid  to  the  vendors.  The  public  subscribed  for  4,500  Prefer- 
ence Shares,  the  whole  of  which  were  called  up  and  paid  for,  and 
22,640  Ordinary  Shares  on  which  155.  per  share  had  been  called  up 
before  January  31,  1910,  when  the  Ledger  balances,  in  addition  to 
the  balances  representing  the  above  transactions  were  as  follows — 

Balances  of  Ledger  Accounts. 
January  31,  1910. 

£  s.  d. 

Loans  from  Sundry  Persona 930  0  0 

Plant  (including  additions  during  the  year,  £723)    .  36,803  0  0 

Repairs  Equalization  Reserve 2,648  0  0 

Sales 107,866  0  0 

Rates,  Taxes,  Gas,  Water,  and  Insurance  (including 
Rates  for  1   year  to  March  31,  1910,  £126,  and 

Insurance  for'l  year  to  March  31,  1910,  £240)      .  872  0  0 

Stock  (February  1,  1909) 14,685  0  0 

Bank  Loan 3,400  0  0 

Goodwill 22,000  0  0 

Sundry  Trade  Debtors 8,700  0  0 

Bills  Payable 11,429  0  0 

Calls  in  Arrear  (Ordinary  Shares)      ....  806  0  0 

Sundry  Trade  Creditors 18,176  0  0 

Preliminary  Expenses 537  0  0 

Purchases  (including  carriage) 57,833  0  0 

Wages  (Manufacturing) 53,129  0  0 

Salaries  and  Commission 1,263  0  0 

Directors'  Fees 2,000  0  0 

Transfer  Fees 17  0  0 

Bad  Debts 1,106  0  0 

Repairs 2,182  0  0 

Freehold  Land  and  Buildings 26,782  0  0 

Loose  Tools 8,001  0  0 

Bad  Debt  Reserve  as  on  February  1,  1909        .         .  807  0  0 

Advertising 2,190  6  6 

Office  Expenses 203  0  0 

Interest  on  Loans 161  0  0 

Profit  and  Loss  Account.     Credit  balance  brought 

forward  February  1,  1909 37  0  0 

Cash  at  Bank  and  in  hand         ...        -  37  0  0 
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. '  You  are  required  to  prepare  Trading  Account  and  Profit  and  Loss 
Account  for  the  year  ended  January  31,  1910,  and  a  Balance  Sheet 
as  on  that  date,  from  the  above  balances,  after  making  the  following 
adjustments — 

{a)  Reserve  for  Interest  on  Loans  accrued  to  January  31,  £26.  ^' 
(&)  Reserve  for  the  proportion  of  Rates  and  Lisurance  paid  in 

advance, 
(c)  The  Stock  on  hand  on  January  31,  1910,  was  valued  at 

£19,822. 
{d)  The  Loose  Tools  on  hand  on  January  31,  1910,  were  valued 

at  £7,285. 
(e)  The  Directors  decided  (1)  that  two-thirds  of  the  expenditure 
on  advertising  was  to  be  carried  forward  in  suspense  ; 
(2)  that  the  whole  of  the  expenditure  on  repairs  was  to 
be  charged  against  the  Repairs  Reserve  ;  (3)  that  the 
Reserve  for  Bad  Debts  was  to  be  fixed  at  4  per  cent,  on 
the  value  of  the  Trade  Debtors  ;  (4)  that  5  per  cent, 
depreciation  was  to  be  written  off  the  value  of  the  Plant 
as  on  February  1,  1909;  and  (5)  that  £361  was  to  be 
written  off  for  depreciation  of  Buildings. 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1911. 

Stage  I. — Elementary. 

[3  hours  allowed.] 

1.  Explain  the  meaning  of  the  following  terms  and  abbreviations  : 
"Gross  Profit,"  "Solvency,"  "Drawings,"  "B/E.,"  "f.o.r.,"  "dis." 

2.  The  cheque  sent  out  hereunder  was  sent  to  Messrs.  James 
Colston  &  Co.  by  post — 

No.  D.39654.  London,  January  20,  1911. 

Lloyds  Bank,  Limited. 

Pay  Messrs.  Colston  k  Co or  order 

Twenty-eight  pounds  ten  shillings  and  sixpence. 
£28  10*.  M.  Rohert  Radford  6i  Co. 

What  are  cheques  of  this  kind  called  ? 

How  could  R.  Radford  &  Co.  have  made  the  cheque  more  diflQcult 
to  cash  in  the  event  of  its  being  stolen  ?  and  explain  why. 

Who  are  the  payees  of  the  cheque,  and  who  are  the  drawers  ? 

3.  Sketch  the  "three  column"  Cash  Book  of  George  Griffiths, 
irrite  in  it  the  following  particulars,  and  balance  it  as  on  January  7, 
1911— 

Balance  at  this  date — Cash  in  hand,  £4  18s.  ^d.  ;  Cash  at 

the  Bank,  £348  12s.  lOd 
Drew  from  the  Bank  for  office  cash,  £30. 
Paid  Great  Eastern  Railway  in  cash,  £1  12s.  6c?. 
Paid  Peter  Jones,  by  cheque,  £28  4s.  \d.^  after  deducting 

£1  15s.  \\d.  Discount. 

5.  Received  from  B.  Gregory  &  Co.,  Ltd. ,  cheque  in  settle- 
ment of  their  account  (less  15s.  6c?.  Discount)  which  was 
paid  into  the  Bank,  £49  4s.  6c?. 

6.  Paid  from  Office  Cash,  wages,  £8  12s.  6c?. 

6.  Cashed  cheque,  £12,  for  .Tames  Brown,  a  customer,  and  paid 
the  same  into  the  Bank. 

7.  Received  in  cash  from  B.  Bolton,  £1  2s.  6d. 

D  D  2 


1911. 

Jan. 

2. 

»» 

3. 

>> 

4. 

4. 
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'  4.  Henry  Hoi  combe  &  Co.  purchased  four  bales  of  Oxford 
Shirtings  from  Charles  Coboume  of  Bradford  on  February  2,  1911, 
at  £16  per  bale.  On  the  delivery  of  these  gcK)ds,  one  bale  wa» 
found  to  be  damaged ;  it  was  therefore  returned  to  C.  Coboume 
on  February  4,  1911. 

Give  the  ruling  of  the  books  in  which  H.  Holcombe  &  Co.  would 
record  these  transactions,  and  make  therein  the  necessary  entries. 

5.  George  Jennings,  a  trader,  upon  commencing  business,  pur- 
chased a  Cash  Book,  a  Journal,  and  a  Ledger.  He  gave  his  clerk 
instructions  that  all  his  cash  transactions  were  to  be  entered  in 
the  Cash  Book,  and  that  all  his  credit  sales  and  purchases  were  to 
be  passed  through  the  Journal. 

If  you  do  not  approve  of  G.  Jennings'  action,  what  course  would 
you  recommend  ? 

Exercise. 

On  January  2,  1911,  Charles  Baines  commenced  business  by 
paying  his  Capital  of  £500  into  the  Union  Bank,  Ltd. 

His  transactions  for  the  month  of  January  were  as  follows — 

1911. 
Jan.    3.     Purchased  Cotton  Goods  on  credit  from  Paul  Burford, 
£84  10s.  \d. 

3.  Purchased    Silk    from    \V.    Walker    &    Co.    on    credit, 
£74  Is.  \0d. 

4.  Purchased  from  B.  Burns,  Velvet  on  credit,  £102  gross, 
less  10  per  cent.  Trade  Discount. 

4.  Drew  £10  from  Bank  for  Petty  Cash  purposes. 

5.  Sold  on  credit  to  Richard  Leicester  &  Co.,  Silk,  £62  10s. » 
and  Velvet,  £75  8s. 

6.  Purchased  Postage  Stamps,  5s.,  and  paid  for  them  out  of 
Petty  Cash. 

6.  Paid  Trade  Expenses  \>y  cheque,  £8  6s.  2d. 

7.  Received  from  R.  Leicester  &  Co.,  cheque  for  the  amount 
of  their  account,  less  5  per  cent.  Cash  Discount. 

10.     Paid  Salaries  by  cheque,  £10. 

18.     Purchased  on  credit  from  R.  Hampton,  Tweed,  £65  8s.  6</. 

20.  Returned  Tweed  damaged,  £6  10s.,  to  R.  Hampton. 

21.  Paid  Paul  Burford  £50  on  account. 
Open    the    necessary   Ledger    Accounts    and    post    the    above 
ansactious  therein.     Balance  the  accounts,  ana  draw  a  * '  Trial 

Balance." 


ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1911. 

Stage  II. — Intermediate. 

[3  hours  allowed.  ] 

[Only  one  q^iiestion  to  he  answered,  hut  hath  Exercises  to  he  vxrrked.) 

1.  What  is  a  Bill  of  Exchange  ? 

Briefly  explain  the  following  terms  used  in  connection  with  Bills  : 
' '  Endorsing  Over, "  ' '  Allonge, "  ' '  Noting, "  ' '  Renewed, "  "  With 
Documents  Attached." 

2.  Give  an  analyzed  form  of  Sales  Book,  and  enter  therein  five 
transactions  relating  to  the  sale  of  Cotton  Prints,  Velvet,  Silk, 
Woollens,  and  Fancv  Goods. 


EXAMINATION  PAPERS 


777 


Exercise  I. 
William  Bennett  is  in  business  as  a  Wholesale  and  Retail  Hosier 
and  Hatter.     On  December  31,  1910,  his  Assets  were  as  follows — 


Stock 

Furniture  and  Fittings     .... 

Plant  and  Machinery        .... 

Cash  at  Bank   ...... 

Cash  in  hand    ...... 

Bills  Receivable — 

Robinson  &  Co.  (due  January  6,  1911) . 

W.  Lea  (due  February  14,  1911)  . 

Sundry  Debtors — 

H.  Sheppard  &  Sons     .... 

A.  White  &  Co.,  Ltd 

Roberts  &  Co 

W.  Lea 

On  the  same  day  his  Liabilities  were — 
Bills  Payable— 

S.  Dove  (due  January  7,  1911) 
Robinson  &  Co.  (due  January  17,  1911) 


Sundry  Creditors — 
Robinson  &  Co.     . 
A.  Green  &  Co.,  Ltd. 
S.  Dove 

Brown  Bros..  Ltd. 
Elliott  &  Co. 


£    s.  d. 


£ 

1,127 

164  0 

83  0 

221  0 

30  0 


5.  d. 
0    0 


0    0 
0    0 


92  0  0 

42  0  0 

17  0  0 

8  0  0 


£ 
211 


s.  d. 
0    0 


49    0    0 


116    0    0 


159    0    0 


260    0    0 


0 
0 
117    0    0 


34    0 
93    0 


122 

47 


413    0    0 

He  agreed  to  take  his  manager,  H.  Burns,  into  partnership  as 
from  January  1,  1911,  on  condition  that  he  brought  £500  cash  into 
the  business,  and  paid  W.  Bennett  £250  for  a  third  share  of  the 
profits  of  the  business.  H.  Burns  duly  paid  these  two  amounts  on 
January  2,  1911.  v 

Open  the  accounts  of  the  new  firm  in  their  Ledger,  and  post 
to  it,  through  the  proper  Subsidiary  Books,  the  following 
transactions — 

1911. 
Jan.    2.     Sold  to  W.  Lea  1  gross  of  Tweed  Caps  at  18s.  Qd.  per 
dozen. 
„       2.     Bought  for  cash  job  line  of  Felt  Goods  for  £5. 
,,       3.     A.  White  &  Co.,  Ltd.,  paid  their  account,  less  2^  per  cent. 

Discount. 
„       3.     H.  Sheppard  &  Sons  gave  a  Bill  for  £50  at  three  months. 
„       3.     Bought  of   Robinson  &  Co.   3  dozen  Oxford   Shirts  at 
28s.  \\d.   per  dozen,    and  2  dozen   Heather  Mixture 
Half-hose  at  8s.  Qd.  per  dozen. 
,        4.     Bought  of  A.  Green  &  Co.,  Ltd.,  6  dozen  Linen  Handker- 
chiefs ;   3  dozen  Ladies'  at  7s.  9c?.  per  dozen,  and  3 
dozen  Gents'  at  8s.  Zd,  per  dozen. 
„       6.     Paid  by  cheque  S.  Dove  £50  on  account 
„       6.     Cash  Sales  £37. 
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1911. 
Jan.  6.     Renewed  Robinson  &  Co.'s  Bill  which  was  due,  but  was 
not  met. 
„       6.     Sold  A.  White  &  Co.,  Ltd.,  9  Felt  Hats  at  37s.  per  dozen, 
and  3  only.  Silks  at  75.  M.,  10s.  M.,  and  12s.  M.  each. 
7.     S.  Dove's  Bill  due  and  met. 
7.     W.  Lea  paid  his  account  as  on  December  31,  1910,  less 

2^  per  cent.  Discount. 
7.     Roberts  &  Co.  paid  their  account,  less  an  allowance  of  £3 

for  imperfect  Goods  supplied. 
7.     Paid  by  cash  Wages  £15,  and  Carriage  £2. 
,       7.     Cash  Sales,  £49. 
,        9.     Paid  Elliott  &  Co.  £25  on  account,  and  bought  from  them 

2  dozen  Saddlers'  Braces  at  15s.  Qd.  per  dozeu. 
,       9.     A.  Green  &  Co.  "drew  on  us"  at  three  months  for  £90, 

and  the  Bill  was  duly  accepted. 
,       9.     Bought  of  S.  Dove  10  dozen  Burlington  Collars  at  6s.  3rf. 

per  dozen. 
,      10.     Sold  H.  Sheppard  &  Sons  3  dozen  Tweed  Hats  at  21s.  per 

dozen,  and  6  dozen  Boys'  Caps  at  7s.  9o?.  per  dozen. 
,      10.     Sold  W.  Lea  1^  dozen  Felts  at  42s.  per  dozen. 
,      10.     Cash  Sales,  £31. 

All  Purchases  and  Sales  were  on  credit,  unless  the  contrary  is 
stated  ;  and  all  moneys  received  were  at  once  paid  into  the  Bank. 

Balance  the  Ledger  accounts  as  on  January  10,  1911  ;  bring  down 
the  balances,  and  extract  a  Trial  Balance. 
N.B. — No  Profit  or  Loss  Account  or  BalanccSheet  to  be  prepared. 

Exercise  II. 

John  Pearson  and  Allan  Macgregor  are  in  partnership  as  Com 
Dealers.  On  December  31,  1910,  the  following  Trial  Balance  was 
extracted  from  their  books. 

You  are  required  to  prepare  a  Trading  Account  and  a  Profit  and 
Loss  Account  for  the  year  ended  December  31,  1910,  and  a  Balance 
Sheet  as  on  that  date.  Before  preparing  these  accounts  it  is 
necessary  to  take  the  following  matters  into  consideration — 

(a)  Profits  and  Losses  are  to  be  shared,  two-thirds  by  Pearson 

and  one-third  by  Macgregor. 
(6)  Interest  at  5  per  cent,   per  annum  is  to  be  charged  on 

Capital,  but  not  on  Drawings, 
(c)  Depreciation  is  to  be  charged  as  follows — 

1.  Fixtures  and  Fittings,  5  per  cent. 

2.  Plant  and  Machinery,  10  per  cent. 

3.  Horses  and  Carts,  15  per  cent. 

{d)  The  Bad  Debt  Reserve  is  to  be  made  up  to  £500. 

(«)  Only  three  quarters'  Rent  had  been  paid  on  December  31, 

and  no  reserve  had  been  passed  through  the  books  for  i  J.e 

quarter  owing. 
(/)  The  unexpired  amounts  to  be  carried  forward  are — 

1.  Rates  and  Taxes,  £14  8s.  Id. 

2.  Insurance,  £7. 

{g)  The  value  of  the  Stock  in  hand,  as  on  December  31,  1910, 
was  agreed  at  £2994  14s.  Id. 
Give  the  Journal  entries  for  the  above  adjustments. 
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Trial  Balance. 

Dr. 

Cr. 

£ 

s. 

d. 

£    s. 

d. 

John  Pearson,  Capital    .        .        , 

6,000    0 

0 

Allan  Macgregor,  Capital 

3,000    0 

0 

Repairs  and  Renewals     . 

248 

2 

1 

Plant  and  Machinery 

847 

10 

0 

Sales        .... 

19,947  18 

9 

Sales  Returns 

742 

7 

8 

Stock  (December  31,  1909) 

2,721 

14 

1 

Bad  Debts 

89 

4 

0 

Cash  Sales       . 

384    2 

9 

Carriage  .... 

1,421 

10 

7 

Travelling  Expenses 

156 

14 

2 

Stable  Expenses 

192 

1 

4 

Purcliases 

13,728 

0 

6 

Purchases  Returns  . 

757  16 

5 

Bills  Receivable 

929 

1 

1 

Wages 

1,646 

13 

10 

Salaries  .... 

346 

2 

3 

John  Pearson,  Drawings 

650 

0 

0 

Allan  Macgregor,  Drawings 

300 

0 

0 

Water,  Gas,  etc.      . 

126 

2 

7 

Rent 

150 

0 

0 

Reserve  for  Bad  Debts 

150    0 

0 

Insurance 

30 

5 

2 

Trade  Expenses 

197 

18 

1 

General  Expenses    . 

203 

1 

2 

Discounts 

4    9 

7 

Sundry  Creditors    . 

1,099  10  10 

Sundry  Debtors 

5,771 

4 

1 

Horses  and  Carts    . 

356  14 

11 

Rates  and  Taxes     . 

127 

4 

6 

Fixtures  and  Fittings 

375 

8 

9 

Commission     . 

62  12 

7 

. 

Cash  in  hand  . 

46 

7 

1 

Bank  balance . 

122    2 

2 

£31,466 

0 

"6" 

£31,466    0 

~6 

ROYAL  SOCIETY  OF  ARTS  EXAMINATIONS,  1911. 
Stage  III. — Advanced. 
[3  hours  allowed.] 
1.  The  undermentioned  transactions  took  place  between  Robertson 
&  Co.,  of  London,  and  Trumper  &  Co.,  of  Melbourne— 

1910.  £      s.  d. 

Dec.    31.     Balance  owing  by  Trumper  &  Co.  to  Robert- 
son &  Co.  at  this  date        .         .         .         .     500    0    0 

1911. 
Jan.      7.     Robertson  &  Co.  shipped  goods  to  Trumper 

&Co.  .        ...         .        .        .     300    0    0 

April  10.     Bank  draft  received  this  day  by  Robertson 

k  Co.  from  Trumper  &  Co.         .        .        .    600    0    0 
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1911. 
April  15.     Robertson  &  Co.  paid  on  behalf  of  Trumper        £    s.  d. 
k  Co.— 
„      15.     Charges  Orient  Mail  S.S.  Co,         .         .         .       50    0    0 
,,      15.     London  Packing  Co.,  Ltd 100    0    0 

Prepare  the  Account  current,  bearing  interest  at  5  per  cent,  to  be 
rendered  by  Robertson  &  Co.  to  Trumper  &  Co.,  as  on  April  30, 
1911. 

2.  On  January  20,  1911,  the  Eastwood  Timber  Co.,  Ltd.,  allotted 
600  Ordinary  Shares  of  £1  each,  numbered  18500  to  18999,  to  Ernest 
Willington,  33,  Rayleigh  Street,  E.G.,  and  on  the  same  day  they 
sent  him  a  letter  of  regret  with  reference  to  the  further  500  shares 
for  which  he  had  applied. 

E.  Willington  paid  for  the  shares  allotted  to  him  as  follows — 
January  11,  1911,  55.  per  share  on  application  ;  January  20,  5s.  per 
share  on  allotment ;  and  10s.  per  share  (final  call)  on  February  20, 
1911. 

On  February  28, 1911,  E.  Willington  purchased  a  further  500  shares, 
Nos.  1  to  500,  on  the  Stock  Exchange,  for  which  he  paid  21s.  per 
share.  The  transfer  was  lodged  and  approved  on  March  6,  1911. 
These  shares  were  purchased  from  R.  Gee,  14  High  Street,  Burnham. 

On  March  31,  1911,  E.  Willington  sold  100  shares,  Nos.  1  to  100, 
to  Peter  Robinson,  14,  Dowgate,  Southminster,  at  25s.  per  share,  the 
transfer  being  lodged  on  April  1,  and  approved  on  April  3,  1911. 

Show  the  above  transactions  as  they  would  appear  in  the  statis- 
tical books  of  the  Eastwood  Timber  Co.,  Ltd.  Ignore  all  questions 
of  brokerage,  stamps  and  transfer  fees. 

3.  The  Tinacotah  Rubber  Plantations,  Ltd. ,  own  a  rubber  estate 
in  the  East.  Practically  all  the  expenditure  is  local,  and  is  made  in 
cash.  The  rubber  harvested  is  sent  to  Hamburg  for  sale  by  auction, 
the  net  proceeds  being  remitted  to  London.  The  local  currency 
fluctuates  considerably. 

You  are  required  to  outline  briefly  the  system  of  Book-keeping  you 
would  advise  the  Company  to  employ,  and  to  explain  how  you  would 
deal  with  the  Questions  of  currency  and  exchange. 

4.  Describe  briefly  how  you  would  convert  a  set  of  books,  which 
had  been  kept  on  **  Single-entry  "  methods,  into  the  *'  Double-entry  " 
system. 

Exercise. 

The  Patent  Rice  Food  Co. ,  Ltd.  was  registered  as  a  Private  Com- 
pany in  December  1909,  with  a  Nominal  Capital  of  £32,000,  divided 
into  30,000  Ordinary  Shares  of  £1  each,  and  200  Founders'  Shares  of 
£10  each.  The  latter  shares  were  issued,  as  fully  paid,  to  the 
inventor  of  the  patent  food,  in  consideration  for  the  license  granted 
by  him  to  the  Company  for  the  sole  right  to  manufacture  under  his 
patent.  The  inventor  and  his  friends  subscribed  for,  and  were 
allotted,  20,204  Ordinary  Shares,  upon  which  12.?.  Qd.  per  share  was 
called  up. 

The  Company  started  business  on  January  1,  1910,  and  on  Sep- 
tember 30,  1910,  an  interim  dividend  of  4  per  cent.,  free  of  tax,  was 
declared  and  paid  on  the  paid-up  portion  of  the  Ordinary  Shares. 

On  December  31,  1910,  the  Ledger  Balances  of  the  Company,  in 
addition  to  those  represented  by  the  above  transactions,  were  as 
follows — 
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Balances  of  Ledger  Accounts. 

£     s.  d. 

Advertising 1,668    0    0 

Bank  Loan 2,000    0    0 

Bills  Payable 4,741     0    0 

Calls  in  Arrear 2  10    0 

Carriage 977    0    0 

Cash  at  Bank 1,311     0    0 

Sundry  Debtors 3,592    0    0 

Discount  on  Purchases  (less  Discount  on  Sales)   .         .  93    0    0 

Electrical  Power  for  Factory 151     0    0 

Extension  of.  Leasehold  Premises         ....     2,500    0    0 

Interest  on  Bank  Loan 65    0    0 

Machinery  Purchased 8,451     0    0 

Office  Furniture 219    0    0 

Office  Salaries 472    0    0 

Preliminary  Expenses 113    0    0 

Purchases 5,816    0    0 

Rent,  Rates,  Lighting  and  Insurance  ,        .        .        247    0    0 

Sales 8,862    0    0 

Sales  Returns 119    0    0 

Stationery  and  Office  Expenses 77     0    0 

Sundry  Trade  Creditors 1,427    0    0 

Travellers' Salaries  and  Expenses       ....     1,166    0    0 

Wages 2,299    0    0 

The  Stock  in  hand  as  on  December  31,  1910,  was  valued  and 
certified  by  the  Managing  Director  at  £3,075. 

You  are  required  to  prepare  a  Trading  Account  and*  a  Profit  and 
Loss  Account  for  the  year  ended  December  31,  1910,  and  a  Balance 
Sheet  as  on  that  date. 

Before  preparing  these  accounts  the  following  adjustments  are 
necessary.     (Give  the  Journal  entries.) 

(a)  The  Directors  decided  to  write  off  Depreciation  on  the 
machinery  at  the  rate  of  10  per  cent,  per  annum  for  the 
6  months  during  which  the  machines  had  been  running. 
The  Directors  decided  that,  as  the  full  benefit  had  not  yet 
•  been  derived  from  the  expenditure  upon  Advertising  and 
Travellers'  salaries  and  expenses,  the  former  item  should 
be  spread  over  3  years  (1910  to  bear  a  full  share),  and 
that  one-half  of  the  latter  should  be  carried  forward  to 
1911. 

(c)  On  investigation  it  was  discovered  that  the  Carriage  Account 

contained  items  amounting  to  £236,  representing  Freight 
on  machinery  erected  at  the  factory,  and  it  was  decided 
to  transfer  this  amount  to  the  Machinery  Account.  It 
was  also  found  that  the  Wages  Account  included  £93, 
representing  the  wages  of  men  employed  in  erecting  the 
machinery  ;  it  was  decided  to  treat  this  item  in  the  same 
manner. 

(d)  One  Quarter's  Rent  of  the  factory,  amounting  to  £52,  was 

owing  on  December  31,  1910,  and  must  be  reserved  for. 
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LONDON  CHAMBER  OF  COMMERCE. 

Examination  for  Senior  Commercial  Certificates  Aia> 

Teachers'  Diploma,   1908. 

[3  hours  allowed.  ] 

Important  Notice. 

Candidates  for  the  ordinary  Senior  Certificates  may  answer  all  or 

any  of  questions  \  to  5  {both  inclusive)^  hut  must  not  attempt  questions 

eorl. 

Candidates  for  the  Teachers*  Diploma  are  confine^  to  questions  3,  4,  5, 
6  aiul  7,  and  must  not  answer  questions  I  or  2. 

1.  The  Birchets  Mineral  Water  Companj-,  Ltd.,  sends  out  caises  of 
aerated  water  to  chemists  in  various  parts  of  the  country  "  on  sale 
or  return."  Each  chemist  is  at  once  debited  in  the  Company's  books 
with  the  water  supplied  at  the  price  he  is  to  obtain  for  il  when  sold, 
and  is  allowed  to  deduct  ]  0  per  cent,  from  this  value  when  account- 
ing for  his  sales.  The  personal  accounts  of  all  chemists  so  supplied 
are  included  in  the  Ledger  balances  at  the  end  of  the  year.  How 
would  you  deal  with  these  accounts  when  preparing  the  Company's 
Profit  and  Loss  Account  and  Balance  Sheet  ? 

2.  The  London  and  Westminster  Grocery  Company,  Ltd.,  has  a 
Retail  Branch  in  Manchester,  which  is  supplied  with  all  goods  from 
London.  The  Branch  shop  keeps  its  own  Sales  Ledger,  receives  cash 
against  Ledger  accounts,  and  remits  the  whole  of  the  cash  received 
daily  to  the  Head  Office.  All  wages  and  Branch  expenses  are  drawn 
for  by  cheque  weekly  from  the  Head  Office  upon  the  Imprest 
System. 

From  the'  undermentioned  particulai-s  supplied  by  the  Branch 
manager  show  how  the  Branch  accounts  woula  appear  in  the  Head 
Office  books,  and  prepare  a  Profit  and  Loss  Account  for  the  Branch 
shop  for  the  six  months  to  December  31,  1907. 

£      s.    d. 

Six  months'  Credit  Sales 2,387    0    0 

Returns  Inwards 20     0     0 

Cash  received  on  Ledger  accounts        ....     2,384     0     0 

Cash  Sales 1,214     0     0 

Stock,  July  1,  1907 720^    0     0 

Stock,  December  31,  1907 1,121     0     0 

Debtors,  July  1,  1907 1,227     0     0 

Goods  received  from  Head  Office  .         .         .         .     2,178     0     0 

Rent,  Taxes,  etc.,  paid 375     0     0 

Wages  and  Sundry  Expenses  paid       ....        396     0     0 

3.  Messrs.  J.  Moss  &  Co.,  of  London,  consign  goods  to  the  cost 
amount  of  £1,500  to  their  agent,  J.  Solomon,  Hong  Kong,  on  which 
they  pay  freight,  insurance,  and  charges,  £55,  drawing  on  him  at 
90  days  for  £1,300.  They  discount  the  Bill  at  Lloyds  Bank,  being 
charged  £15  therefor.  They  receive  Account  Sales  of  the  consign- 
ment for  £1,729,  less  Agent's  Commission,  etc.,  £71,  and  a  draft  on 
the  Bank  of  Hong  Kong  for  the  balance. 

Make  the  entries  necessary  to  record  the  above  transactions  in  the 
books  of  Messrs.  J.  Moss  &  Co, 

4.  An  English  company  owns  a  Tea  Plantation  in  Ceylon.  All 
the  tea  produced  is  shipped. to  a  London  firm  of  tea  brokers,  who 
duly  furnish  Account  Sales  and  remit  proceeds  to  the  London  office 
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of  the  Company.  The  accounts  of  the  detailed  expenditure  in  Ceylon 
are  kept  in  Indian  currency,  and  are  sent  to  the  Head  Office  in  London 
monthly.  The  Account  Sales  and  the  account  of  the  remittances  to 
Ceylon  are  kept  in  sterling. 

What  method  would  you  adopt  for  dealing  with  the  two  currencies 
employed  when  writing  up  the  Head  Office  books  ? 

5.  The  Chiddingfold  Manufacturing  Company,  Ltd. ,  was  registered 
with  a  Nominal  Capital  of  £100,000,  divided  into  50,000  6  per  cent. 
Preference  Shares  of  £1  each,  and  60,000  Ordinary  Shares  of  £1 
each. 

The  books  of  the  Company  were  balanced  as  on  January  31,  1908, 
on  which  date  a  Trial  Balance,  containing  the  following  balances, 
was  extracted  from  the  books — 

Ledger  Balances. 


Carriage,  Dock  Dues  and  Freight 

Advertising 

Fuel,  Lighting  and  Water 

Postage  and  Incidentals 

Catalogues  and  Price  Lists 

Packing    .... 

Machinery  Repairs   . 

Stable  Expenses 

Office  Expenses,  Stationery,  and  Telephone 

Ordinary  Share  Capital  Account 

Six  per  cent.  Preference  Share  Capital  Account 

Debenture  Capital  Account  (200  Debentures  of  £100 

each  at  4^  per  cent.)  . 
Employees'  Superannuation  Fund  . 
Debenture  Interest  .... 
Directors'  Salaries  .... 
Buildings  Account  .... 
Machinery  and  Plant  Account 
Stock  on  hand  (February  1,  1907)  . 
£5,000  Consols  (at  cost)  (Investment  of 

Superannuation  Fund) 


Employees' 


Cash  in  hand 

Horses  and  Carts 

Transfer  Fees   . 

Purchases 

Purchases  Returns 

Factory  Wages 

Salaries  and  Travellers'  Commission 

Rents,  Rates,  Taxes  and  Insurance 

Sales 

Sales  Returns 

Discount  Account  (Debit  Balance)   . 

Bad  Debts  written  off       .         .         . 

Bank  Charges  and  Interest 

Legal  Expenses  and  Audit  Fee 

Company's  Contribution  to  Superannuation  Fund 

Debtors  as  per  Sales  Ledger 

Creditors  as  per  Bought  Ledger 

Bills  Payable    .... 

Cash  at  Bank   .... 


£ 

s. 

d. 

4,773 

0 

0 

649 

0 

0 

2,163 

0 

0 

590 

0 

0 

416 

0 

0 

542 

0 

0 

177 

0 

0 

913 

0 

0 

1,022 

0 

0 

5,000 

0 

0 

20,000 

0 

0 

20,000 

0 

0 

4,360 

0 

0 

855 

0 

0 

1,095 

0 

0 

903 

0 

0 

8,750 

0 

0 

38,672 

0 

0 

4,360 

0 

0 

210 

0 

0 

720 

0 

0 

1 

0 

0 

02,664 

0 

0 

3,748 

0 

0 

12,704 

0 

0 

10,691 

0 

0 

3,173 

0 

0 

74,493 

0 

0 

6,619 

0 

0 

2,762 

0 

0 

203 

0 

0 

42 

0 

0 

418 

0 

0 

516 

0 

0 

19,876 

0 

0 

4,340 

0 

0 

320 

0 

0 

5,784 

0 

0 
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Before  closing  the  books  the  following  adjustments  are  necessary — 

£    s.    d. 

1.  Telephone  Rent  paid  in  advance     .         .         .         .       25     0     0 

2.  Travellers' Commission  owing         ....     342     0     0 

3.  Rent  due 379     0     0 

4.  Insurance  unexpired 541     0     0 

6.  Reserve  foi"  Discounts,  etc.,  on  Sundry  Debtors     .     500     0     0 
6.  Write  ofif  the  following  Depreciations — Machinery  and  Plant, 

10  per  cent.  ;  Carts  and  Horses,  £214. 

The  Stock  on  hand  as  on  January  31, 1908,  was  valued  at  £34,839. 

The  Directors  decide  to  write  off  the  whole  of  the  Buildings  Account 
and  to  transfer  £7,000  to  Reserve  Account  from  the  profits  of  the  year. 

You  are  required  to  prepare  a  Trading  and  Profit  and  Loss 
Account  for  the  year  ended  January  31,  1908,  and  a  Balance 
Sheet  as  on  that  date. 

*6.  On  January  1, 1907,  A.  owes  B.  £6,000,  for  which  B.  receives 
two  Acceptances  from  A.,  one  for  £2,000  payable  in  two  months,  the 
other  for  £4,000  payable  in  four  months,  in  each  case  from  January  1. 
1907.  B.  duly  discounts  both  these  Acceptances  with  his  bankers  on 
January  3,  1907,  at  4  per  cent. 

Before  the  first  Bill  becomes  due  A.  requests  B.  to  assist  him  in 
taking  it  up  by  providing  him  with  £1,000  in  cash,  and  drawing  a 
third  Bill  on  A.  for  that  amount  at  three  months  from  the  due  date 
of  the  first  Bill,  plus  interest  at  5  per  cent,  per  annum  ;.  B.  agrees  to 
this  proposal  and  advances  the  money,  discounting  the  Bill  with  his 
bankers  at  4  per  cent. 

A  week  before  the  second  Bill  for  £4,000  falls  due  A.  again  asks 
B.  to  assist  him  to  the  extent  of  £2,500.  B.,  however,  is  not  in  a 
position  to  do  this,  and,  as  his  bankers  will  not  discount  any  more 
of  A.  's  Acceptances,  he  arranges  with  A.  to  draw  on  him  (B. )  two 
Bills  for  £1,131  16s.  Sd.  and  £1,408  35.  4rf.  at  two  months  and  three 
months  respectively  from  the  due  date  of  the  £4,000  Bill.  B.  duly 
accepts  these  two  bills  and  remits  them  to  A. ,  who  discounts  tliem 
with  his  bankers  at  4  per  cent.,  and,  assisted  by  the  proceeds,  duly 
meets  the  £4,000  Bill.  B.  also  meets  his  two  Bills  on  maturity. 
On  June  7,  190'/,  A.  becomes  bankrupt,  leaving  his  third  Bill  unpaid. 
Make  the  necessary  entries  in  B.'s  books  to  give  eflfect  to  the  above 
transactions. 

*7.  State  briefly  how  you  would  explain  to  a  Book-keeping  class 
the  principles  of  the  "Double  Account  System,"  and  enumerate 
some  classes  of  undertakings  to  which  it  is  applicable. 

*  These  questions  are  not  to  be  attempted  by  Candidates  other  than  those  sitting 
for  the  Teachers'  Diploma. 

LONDON  CHAMBER  OF  COMMERCE. 
Examination  for  Senior  Commercial  Certificates  akd 
Teachers'  Diploma,  1909. 
[3  hours  allowed.] 
Important  Notice. 
Candidates  for  the  ordinary  Senior  Certificates  may  answer  all  or  any 
of  questions  I  to  5  {both  incliLsire),  but  must  not  attempt  questions  6  or  7. 
Candidates  for  the  Teachers'  Diploma  arc  confined  to  questions  1,  2,  5, 
6  and  7,  and  must  not  answer  questions  3  or  4. 

1.  A  Limited  Company  was  formed  to  take  over  an  old-established 
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maimfactiiring  business.  The  purchase  price  was  fixed,  by  an 
agreement  dated  January  1,  1909,  at  £60,000,  payable  as  follows— 

£25,000  in  £1  Ordinary  Shares  of  the  Company  issued  as  fully 
paid. 

£25,000  in  5  per  cent.  Debentures,  repayable  in  1919  at  105. 

£10,000  in  cash,  payable  on  February  1,  1909. 

The  Company  was  duly  registered  with  a  nominal  capital  of 
£100,000,  consisting  of  100,000  Ordinary  Shares  of  £1  each.  On 
January  15,  1909,  15,000  Ordinary  Shares  were  issued  to  the  public 
and  fully  paid  up,  with  the  exception  of  £150  calls  in  arrear  upon 
the  allotment  call. 

The  following  is  a  list  of  the  Assets  and  Liabilities  taken  over  by 
the  Company — 

£       s.    d. 

Sundry  Creditors 10,000     0     0 

Bills  Payable 5,000     0     0 

Sundry  Debtors    ....      £20,000 
Less  Reserve  for  Bad  Debts       .  1,500 

18,500     0     0 

Stock-in-trade 10,000     0     0 

Machinery  and  Plant 25,000     0     0 

Loose  Tools 4,000     0     0 

Bills  Receivable 2,500     0     0 

Cash  at  Bank        .         .         .         .         .         .       5,000     0    0 

Make  the  Journal  entries  necessary  for  opening  the  Company's 
books  and  the  entries  required  to  record  the  issue  of  shares  to  the 
public,  assuming  that  10s.  per  share  is  payable  on  application  and 
10s.  per  share  on  allotment. 

2.  Jones,  for  the  mutual  and  temporary  accommodation  of  him- 
self and  Brown,  draws  upon  the  latter  a  Bill  of  Exchange  at  three 
months  for  £600,  dated  January  1,  1908.  Jones  discounts  this  Bill 
immediately  at  his  bankers,  the  rate  of  discount  being  5  per  cent. , 
and  hands  half  the  proceeds  to  Brown. 

Brown,  for  a  similar  purpose,  and  at  the  same  time,  draws  a  Bill 
at  three  months  on  Jones  for  £300.  This  he  discounts  at  his 
bankers  at  5  per  cent,  and  hands  half  the  proceeds  to  Jones.  Brown 
becomes  a  bankrupt  on  March  31,  1908,  and  a  first  and  final  dividend 
of  5s.  in  the  £  is  paid  on  his  estate  on  June  30,  1908. 

Write  up  Brown's  account  in  Jones's  books.  Assume,  in  each 
case,  that  one-half  of  the  charge  for  discounting  the  Bill  is  chargeable 
to  Brown  and  one- half  to  Jones. 

3.  You  are  preparing  the  JBalance  Sheet  of  a  Limited  Company 
of  which  you  are  the  chief  accountant,  and  find  that  there  are  Bills 
under  discount  amounting  to  £10,750.  On  going  through  the  books 
you  discover  facts  which  point  to  the  probability  that  £1,000  worth 
of  these  Bills  will  be  dishonoured  on  maturity,  but  that  there  is  a 
reasonable  chance  of  eventually  receiving  10s.  in  the  £  on  the  £1,000. 
How  would  you  deal  with  these  Bills  under  discount,  and  how  should 
they  appear  in  the  Company's  published  accounts  ? 

4.  Robinson,  on  August  31,  1907,  buys  from  Tuck  &  Co.  150  tons 
of  coal  at  7s.  Qd.  a  ton  at  the  pit  mouth,  and  pays  for  them  at  once 
by  cheque,  being  allowed  a  discount  for  cash  of  2^  per  cent.  He 
pays  Is.  M.  a  ton  for  carriage  by  rail  and  M.  a  tpn  for  cartage. 
He  sells  the  coal  to  a  Sheffield  Manufacturing  Company  at  12s.  Qd. 
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a  ton  on  September  14,  and  draws  a  Bill,  at  two  months,  for  the 
amount.  The  Bill  is  dishonoured  at  maturity,  but  is  immediately 
paid  by  the  Manufacturing  Company  upon  demand  being  made  to 
them.  Draw  the  Bill  of  Exchange  and  make  the  entries  necessary 
to  record  the  above  transactions  in  Robinson's  books,  and  show 
what  profit  or  loss  Robinson  made  upon  the  deal  after  charging  10 
per  cent,  on  the  original  cost  of  the  coal  for  establishment  expenses. 

5.  The  Engine  and  Motor  Company,  Ltd.,  has  a  Nominal  Capital 
of  £100,000,  divided  into  75,000  Ordinary  Shares  of  £1  each  and 
2,500  6  per  cent.  Cumulative  Preference  Shares  of  £10  each. 

The  books  of  the  Company  were  balanced  on  March  31,  1908,  on 
which  date  a  Trial  Balance,  containing  the  following  balances,  was 
extracted  from  the  books — 

Ledger  Balances.  £  s.  d. 

Freehold  Premises 12,675  0  0 

Plant  and  Machinery 11,595  0  0 

Ordinary  Share  Capital  (50,000  shares,  fully  called)  50,000  0  0 

Calls  in  Arrear 2,000  0  0 

Preference  Share  Capital  (2,500  shares,  fully  paid)  .  25,000  0  0 

Stock-in-trade,  March  31,  1907         .         .         .         .  14,665  0  0 

Office  Furniture 545  0  0 

Loose  Tools,  March  31,  1907 3,125  0  0 

Patterns 3,155  0  0 

Patents 1,535  0  0 

Profit  and  Loss  Account  (Credit  Balance,  March  31, 

1907) 1,545  0  0 

Goodwill  Account 3,000  0  0 

Sundry  Debtors 31,215  0  0 

Cash  at  Bank,  Current  Account        ....  985  0  0 

Cash  at  Bank,  Deposit  Account        .         .*        .         .  10,000  0  0 

Cash  in  hand 45  0  0 

Sales 107,015  0  0 

Sales  Returns 975  0  0 

Purchases 71,245  0  0 

Purchases  Returns   . 1,675  0  0 

Sundry  Creditors 12,805  0  0 

Bills  Payable 8,765  0  0 

Manufacturing  Wages 25,595  0  0 

Repairs  and  Renewals  of  Plant         ....  1 ,245  0  0 

Coal 2,765  0  0 

Gas  and  Water 475  0  0 

Rates,  Taxes  and  Insurance     .....  865  0  0 

Office  Salaries 750  0  0 

Trade  Expenses 2,165  0  0 

Bad  Debts  written  off 615  0  0 

Reserve  for  Bad  Debts  (March  31,  1907)  .         .         .  1,165  0  0 

Directors'  Fees 300  0  0 

Carriage 4,155  0  0 

Interest  on  Bank  Deposit  Account  ....  45  0  0 

Audit  Fee  and  Legal  Expenses         ....  205  0  0 

General  Expenses     .......  945  0  0 

Discounts,  allowed  to  Debtors          ....  1,235  0  0 

Discounts  received  from  Creditors    ....  875  0  0 

Preliminary  Expenses 350  0  0 

Travelling  Expenses 465  0  0 


EXAMINATION  PAPERS  787 

Before  closing  the  books  the  following  adjustments  are  necessary — 

(1)  A  portion  of  the  premises  has  been  sublet,  since  January  1, 
1908,  at  £80  per  annum,  and  the  rent  due  to  date  has  not  been  paid 
or  passed  through  the  books. 

(2)  The  insurance  unexpired  amounts  to  £30. 

(3)  Eleven  months  only  of  the  Office  Salaries  have  been  paid. 
One  month's  salaries  were  owing  on  March  31,   1908. 

(4)  Make  the  Reserve  for  Bad  Debts  equal  to  an  amount  repre- 
senting 5  per  cent,  on  the  Sundry  Debtors  (excluding  Sundry  Debtors 
for  rent). 

(5)  Write  off  the  whole  of  the  preliminary  expenses. 

(6)  Write  oflf  the  following  depreciations — 

(a)  Plant  and  Machinery         .         .         .10  per  cent. 
[h)  Office  Furniture  .         .         .         .     10       ,, 

(c)   Patterns 15       ,, 

{d)  Patents 20       „ 

The  Stock-in-trade  on  March  31,  1908,  was  valued  at  £23,995, 
and  the  Loose  Tools  at  £2,730. 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Accounts 
for  the  year  ended  March  31, 1908,  and  a  Balance  Sheet  as  on  that  date. 

What  dividend,  if  anj^  would  you  recommend  the  Directors  to 
propose,  taking  into  consideration  the  fact  that  the  dividend  on  the 
Preference  Shares  for  the  year  ended  March  31,  1907,  has  not  been 
paid? 

*6.  A  Limited  Company  has  a  Nominal  Capital  of  £250,000,  in 
25,000  shares  of  £10  each.  Of  these,  4,000  shares  were  issued  to 
the  vendors  as  fully  paid,  8,000  shares  were  subscribed  for  by  the 
public,  and  during  the  first  year  £5  per  share  was  called  up.  2,000 
shares  were  issued,  as  fully  paid,  to  persons  other  than  the  vendors, 
in  payment  for  property  purchased.  On  the  8,000  shares  subscribed 
for  by  the  public  there  had  been  paid  at  the  end  of  the  first  year — 

On  6,000  shares,  the  full  amount  called 
, ,  1 ,250  shares,  £4  per  share 
,,      500  shares,  £3       ,, 
,,      250  shares,  £2       „ 

The  Directors  forfeited  tke  750  shares  on  which  less  than  £4  had 
been  paid. 

You  are  required  to  submit  Journal  entries  recording  the  Capital 
transactions  of  the  Company,  and  to  set  out  the  Capital  as  it  should 
appear  in  the  Company's  Balance  Sheet  at  the  end  of  the  first  year. 

*7.  Describe  briefly  the  books  of  account  which  you  would  expect 
to  find  in  iise  in  a  bank.  State  what  the  ' '  General  Ledger  "  of  a 
bank  should  contain,  and  what  information  you  would  expect  it  to 
afford. 

*  These  questions  are  not  to  be  attempted  by  Candidates  other  than  those  sitting 
for  the  Teachers'  Diploma. 
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LONDON   CHAMBER  OF  COMMERCE. 

Examination  for  Senior  Commercial  Certificates  and 

Teachers'  Diploma,  May  1910. 

Important  Notice. 

Cavdidates  for  the  ordinary  Senior  Certificates  may  answer  all  or  any 
of  questions  \  to  5  {both  inclusive),  but  miLst  not  attempt  qicestions  6 
or  7. 

Candidates  for  the  Teachers'  Diploma  are  confined  to  gricestions  1,  2, 
5,  6  a7id  7|  and  must  not  answer  questions  3  or  4. 

1.  What  is  the  diflference  (if  any)  between  "Fixed"  and 
"Floating"  assets? 

Designate  to  which  class  the  undermentioned  assets,  the  property 
of  a  boot  manufacturer,  belong — 

Book  Debts ;  Stock-in-trade  ;  Consols  £200  ;  Plant  and  Machinery ; 
Freehold  Land  ;  Bills  Receivable  ;  Goodwill ;  Patents. 

*2.  You  are  required  to  prepare  the  return,  for  Income  Tar 
Assessment  under  Schedule  (D),  for  the  current  year  from  the 
following  particulars  which  relate  to  the  business  of  Messrs. 
Boorman  &  Bashall,  who  share  profits  equally. 

The  Profit  and  Loss  Accounts  prepared  bv  the  firm's  accountants 
showed  the  following  results  :  1907  profit,  £3,219 ;  1908  profit, 
£1,294;  1909  profit,  £1,984. 

Before  arri\nng  at  the  above  profits  the  following  items  were 
charged  in  the  accounts — 

1907.        1908.        1909. 

Interest  on  Capital        .        .        .  £490  £510  £520 

Income  Tax  (Schedules  (D)  &  (A)  )  67  72  84 

Partners'  Salaries  ....  300  300  300 

Depreciation  on  Plant    .         .         .  150  165  151 

Charitable  Donations     ...  15  16  20 

The  firm's  premises  are  freehold  and  are  assessed  for  Property 
Tax  (Schedule  (A))  at  £600  per  annum.  The  surveyor  of  taxes 
for  the  district  declines  to  allow  the  above  provisions  for  deprecia- 
tion, but  agrees  to  an  annual  allowance  of  £100  for  wear  and  tear. 

Mr.  Bashall  holds  a  policj'  of  assurance,  with  a  British  oflfice, 
upon  his  own  life,  the  annual  premium  upon  which  amounts  to  £56, 

3.  Rol^ert  Webber  keeps  his  books  by  the  "  single  entry  "  method. 
His  financial  position  on  December  31,  1908,  was  as  follows— 

£    5.  d. 

Cash  in  hand 12  10  0 

Stock-in-trade 642  15  0 

Fixtures  and  Fittings       .         .         .         .  89    0  0 

Cash  at  Bank 153    0  0 

Sundry  Debtors 421  10  0 

Machinery  and  Plant        .                  .         .  981     0  0 

Sundry  Creditors 1,209  15  0 

Duruig  the  year  Robert  Webber  withdrew  from  the  business,  for 
private  purposes,  the  sum  of  £480. 

*  Colonial  and  Indian  candidates  may,  if  they  prefer,  answer  Question  No.  6  in 
place  of  Question  No.  2. 


EXAMINATION  PAPERS  789 

On  December  31,  1909,  Webber's  financial  position  was  as 
follows — 

Machinery  and  Plant,  £1,350  10s.  ;  Fixtures  and  Fittings,  £80  10s.  ; 
Sundry  Debtors,  £732 ;  Stock-in-trade,  £950  10s.  ;  Oasli  in  hand, 
£15;  Bank  overdraft,  £500  ;  Sundry  Creditors,  £1,400  10s. 

From  the  above  particulars  prepare  a  statement  showing  the 
profit  made  by  Robert  Webber  for  the  year  ended  December  31, 
1909.  When  preparing  this  statement  no  depreciation  need  be 
written  off  any  of  the  assets,  and  no  provision  for  bad  and  doubtful 
debts  is  necessary. 

4.  What  is  an  "Account  Sales"?  In  what  particulars  (if  any) 
does  it  differ  from  a  "Consignment  Account"? 

On  October  15,  1909,  Delmaine  Bros.,  of  London,  shipped  to 
Donnison  &  Sons,  of  Port  Elizabeth,  60  cases  of  mixed  Sheffield 
goods.     These  goods  were  invoiced  ^;ro /c»r??ia  at  £32  10s.  per  case. 

The  London  payments  in  connection  with  this  consignment 
were  :  Insurance,  £10  12s. ;  freight,  £54  12s.  ;  sundry  charges,  £3  15s. 

The  payments  made  by  Donnison  &  Sons,  in  South  Africa, 
were :  Storage,  £16  12s.  ;  Landing  charges,  £6  10s.  ;  Insurance, 
£2  lis. 

On  December  15,  Donnison  &  Sons  sold  30  cases  of  goods  at  £45 
per  case,  on  December  17  25  cases  at  £50  per  case,  and,  on  December 
19,  the  balance  of  the  consignment  at  £51  per  case.  All  the  above 
sales  were  effected  for  prompt  cash.  A  commission  is  payable  to 
Donnison  &  Sons  of  2  per  cent,  on  all  sales  plus  \\  per  cent,  del 
credere  commission. 

On  November  1,  Delmaine  Bros,  drew  a  Bill  on  Donnison  &  Sons 
for  £1,000.     This  draft  was  duly  accepted. 

Prepare  an  "Account  Sales"  showing  the  result  of  the  above 
consignment,  and  show  how  the  transactions  would  appear  in  the 
books  of  Delmaine  Bros, 

5.  The  Wayside  Boot  Co. ,  Ltd. ,  was  registered  with  a  nominal 
Capital  of  £50,000,  divided  into  10,000  Preference  Shares  of  £1 
each,  and  800,000  Ordinary  Shares  at  Is.  each. 

On  December  31,  1909,  a  Trial  Balance,  containing  the  following 
Balances,  was  extracted  from  the  books  of  the  Company — 

Ledger  Balances. 

£  s.  d. 

Ordinary  Share  Capital  Account     .         .         .         .  35,820  0  0 

Preference  Share  Capital  Account .         .         .         .  10,000  0  0 

Pension  Fund 4,980  0  0 

Goodwill  Account 5,000  0  0 

Debenture  Capital  (100  5  per  cent.  Debentures  of 

£50  each) 5,000  0  0 

Pension  Fund  Investments 4,540  0  0 

Stable  Expenses 421  0  0 

Machinery  and  Plant  Account        ....  7,455  0  0 

Transfer  Fees  received   .         .         .         .         .         .  1  10  0 

General  Expenses 939  0  0 

Cost  of  Trade  Catalogues 256  0  0 

Bank  Charges 17  0  0 

Company's  Contribution  to  the  Pension  Fund        .  500  0  0 

Bonus  paid  to  Employes 763  0  0 

Gas,  Electricity,  and  Water 1,567  0  0 
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Manager's  Salary 

Purchases        ........ 

Purchases  Returns  ...... 

Interest  paid  on  Debentures 

Directors'  Fees        ....... 

Boxes  and  Packing  ...... 

Bills  payable 

Discounts  allowed  ....... 

Discounts  received 

Sales 

Sales  Returns 

Carriage  ........ 

Stock  in  hand  (January  1,  1909) — 

Finished  Goods 

Materials  and  Unfinished  Goods 
Cost  of  Repairs  to  Machinery  and  Plant 

Debtors  as  per  Sales  Ledger 

Creditors  as  per  Bought  Ledger     .... 

Bad  Debts  written  off 

Factory  Wages 

Postage  and  Stationery  ...... 

Horses  and  Vans 

Audit  Fee  and  Legal  Charges  .... 

Rent,  Rates,  Taxes  and  Insurance 

Office  Salaries 

Bills  Receivable 

Advertising 

Freehold  Land  and  Buildings  .... 

Cash  at  Bank 

Cash  at  Bank  (Pension  Fund) 

Cash  in  hand 

Profit  and  Loss  Account  (Debit  Balance  brought 

forward  from  last  year) 1,236     0     0 

Before  closing  the  books  the  following  adjustments  are 
necessary — 

i.  One  month's  carriage  is  owing  and  has  not  been  £ 

passed  through  the  books      ....  472 

ii.  Rent  due  to  landlord  but  not  provided  for        .  150 

iii.  Value  of  Unexpired  Insurance  Premium  .         .  197 

ir.  Wages  paid  in  advance 84 

V.  Reserve  to  be  created  for  Btid  Debts .         .         .  750 

vi.  Write  off  the  following  Depreciations — 

(a)  Machinery  and  Plant        .         .         .         .10  per  cent. 
\h)  Horses  and  Vans       .....     £146 
(c)  Land  and  Buildings  ....     2|  per  cent. 

The  Stock  as  on  December  31,  1909,  was  valued  as  follows — 

£      s.     d. 

Finished  Goods 13,241     0    0 

Raw  Materials  and  Unfinished  Goods     .  5, 192    0    0 

You  are  required  to  prepare  Trading  and  Profit  and  Loe« 
Accounts  for  the  year  ended  December  31,  1909,  and  a  Balance 
Sheet  as  on  that  date. 
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0 

0 

1,173 

0 

0 

4,216 

0 

0 

1,931 

0 

0 

470 

0 

0 

18,442 

0 

0 

3,259 

0 

0 

440 

0 

0 

75 

0 

0 
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*6,  Messrs.  Baxter  &  Sons,  whose  head  office  is  in  London, 
remitted  £500  to  their  Manchester  Branch  on  December  80,  1909! 
The  books  of  the  Head  Office  and  the  Branch  are  balanced  as  on 
December  31,  each  year.  The  above  mentioned  remittance  did  not 
reach  Manchester  until  the  morning  of  January  1,  1910.  How 
would  you  deal  with  the  amount  in  question  in  the  Trial  Balances 
of  the  Head  Office  and  Branch  and  when  preparing  the  combined 
Balance  Sheet  of  the  whole  business  ? 

*7.  Is  there  any  difference  between  a  Receipts  and  Payments 
Account  and  an  Income  and  Expenditure  Account? 

The  following  particulars  relate  to  the  Chilworth  Literary  Society 
for  the  year  ended  December  31, 1909  :  Subscriptions  received  £110; 
Interest  received  on  Investment,  £38  ;  Net  proceeds  received  from 
Lectures  and  Concerts,  £232 ;  Rent  paid  for  use  of  Hall,  £21  ; 
Petty  Cash  Payments,  £10  ;  Advertising  paid,  £21  ;  Printing 
Expenses  paid,  £12  10s. 

The  Society  holds  ten  4  per  cent.  Debentures  of  £100  each  in  the 
Universal  Library,  Ltd.  As  on  December  31,  1909,  the  Society 
owed  £8  for  Rent  of  Hall  and  £9  10s.   for  printing. 

Prepare  the  Society's  Annual  Statements  of  Account  for  the 
year  ended  December  31,  1909. 

*  These  questions  are  not  to  be  attempted  by  Candidates  other  than  those 
sitting  for  the  Teachers'  Diplouia,  except  in  case  of  Colonial  Candidates,  who  may 
answer  Question  No.  6  in  place  of  Question  No.  2,  should  they  prefer  to  do  so. 

LONDON  CHAMBER  OF  COMMERCE. 

Examination  for  Senior  Commercial  Certificates, 

November  1910. 

[3  hours  allowed.] 

1.  The  undermentioned  figures  have  been   extracted  from  the 

Trial  BalancS  of  the  Blankshire  Iron  Co.,   Ltd.,  whose   financial 

year  closes  on  June  30. 

Prepare  a  Furnaces  Account  showing  the  cost  per  ton  of  the  Pig 
Iron  produced,  a  Trading  Account  and  a  Profit  and  Loss  Account. 

Balances  Extracted  from  Trial  Balance. 

June  30,  1910  £  s  d 

Coal  purchased 7,320  0  0 

Coke  and  Limestone  purchased           ....  19,550  0  0 

Ironstone  purchased 7,461  0  0 

Wages  (Furnaces)      ...                  ...  6,842  0  0 

Sales  of  Pig  Iron 62,446  0  6 

Stock  of  Pig  Iron  (June  30,  1909)       ....  9,402  0  0 

Trade  charges             5,424  0  0 

Sales  of  Waste  Materials  and  By-products         .         .  5,862  0  O 

Office  salaries 3,401  0  0 

Directors'  fees 1,500  0  0 

Transfer  fees 52  0  0 

Depreciation 3,890  0  0 

Interest  received 321  0  0 

Bad  Debts 1,680  0  (> 

The  stock  of  Pig  Iron  in  hand  as  on  June  30,  1910,  was  valued 
at  £9,221. 
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The  Pig  Iron  produced  during  the  year  amounted  to  18,600 
tons. 

2.  How  are  the  profits  of  a  Life  Assurance  Company  ascertained? 
Give  a  specimen  of  the  form  of  account  usually  employed  and 

illustrate  your  answer  by  means  of  imaginary  figures. 

3.  The  profits  of  The  Paglesham  Forgings  Co.,  Ltd.,  were  £3,542 
in  1908,  and  £3,721  in  1909,  and  were  duly  agreed  with  their 
surveyor  for  Schedule  (D)  purposes. 

The  profit  shown  by  the  published  accounts  of  the  Company  for 
the  year  1910  amounted  to  £4,050.  Before  arriving  at  this  profit 
the  accounts  had  been  charged  with  various  reserves  amounting  to 
£500,  and,  in  addition,  £600  had  been  written  off  the  Preliminary 
Expenses  Account.  Both  these  amounts  were  surcharged  by  the 
surveyor.     The  Schedule  (A)  assessment  was  allowed  at  £3,500. 

The  Company's  claims  for  10  per  cent,  depreciation  on  some 
special  machinery  employed  by  them,  and  for  an  allowance  for 
obsolete  machinery  which  they  had  scrapped,  were  disallowed 
by  the  surveyor,  out,  on  appeal  to  the  local  Commissioners,  an 
allowance  under  these  heads  amounting  to  £3,200  was  granted. 

Show  the  result  of  the  above  facts  upon  the  Company's  income 
tax  return,  and  mention  any  special  point  which  arises. 


balances  of  the  Loamshire  Bank, 
(a) 


.td. 


Cash  in  hand  £2,462,986  \0s.  6rf." 

What  does  this  item  include  and  where  would  you 
place  it  in  the  published  accounts  of  the  Bank  ? 
{h)  "Loans  at  short  notice  £6,541,241  19*.  \(kL" 

Explain  briefly  what  this  item  would  consist  of  and 
denote  its  proper  place  in  the  published  accounts  of  the 
Bank." 
(c)    '*  Liabilities  of  customers  on  acceptances 

£2,572,481  Ids.  8f?." 
What  does  this  it^m  mean  and  how  would  you  deal 
with  it  in  the  published  accounts  of  the  Bank  ? 

5.  J.  Walters  and  B.  Dove  are  in  partnership  as  Joiners  and 
Timber  Merchants. 

The  following  balances  were  extracted  from  their  books  as  on 
June  30,  1910— 

Ledger  Balances. 
Purchases — 

Timber 

.  Ironmongery  and  General  Stores 

Painters'  and  Polishers'  Materials 

Fuel  and  Oil  . 

Manufactured  Goods 
Land  and  Buildings   . 
Machinery  and  Plant 
Boiler  and  Heating  Apparatus  . 
Repairs  and  general  charges 
Loose  Tools  as  on  June  30,  1909 

Freight 

Stationery  and  Office  Expenses 
Electric  Light    .... 
Stable  Expenses       •  . 
Joinery  Sales     .... 


£ 

5. 

d. 

13,926 

0 

0 

421 

0 

0 

197 

0 

0 

413 

0 

0 

159 

0 

0 

14,661 

0 

0 

6,743 

0 

0 

498 

0 

0 

177 

0 

0 

1,524 

0 

0 

1,261 

0 

0 

350 

0 

0 

92 

0 

0 

234 

0 

0 

25,747 

0 

0 
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Wages 

Catalogues  and  Price  Lists  at  cost 

J,  Walters,  Drawing  Account 

B.  Dove,  Drawing  Account 

Discount  Account  (Dr.  Balance) 

Moiildings  Sales 

Weather  Bar  Sales 

Bad  Debt  Reserve 

Advertising 

Office  Salaries    . 

Interest  and  Commission   . 

Postage  and  Telegrams 

Rent,  Rates  and  Taxes 

Legal  Expenses  and  Audit  Fee 

Travelling  Expenses  . 

Purchases  Returns 

Sales  Returns     . 

Stock  as  on  June  30,  1909. 

Sundry  Debtors 

Sundry  Creditors 

Bills  Receivable 

Cash  at  Bank     . 

Cash  in  hand 

J.  Walters,  Capital  Account 

B.  Dove,  Capital  Account 

Before  closing  the  books  the  following  adjustments  are  necessary — 
L  Write  off  £500  from   the  Land  and  Buildings   Account  for 
depreciation  on  buildings. 

2.  Write  off  10  per  cent,  depreciation  from  the  Machinery  and 

Plant  and  Boiler  and  Heating  Apparatus  Accounts. 

3.  Make  the  Reserve  for  Bad  Debts  up  to  £500. 

4.  Charge  5  per  cent,  interest  on  Capital  but  not  on  drawings. 

5.  Write  off  the  whole  of  the  cost  of  the  catalogue  and  price 
lists. 

The  stock  on  June  30,  1910,  was  valued  by  the  partners  at 
£11,247,  and  the  loose  tools  at  £1,312.  The  profits  are  shared  as 
to  three-fifths  to  Walters  and  as  to  two-fifths  to  Dove. 

Bills  receivable,  not  due  until  after  June  30,  1910,  amounting  to 
£1,114  had  been  discounted  prior  to  that  date. 

You  are  required  to  prepare  Trading  and  Profit  and  Loss 
Accounts  for  the  year  ended  June  30,  1910,  and  a  Balance  Sheet 
as  on  that  date. 


£ 

s. 

d. 

12,975 

0 

0 

122 

0 

0 

1,500 

0 

0 

1,000 

0 

0 

91 

0 

0 

9,766 

0 

0 

1,248 

0 

0 

207 

0 

0 

189 

0 

0 

851 

0 

0 

374 

0 

0 

132 

0 

0 

513 

0 

0 

127 

0 

0 

409 

0 

0 

721 

0 

0 

1,624 

0 

0 

8,742 

0 

0 

12,448 

0 

0 

9,693 

0 

0 

271 

0 

0 

2,678 

0 

0 

128 

0 

0 

20,231 

0 

0 

17,217 

0 

0 

LONDON  CHAMBER  OF  COMMERCE. 

Examination  for  Senior  Commercial  Certificates,  and 
Teachers'  Diploma,  1911. 

Important  Notice. 

Carididates  for  the  ordinary  Senior  Certificates  may  amwer  all  or  any 
of  questions  \  tob  {both  inclusive),  but  must  not  attempt  questions  6  or  7. 

Candidates  for  the  Teachers'  Diploma  .are  confined  to  questions  1,  2, 
5,  6,  and  7,  and  miist  not  answer  questions  3  or  4. 

1.  James  Jowit  &  Co.,  printers,  purchased  three  monotype 
machines  on  January  1,  1910,  at  a  cost  of  £1,000  each.     The  firm's 


794        BOOK-KEEPING  AND  ACCOUNTS 

engineer  reports  that,  with  care  and  proper  repairs,  the  machines 
will  remain  efficient  for  ten  years.  At  the  end  of  that  period,  the 
machines  will  be  sold.  The  current  market  price  of  machines  of; 
this  type  after  ten  years'  use  is  about  £100  each. 

You  are  asked,  as  book-keeper  to  the  firm,  to  advise  as  to  ho\r 
the  depreciation  on  the  above  machines  should  be  treated  in  the 
books  of  the  firm.  Submit  alternative  methods  for  the  consideration; 
of  the  partners,  and  state  which  you  prefer,  and  why. 

2.  What.is  meant  by  the  term  "Columnar  Book-keeping"? 
Prepare  a  form  of  a  Columnar  Ledger  suitable  for  use  in  a  small 

hotel  and  enter  the  following  details — 

Tuesday,  January  17,  1911.  Visitors'  Accounts.  J.  Hughes, 
(Room  1),  Balance  from  previous  day  £1  12s.  ^L,  Apartments  7*. 
%d.,  Breakfast  25.  6rf.,  Lunch  3s.  6^/.,  Dinner  os.,  Wine  av.  6rf.,  Spirita 
9t/.,  Cigars  \s,,  Postages  Qd.,  Laundry  3j*.  Ad.  F.  J.  Griffiths  (Roob» 
5),  Apartments  5s. ,  Breakfast  2s.  Qd. ,  Tea  Is.  6d. ,  Supper  2s. ,  Liqueurs 
9(/.,  Minerals  Is.,  Bath  Is.,  Fire  Is.  J.  E.  Elliott  (Room  3),  Balance 
from  previous  day  £2  10^.  6c?.,  Breakfast  2s.  (kl..  Bus  to  Station  Grf., 
cash  received  in  settlement  of  Bill  £2  13s.  6c?. 

3.  The  undermentioned  assets  are  the  property  of  the  Reliaae*' 
Boot  Manufacturing  Co.,  Ltd.  How  should  they  be  valued  for 
Balance-Sheet  purposes  ? 

(a)  Twenty  debentures  of  £100  each  in  the  Southern  Railway 
of  America,  representing  the  investment  of  the  Reserve  Fund.  The 
debentures  were  purchased  at  par,  but  the  market  price  has  since 
fluctuated  between  94  and  108 ;  the  former  quotation  being  the 
mean  market  price  as  on  December  31,  1910,  the  date  upon  which 
the  Balance  Sheet  of  the  Reliance  Boot  Manufacturing  Co.,  Ltd.,,  is 
prepared. 

{b)  Patents  £2,(X)0.  This  amount  represents  the  original  cost  of 
the  patent  rights  in  a  welting  machine.  The  grant  of  letters  patent 
is  dated  January  1,  1906. 

(c)  Goodwill  £5,000.  This  asset  was  purchased  in  1905,  at  the 
price  named,  upon  the  formation  of  the  Limited  Company.  The 
trading  profits  have  steadily  declined  from  £4,200  in  1906  to  £2, 124 
in  1910. 

*4.  Richard  Robson  is  in  business  as  a  manufacturing  engineer, 
and  his  profits,  as  agreed  with  the  surveyor  of  taxes,  were  as 
foUoAvs — 

Year  ended  December  31,  1907  .        .        £4,550 

„    1908  .        .        £4,260 

„   190^  .        .        £3,980 

,,   1910  .        .        £3,525 

R.  Robson  also  earned  the  following  income  during  the  same 
period — 

1908.  Professional  fees £150 

1909.  Directors  fees  (no  tax  deducted)    .         .     £200 

1910.  Director's  fees  (no  tax  deducted)    .         .     £300 

R.  Robson  also  enjoyed  the  income  from  investments  (all  of 
which  was  taxed  at  its  source)  amounting  to  £900  per  annum  gross. 

Robson's  life  was  insured  in  a  British  office,  the  annual  premium 
amounting  to  £100. 

*  Colonial  and  Indian  Candidates  may,  if  they  prefer,  answer  Question  Xo.  7  in 
place  of  Question  No.  4. 
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Mrs.  R.  Robson  possessed  private  income  amounting  to  £650 
gross  per  annum  throughout  the  above  period  :  all  this  income  wa« 
also  taxed  at  its  source. 

Give  R.  Robson's  income  tax  return,  Schedule  (D),  for  the  year 
ending  April  5,  1912,  and  state  the  amount  of  tax  for  which  he  is 
liable. 

5.  The  following  balances  were  extracted  from  the  books  of  the 
'Stambridge  Publishing  Co.,  Ltd.,  as  on  December  31,  1910.  The 
Nominal  Capital  of  the  Company  consists  of  10,000  Ordinary  Shares 
of  £1  each,  and  4,000  6  per  cent.  Preference  Shares  of  £5  each. 
In  addition  to  the  publishing  department,  the  Company  has  a 
*'  supply  department  "  for  the  sale  of  the  various  goods  advertised 
in  its  publications. 

You  are  required  to  prepare  a  Publishing  Trading  and  Profit  and 
Loss  Account,  a  Supply  Trading  and  Profit  and  Loss  Account,  and 
a  General  Profit  and  Loss  Account  for  the  year  ended  Decembea* 
51,  1910,  and  a  Balance  Sheet  as  on  that  date. 

The  publishing  stock,  as  on  December  31,  1910,  was  valued  at 
£700,  and  the  supply  stock  at  £4,500. 

Before  preparing  the  annual  accounts  it  is  necessary  to  take  the 
following  matters  into  consideration — 

{a)  £500  provision  for  bad  and  doubtful  debts  is  to  be  made, 
no  provision  having  been  made  in  the  past. 

{h)  Write  off  10  per  cent,  depreciation  on  furniture,  etc. 

(c)  Charge  2^  per  cent,  on  the  net  profits  of  the  business  as 
Managing  Director's  commission. 

{d)  Half  the  cost  of  the  designs  is  to  be  borne  by  each  depart- 
ment. 

{e)  Write  off  one-third  of  the  general  advertising  expenses  and 
carry  forward  the  balance. 

(/)  It  was  decided  to  pay  no  dividend  on  the  Ordinary  Shares  for 
4/he  year  ended  December  31,  1909,  but  to  pay  the  Preference 
Dividend,  and  to  transfer  £2,000  to  Reserve.  This  latter  transfei' 
"has  not  been  made. 

Ledger  Balances. 

£ 

Copyrights  Account 18,000 

Directors'  Fees 400 

Calls  in  arrear  (being  10s.  per  share  on  20  Ordinary 

Shares) 10 

♦Cash  at  Bank 1,760 

Profit  and  Loss  Account  (Credit  balance,  Dec.  31 ,  1909)  4, 1 20 

Bank  Charges 10 

Paper  and  Printing 4,250 

General  Office  Salaries 300 

Engraving  Blocks .  150 

Hent,  Rates  and  Taxes      .         .         .         c        ,         .  400 

•Stationery  (General  Office) 80 

Literary  Contributions      .......  400 

Insurance 30 

Goodwill 4,000 

Supply  Department  Sales 17,000 

General  Advertising  Expenses 6,000 

Designs  for  Publications 1,000 


s. 

d. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
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£  s.  d. 

General  Expenses 350  0  0 

Publishing  Sales 5,500  0  0 

Managing  Director's  and  Secretary's  Salaries    .         .  1,500  0  0 

Dividend  paid  on  Preference  Shares  .         .         .         .  1,130  0  0 

Furniture,  Fixtures  and  Fittings        .         .         .         .  940  0  0 

Publishing  Department— Carriage     ,         .         .         .  140  0  0 

,,                ,,        Postage  and  Telegrams      .        .  30  0  0 

,,                ,,         Advertising  Expenses         .         .  150  0  0 

„                 „         Trade  Expenses          .         .         .  110  0  0 

„                ,,         Discount  Account  (Debit  balance)  10  0  0 

„                ,,         Subscribers  (amounts  received)  .  40  0  0 

„                ,.        Bad  Debts           ....  20  0  '0 

,,                ,,        Advertisements  received    .        .  4,100  0  0 

,,                „        Wages  and  Salaries    .        .         .  500  0  0 

Reserve  Account 3,000  0  0 

Cash  in  hand 90  0  0 

Supply  Department — Purchases          ....  9,000  0  0 

,,                ,,         Carriage 1,200  0  0 

,,                ,,         Trade  Expenses  .         .         .         .  150  0  0 

,,                 „         Wages  and  Salaries     .         .         .  1,500  0  0 

,,                „        Discount  Account  (Debit  balance)  30  0  0 

,,                ,,        Postage  and  Telegrams        .        .  90  0  0 

Travelling  Expenses 60  0  0 

Ordinary  Share  Capital 4,790  0  0 

Preference  Share  Capital 20,000  0  0 

Bills  Payable 2,200  0  0 

Sundry  bebtors 3,220  0  0 

Stock,  December  31,  1909,  Publishing  Department     .  800  0  0 

Stock,  December  31,  1909,  Supply  Department  .        .  4,000  0  0 

Sundry  Creditors 1,250  0  0 

Bills  Receivable 190  0  0 

*6.  A  firm  of  motor  manufacturers  contracted  to  supply  50  cabs, 
on  agreed  dates,  to  a  Motor  Cab  Company. 
The  agreed  delivery  dates  were  as  follows — 

10  Cabs  on  June  1,  1910. 

10       „        July  1,  1910. 

10       „        August  1,  1910. 

10       „        September  1,  1910. 

10       „        October  1,  1910. 

Under  the  agreement  the  manufacturers,  in  case  of  late  delivery, 
were  liable  to  refund  to  the  Cab  Company  any  actiuil  loss  which 
might  arise  owing  to  the  non-delivery  of  cabs  on  the  promised  dates. 
The  manufacturers  were  not,  however,  to  be  liable  for  any  loss  of 
profit  which  might  have  been  earned  by  the  cabs  if  delivered  as 
promised. 

The  first  batch  of  cabs  was  delivered  on  the  agreed  date,  the 
second  batch  was  7  days  late,  the  third  10  days  late,  the  fourth  15 
days  late,  and  the  fifth  8  days  late. 

The  rent  and  other  fixed  charges  of  the  Cab  Company  were  the 
same  for  10  cabs  as  for  50,  namely  £30  per  week. 

Prepare  an  account  showing  the  claim  to  be  made  by  the  Cab 
Company  and  explain  the  reasons  which  guided  you  in  its  prepara- 
tion. 
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*7.  How  should  the  undermentioned  items  be  treated  m  the 
accounts  of  a  Limited  Company  ? — 

(1)  An   issue   of   1,000  Debentures   of  £100  each,   issued 

January  1,  1911,  at  90,  repayable  in  1921. 

(2)  An  expenditure  of  £5,000  on  advertising  a  new  patent 

medicine.     The   sales   for  the  first  year  amounted 
to  £1,500,  but  were  on  the  up  grade. 

(3)  A  debt  owing  by  a  director  of  the  company. 

*  Questions  6  and  7  are  not  to  be  attempted  by  Candidates  other  than  those 
sitting  for  tlie  Teachers'  Diploma,  except  in  the  case  of  Colonial  Candidates,  who 
may  answer  Question  No.  7  in  place  of  Question  No.  4  should  they  prefer  to  do  so. 


NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

Elementary,  1910. 

[3  hours  allowed.] 

(  You  may  answer  all  the  questions. ) 

1.  If  you  were  a  clerk  in  an  office,  and  somebody  brought  you 
the  Purchases  Book  and  told  you  to  post  it,  describe  fully  what 
you  would  do. 

2.  John  Baker,  merchant,  had  cash  in  hand  £100  and  goods  on 
hand  £200.  His  creditors  were  :  B.  Black.  £130  ;  G.  Green,  £250  ; 
W.  White,  £120.  His  debtors  were  :  B.  Bray,  £50  and  M.  May, 
£80.  Make  out  a  Balance  Sheet  and  say  what  it  tells  you  about  the 
state  of  his  business. 

3.  Open  a  Ledger  Account  for  Geo.  Scott.  Debit  him  with  balance 
£20.  Charge  him  £1  interest.  Credit  him  with  cash  £15  and 
Goods  £20.  Debit  him  with  Goods  £40,  and  charge  him  £2  carriage. 
Balance  his  account,  bring  down  the  balance,  and  say  whether  he  or 
you  must  pay  it. 

Exercise. 

Of»  January  1,  1910,  the  state  of  George  German's  business  was 
as  follows  :  Cash  in  hand,  £420  ;  Goods  on  hand,  £510.  Debtors  : 
A.  Ayres,  £120  ;  B.  Baird,  £75  ;  C.  Cass,  £250.  Creditors  :  D.  Dan, 
£145  and  E.  Euston,  £55. 

You  are  requested  to  find  and  credit  his  capital.  Then  enter  the 
transactions  given  below  in  suitable  books,  post  them  to  the  Ledger, 
draw  out  a  trial  Balance,  balance  the  accounts,  and  make  out  a 
Profit  and  Lo^  Account  and  Balance  Sheet. 

1910.  £     s.  d.       £     s.   d. 


an.      1. 
„        2. 

Received  Cash  of  A.  Ayres 
Wrote  off  his  Balance  as 
Debt     .... 

Received  Cash  of  C.  Cass   . 
Allowed  him  Discount    . 

104  12 
Bad 

15     7 
.     147  17    6 
2     2     6 

150    0 

6 
6 

0 

„        3. 
„       4. 
„       5. 
„       6. 

„       8. 
,,     10. 

Paid  for  Stationery     . 

Cash  Sales. 

Cash  Purchases  . 

Sold  Goods  to  C.  Cass 

Paid  Wages 

Purchased  Goods  of  D.  Dan 

2  13 

95    4 

85    3 

145  10 

7  15 
75  10 

4 
6 

4 
4 
6 
8 
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1910. 

£     s. 

d. 

£     s. 

d. 

Jan 

11. 

Received  Cash  for  a  Bad  Debt 
previously  written  ofiF     . 

25    5 

0 

)) 

12. 

Paid  for  Painting  Premises 

10    3 

6 

)} 

13. 

Drew  Cash  for  Self    . 

15    0 

0 

>> 

14. 

Charge  B.  Baird  interest  on  his 
overdue  Account     . 

1     1 

6 

j> 

15. 

C.  Cass  paid  me  Cash 
and  was  allowed  Discount 

98  13 
1     6 

4 

8 

100    0 

0 

t> 

17. 

Cash  paid  to  D.  Dan  . 
Discount  in  addition 

107  12 
2    7 

9 
3 

110    0 

47  15 

0 
2 

>t 

18. 

Sales  to  C.  Cass. 

}i 

19. 

E,  Euston  bought  Goods    . 

32  10 

9 

>> 

20. 

Received  Cash  of  B.  Braid 

76     1 

6 

a 

21. 

F.  France  sold  me  Goods   . 

160    7 

6 

>> 

22. 

Paid  E.  Euston  Cash 
Discount  in  addition 

20  10 
1  19 

0 
3 

22    9 

7  15 

3 
6 

)  > 

22. 

Paid  Wages        .... 
Sales  to  B.  Baird 

)  y 

24.' 

110  10 

8 

>> 

25. 

Paid  D.  Dan  Cash      . 
Discount  in  addition 

33  18 
1     1 

6 
6 

35    0 
130  15 

0 
6 

>» 

26. 

Bought  Goods  of  E.  Euston 

) ) 

27. 

B.  Baird  purchased  Goods  . 

34    9 

4 

»> 

28. 

Paid  F.  France  Cash  . 
He  allowed  Discount 

58  10 
1  10 

0 

0 

60    0 
32  17 

0 

ti 

29. 

Paid  Salaries      .... 

)) 

31. 

Interest  on  Capital     . 

5    0 

0 

>> 

31. 

Goods  on  hand  .... 

482  13 

9 

NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

Intermediate,  1910. 

[3  hours  allowed.] 

( You  may  answer  all  the  questions.) 

1.  Briefly  explain  :  Assignee,  Consignee,  Drawee,  Lessee,  Mort- 
gagee, Payee. 

2.  In  the  exercise  below,  R.  Roberts  forwards  an  Account  Sales 
to  the  Consignor  on  January  17.  Write  out  the  document  in 
proper  form,  and  specify  the  various  items  which  might  compose 
the  charges  incurred  on  January  13. 

3.  Set  out  a  suitable  ruling  for  a  Bills  Receivable  Book,  and  enter 
therein  from  the  exercise  below  the  Bills  received  on  January  11 
and  18. 

Exercise. 

On  January  1,  1910,  the  afiFairs  of  Vivian  Gvey  stood  as  follows — 
Cash  in  Office,  £120  ;  Bank  Overdraft,  £1,200  ;  Goods  on  hand 
£1,500  10s.;  Freehold  Premises,  £7,800;  Machinery  and  Plant 
£2,000;  Bills  Receivable,    Nos.   10,    11,  £450;  Debtors:  P.  Pain 
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£240  15s.  ;  Q.  Quick,  £410  5s.  ;  R.  Roberts,  £320  10s.  ;  Creditors : 
S.  Saul,  £290  15s.  ;  T.  Turk,  £81  5s.  ;  Bills  Payable,  Nos.  20,  21, 
£270. 

His  transactions  for  the  month  are  given  below.  You  are 
requested  to  enter  them  in  the  proper  books,  post  them  to  the 
Ledger,  and  make  out  a  Trial  Balance,  Profit  and  Loss  Account,  and 
Balance  Sheet.  All  payments,  unless  otherwise  stated,  are  made  by 
cheque  ;  all  receipts  are  paid  into  the  bank  same  day. 

1910. 

Consigned  to  R.  Roberts,  to  be  sold  on  my 

account  and  risk,  goods  invoiced  at . 
Paid  Freight  £12,  and  Insurance  £8,  on  the 

above  from  Office  Cash 
Drew  on  R.  Roberts  at  3  months  for  £200 

as  an  advance  on  the  above  consignment. 
Discounted  the  above  draft  on  R.  Roberts 

with  the  Bank  for    . 
Returned  Goods  to  S.  Saul . 
Received  P.  Pain's  cheque  . 
Discount  allowed  in  addition 
Received   payment  of  Bill  No. 

cheque 
Rebate  allowed    . 
Paid  S.  Saul  cheque 


Jan.      1. 
„        1. 


8. 
10. 
11. 
11. 
12. 
13. 

13. 
14. 
15. 

17. 

18. 

19. 
19. 
20. 
20. 

21. 
21. 
22. 
22. 


10,    £250 


Discount  in  addition 

Paid  Wages 

Cash  Purchases    . 

Received  cheque  from  R.  Roberts 

Received   a  Consignment   of  Goods   to  be 

sold  for  the  account  and  risk  of  T.  Turk 

invoiced  at 

Paid  charges  on  the  same  from  Office  Cash 
Gave  a  customer  Office  Cash  for  a  cheque 
Bought  Goods  of  S.  Saul 
Received  R.  Roberts'  acceptance 
Cash  Sales   ...... 

R.  Roberts  informs  us  that  he  has  sold  the 

Goods  consigned  to  him  for 
And  that  the  charges  amount  to 
Cash  received  for  work  done 
Discounted  B.R.    No.   11,    £200  with  the 

Bank  for  ...... 

Received  Account  Sales  from  R.  Roberts 

and  Sight  Draft  for  . 
Sold  Goods  to  P.  Pain  for  his  acceptance  at 

one  month        .... 
Bought  Goods  of  S.  Saul     . 
Gave  him  our  acceptance  at  2  months 
Received  Bill  from  Q.  Quick 
Purchased      Additional      Machinery      for 

Cheque     ...... 

Paid  Wages 

Vivian  Grey's  Drawings 

Charge  Q.  Quick  for  work  done  for  him 

Paid  for  repairs  to  Machinery — Office  Cash 


£    s.   d. 
400    0    0 


20    0    0 


197  0 

0 

40  15 

0 

237  10 

0 

3  5 

0 

249  0 

0 

1  0 

0 

247  12 

6 

2  7 

6 

60  0 

0 

185  10 

0 

120  10 

0 

600  0 

0 

20  0 

0 

10  10 

0 

120  10 

6 

200  0 

0 

275  12 

6 

500  0 

0 

30  0 

0 

25  2 

6 

198  10    0 
270    0    0 


290  3 
230  17 
120  10 
210  5 

6 
6 
6 
0 

200  0 
60  0 
30  0 
75  17 
16  5 

0 
0 
0 
6 
0 

E  E 


1910. 

Jan. 

24 

24. 

25. 

;  ; 

2o. 

)) 

26. 

»J 

26. 

>> 

29. 

29. 

»* 

31. 

>» 

31. 

31. 

31. 
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£  s.  d. 

Paid  Bill  Payable  No.  20    .        .        .         .  120  0  0 

Sales  to  P.  Pain 190  7  6 

Sales  of  Q.  Quick 384  2  6 

Sold  T.  Turk's  Consignment  for  Cash           .  760  0  0 

Our  Commission  on  the  above      .         .         .  15  0  0 
Posted  Account   Sales   aud   Cheque   to  T. 
Turk  for  net  proceeds. 

Paid  Salaries 55  0  0 

Sold  Goods  to  R.  Roberts   .         .         .         .  250  15  6 

Depreciation  of  Premises     .         .         .         .  15  0  0 

Depreciation  of  Machinery  and  Plant .         .  20  0  0 

Interest  on  Capital 45  0  0 

Stock  on  hand 402  4  0 

NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

Advanced,  1910. 

[3  hours  allowed.] 

{You  may  ansiccr  all  the  questions.) 

1.  The  following  balances  composed  the  Balance  Sheet  of  John 
Brown,  Ltd.  :  Cash  £6,000,  Bills  Receivable  £1,200,  Sundry  Debtors 
£2,500,  Stock  £5,000,  Capital  £10,000,  Bills  Payable  £800,  Sundry 
Creditors  £1,400,  Divisible  Profit  £2,500. 

It  was  resolved  to  start  a  Reserve  Fund  with  such  an  amount  of 
the  Balance  of  Profit  as  would,  when  invested,  purchase  £1,500 
Consols  at  85  (charges  neglected). 

You  are  requested  to  give  the  necessary  Journal  entries  to  effect 
this  ;  then  set  out  Ledger  Accounts  for  Investments,  Reserve  Fund, 
and  Profit  and  Loss  ;  also  draw  up  a  new  Balance  Sheet  showing 
tliese  changes. 

2.  The  Timbuctoo  Railwav  Company  issued  its  prospectus  on 
January  1,  1910,  inviting  applications  for  200,000  shares  of  £5  each, 
payable  £1  per  share  on  application,  £1  on  allotment  on  January  10, 
and  £3  on  March  1. 

In  addition,  there  was  an  issue  of  £1,000,000  3  per  cent.  Redeem- 
able Debentures,  payable  as  to  5  per  cent,  upon  application,  and  95 
per  cent,  on  January  31.  The  whole  of  the  issues  were  applied  for 
and  the  cash  duly  received,  with  the  exception  that,  on  March  25, 
the  directors  resolved  that  10  shares  upon  which  application  and 
allotment  money  had  been  paid  should  be  forfeited  for  nonpayment 
of  the  call  of  £3  per  share  on  March  1. 

Give  the  usual  Journal  entries  for  the  above  transactions,  omitting 
cash. 

3.  A  colliery  is  worked  under  a  lease  granted  by  the  Lord  of  the 
Manor  at  a  royalty  of  6d.  per  ton,  but  with  a  minimum  annual  rent 
of  £1,200,  with  power  to  recoup  short  workings.  During  the  first 
year,  40,000  tons  are  raised  ;  second  year,  44,000  tons  ;  third  year, 
52,000  tons  ;  fourth  year,  50,000  tons. 

Make  out  Ledger  Accounts  for  Royalties,  Lord  of  the  Manor  and 
Overpaid  Royalties  ;  and  say  how  you  would  deal  with  the  balance 
of  Overpaid  Royalties  when  making  up  the  Annual  Accounts. 

4.  From  tlje  following  figures  relating  to  the  Devonshire  Life 
Assurance  Company,  compile  its  Revenue  Account  and  Balance 
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Sheet  for  the  year  ending  December  31,   1909,   in  the  prescribed 
form. 

Shareholders'  Capital,  £250,000  in  2,500  Shares  of  £100  each,  with 
£10  paid  up  on  each. 

£ 

Shareholders'  undivided  Profits 33,786 

Life   Assurance   Fund   on   January    1,    1909,  including 

paid-up  Capital  and  undivided  Profits           .         .         .  1,325,412 

Claims  by  death 93,067 

Claims  matured  by  survivance          .....  47,466 

Surrenders 8,636 

Commission .         .  8,224 

Premiums 134,872 

Interest,  Dividends  and  Rents  received  ....  72,563 

Management  Expenses     .......  25,860 

Dividends  to  Shareholders 3,285 

Fines  and  Fees 201 

Income  Tax     .........  3,525 

Written  off  Securities  upon  Re- valuation         .         .         .  17,089 

Mortgages  in  United  Kingdom 172,332 

Loans  on  Company's  Policies  .         .         .         .         ...  90,152 

Freehold  Ground  Rents 1,218,310 

Claims  admitted  but  not  paid 5,846 

Claims  announced — not  admitted 22,846 

Colonial  Government  Securities 147,259 

Railway  Shares,  &c.          .......  74,145 

House  Property 105,292 

Agents'  Balances  outstanding  ......  19,976 

Oiitstanding  Interest  and  Rents  receivable      .         .         .  16,908 

Outstanding  Premiums — Head  Otrice       ....  1,465 

Sundry  Creditors     ........  142 

Cash  in  hand  and  at  Bank        ......  5, 094 

Furniture  and  Fittings '.         .  2,857 

5.  The  following  are  the  balances  of  the  Great  Southern  Railway 
for  the  half-year  ending  December  31,  1909.  You  are  requested  to 
make  out  in  the  prescribed  form  :  (1)  Capital  Account ;  (2)  Revenue 
Account ;  (3)  Net  Revenue  Account ;  (4)  General  Balance  Sheet. 


Ordinary  Stock        .         .  v 

4  per  cent.  Preference  Stock 

Debenture  Stock      ....... 

Premiums  received 

Expended  upon  lines  open  for  traffic  to  June  30,  1909 

,,  on  the  above  during  current  half-year     . 

,,  upon  Working  Stock  to  June  30,  1909   . 

„  ,,  „  during  current  half-year 

„  ,,      Maintenance  of  Way,  Stations,  &c. 

„  „      Locomotive  Power 

„  „      Carriage  and  Wagon  Repairs 

„  ,,     Traffic  Expenses    .... 

>,  ,,      General  Charges     .... 

„  „      Shipping  Expenses 

„            „      Dock  and  Harbour  Expenses  and  Re 
pairs 


£ 

5,192,500 

2,702,711 

1,526,258 

55,653 

9,181,704 

44,304 

616,961 

654 

38,373 

93,008 

14,858 

61,098 

13,342 

18,199 

9,371 
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Expended  upon  Law  Charges . 

,,  ,,      Parliamentary  Expenses 

,,  ,,      Compensation 

,,  ,,      Mileage  and  Demurrage 

,,  ,,      Rates  and  Taxes     . 

,,  „      Government  Duty 

Receipts  from  Passengers 

,,  „     Parcels,  Carriages  and  Horses 

„     Mails         .... 

,,  ,,     Merchandise 

,,  ,,     Minerals   .... 

„     Shipping  .... 

,,         ,,     Docks  and  Harbours 

,,         ,,     Rents        .... 
Interest  on  Debenture  Stock   . 
Rents  payable  on  Leased  Lines,  Guarantees, 
Balance  to  Credit  of  Net  Revenue  Account 
General  Interest  Account — Credit  Balance 
Cash  in  hand  and  at  Bank 
General  Stores — Stock  on  hand 
Traffic  Accounts  due  to  the  Company 
Amounts  due  from  other  Companies 
Amounts  due  from  Post  Office 
Sundry  Debtors       .... 
Unpaid  Dividends  and  Interest 
Debts  due  to  other  Companies 
Amount  due  to  the  Clearing  House 
Sundry  Creditors  and  Suspense  Accounts 
Fire  Insurance  Fund 

Reserve  Fund 

Employes'  Savings  Bank  Deposits  . 


&c. 
30.6.09 


£ 

2,697 

3,834 

354 

447 

31,060 

395 

106,401 

9,578 

2.641 

4.3,508 

280,448 

19,355 

39,501 

3,977 

22,894 

31,876 

62,C66 

290 

45,528 

39,363 

73,058 

12,356 

1,446 

25,103 

2,612 

59,730 

12,417 

198,806 

23,945 

22,419 

17,467 


NATIONAL  UNION  OF  TEACHERS  EXAMINATIONS. 

Elementary,  1911. 

[3  hours  allowed.] 

( You  may  answer  all  the  qicestions. ) 

1.  Rule  a  model  Petty  Cash  Book.  Enter  £10  Cash  in  hand. 
Pay  for  six  dififerent  items  of  expense  and  balance  your  book  for 
commencing  the  next  period. 

2.  When  a  merchant  keeps  his  books  by  Single  Entry  he  neglects 
to  keep  certain  accounts.  Which  are  they  ?  Also  explain  how  he 
finds  the  profit  he  has  made  daring  the  year. 


Exercise. 

On  March  1,  1911,  Samuel  Sparrow,  Merchant,  had  Cash  in  hand, 
£300  10s.  (xL  ;  Goods  on  hand,  £450  las.  Debtors  :  James  Crow, 
£220  12s.  G(/.  ;  Thomas  Finch,  £150  17s.  6<l.  ;  John  Jav,  £270  4s.  6d. 
Creditors  :  Louis  Lark,  £180  17s.  9d.  ;  Robert  Hook,  £200  2s.  'Sd, 
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Find  and  credit  his  Capital.     Enter  the  transactions  given  below 
in   suitable  books,   post   them   to   the   Ledger,    draw  out  a   Trial 

Balance,  balance   the  accounts,  and  make  out  a  Profit  and  Loss 
Account  and  Balance  Sheet. 

1911.  £    s.  d. 

Mar.     1.  Samuel  Sparrow  drew  Cash  for  Self       .         .  20    0  0 

2.  Received  Cash  from  J.  Crow           .         .         .  210    0  0 

2.  Discount  allowed  in  addition           .         .         .  10  12  6 

3.  Paid  for  Postages 1     7  G 

4.  Cash  Purchases 210     5  3 

6.     Sold  Goods  to  J.  Crow 175     6  8 

6.  Charged  him  for  Carriage   paid  on  above 
Goods 1  13  4 

7.  Received  Cash  of  T.  Finch     .         .         .         .  147     0  0 

7.  Discount  allowed  in  addition          .         .         .  3  17  6 

8.  Paid  Rates 4  15  0 

9.  Cash  Sales 130     2  6 

10.  T.  Finch  bought  Goods 180  13  4 

11.  Sales  to  L.  Lark 50    0  0 

13.     Paid  L.  Lark  Cash 127    0  0 

13.  Received  Discount  from  him  .         .         .  3  17  9 

14.  Sales  to  Hy.  Robin 135  11  8 

15.  Purchases  from  L.  Lark         ....  215  10  6 

16.  Paid  R.  Rook  Cash 195     0  0 

16.  Received  Discount  from  him  .         .         .  5    2  3 

17.  Received  Cash  from  Hy.  Robin     .         .         .  35  11  8 

18.  J.  Crow  bought  Goods 28  10  0 

20.  R.  Rook  sold  me  Goods 165    6  0 

21.  Received  Cash  of  John  Jay  in  full  settlement  255  10  0 

21.  Wrote  off  his  Balance  as  Bad  Debt        .         .  U  14  6 

22.  Bought  Goods  of  Charles  Wren     .         .         .  54    2  6 

23.  Received  Cash  for  a  Bad  Debt  written  off  two 
years  ago   .         .         .         .         .         .         .  27  1 5  0 

24.  Purchases  from  R.  Rook        .         .         .         .  45  10  2 

25.  Paid  R.  Rook  Cash 100    0  0 

27.  Received  Cash  from  J.  Crow  .         .         .  77    0  0 

28.  Paid  Wages 16  17  6 

29.  Paid  Rent 25     0  0 

31.     Interest  on  Capital 4  10  0 

31.     Stock  on  hand 529  14  9 


NATIONAL    UNION  OF  TEACHERS  EXAMINATIONS. 

Intermediate,  1911. 

[3  hours  allowed.] 

{YoiL  may  answer  all  the  questions.) 

1.  Briefly  explain  :  Ad  Valorem,  .Tale  Quale,  Accommodation 
Bill,  Case  of  Need,  60  days  sight,  Lay  Days. 

2.  John  Brown  and  Henry  White  purchase  £600  worth  of  Goods 
on  Joint  Account,  each  paying  £300.  In  addition  Brown  pays  £20 
charges,  and  is  to  be  allowed  £-^0  commission  for  managing  the 
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business.  He  sells  the  Goods  for  £700  cash  and  they  share  the 
net  profit  equally.  Brown  gives  White  a  cheque  for  the  total  amount 
due  to  him.  Make  out  a  Joint  Account  and  an  account  for  Henry 
White  as  in  John  Brown's  Ledger. 


Exercise. 

On  March  1,  1911,  the  affairs  of  Sidney  Sycamore,  Contractor, 
stood  as  follows — 

Assets :    Cash  in  Office,  £160 ;    Cash  at  Bank,  £1,500  ;    Bills 
Receivable,    No.    20,    £250,   No.    21,   £300;    John   Ash, 
£230  12s.  M.  ;  William'  Beech,  £145  7s.  6<^.  ;  Contract  1, 
Expenditure  to  Date,  £2, 100  ;  Contract  2,  Expenditure  to 
Date,    £1,800 ;    Freehold  Premises,   £10,000  ;   Plant  and 
Machinery,  £5,200;   Stock  of  Materials,  £1,850. 
Liabilities;    Bills   Payable,    No.    25,    £290,    No     26,    £175; 
Henry  Lime,  £362  10s.  6<;.  ;  Thomas  Oak,  £148  9s.  &d.  ; 
Contract  1,  instalments  received,  £1,800  ;  Contract  2,  ditto, 
£1,200. 
His  transactions  for  the  month  are  given  below.     Enter  them  in 
the  proper  books,  post  them  to  the  Ledger  and  make  out  a  Trial 
Balance,  Profit  and  Loss  Account,  and  Balance  Sheet.     All  pay- 
ments, unless  otherwise  stated,  are  made  by  cheque  ;  all  receipts 
are  paid  into  the  Bank  same  day. 


191 
Mar. 


1, 


1. 


3. 
3. 
3. 
4. 
4. 
6. 
6. 
7. 
8. 
8. 
9. 

9. 
10. 
10. 
11. 
11. 
11. 
13. 
14. 

15. 
16. 
16. 


Received  cheque  for  Bill  Receivable  No.  20. 

allowing  Rebate 
Signed  Contract  3,  to  build  Westland  Bridge 

for 

Bought  Granite  of  Hy.  Lime 

Materials  supplied  to  Contract  1 

Materials  supplied  to  Contract  2 

Materials  supplied  to  Contract  3 

Paid  Hy.  Lime  Checjue  . 

And  our  acceptance  at  1  month 

Received  cheque  from  John  Ash 

Discount  in  addition 

Bought  Bricks  of  Thos.  Oak  for  2  months  Bill 

Contract  1.     Instalment  received 

Contract  2.     Instalment  received 

Materials  in  yard  destroyed  by  fire  this  day 

Claimed  upon  Insurance  Co.  for 
Received  Wm.  Beech's  Acceptance 
Paid  Thos.  Oak  cheque . 
Discount  in  addition 
Contract  1.     Paid  Wages 
Contract  2.     Paid  Wages 
Contract  3.     Paid  Wages 
Bought  Cement  of  Henry  Lime 
Bought  a  Steam  Crane  from  Vulcan  &  Co.  for 

2  months  Bill 
Sent  Office  Cash  to  Bank 
Materials  supplied  to  Contract  1 
Materials  supplied  to  Contract  2 


£    s.    d. 
2  17    6 


000 

0 

0 

315 

5 

6 

275 

10 

0 

150  15 

6 

75 

0 

0 

122 

10 

6 

200 

0 

0 

227 

10 

0 

3 

o 

6 

275 

6 

8 

5(K) 

0 

0 

250 

0 

0 

30 

0 

0 

145 

7 

6 

146 

0 

0 

2 

9 

6 

110 

14 

6 

140 

7 

4 

48 

3 

4 

260 

7 

6 

520  10 

0 

100 

0 

0 

215 

8 

2 

160 

5 

0 

EXAMINATION  FAPUBS 


805 


1911. 

£    s. 

d. 

Mar 

.  16. 

Materials  supplied  to  Contract  3  . 

, 

255  12 

Q 

5} 

18. 

Retired  Bill  Payable  No.  25,  with  Cheque 

for 

288  15 

Q 

}  J 

20. 

Sales  to  John  Ash 

130  15 

6 

>> 

21. 

Discounted  Bill  Receivable  No.  21  with  the 

Bank  for 

297  10 

0 

J> 

22. 

Paid  for  Small  Repairs— Office  Cash      . 

4  12 

6 

J> 

23. 

Sidney  Sycamore's  Drawings 

40    0 

0 

5> 

24. 

Contract  1.     Paid  Wages      . 

150  10 

2 

J» 

24. 

Contract  2.     Paid  Wages      . 

100    8 

4 

>» 

24. 

Contract  3.     Paid  Wages 

125  10 

6 

>> 

25. 

Received  cheque  from  Insurance  Co.  in 

full 

settlement  of  claim    .... 

25    0 

0 

»J 

27. 

Contract    1    completed,    final  instalment 

re- 

ceived 

■ 

L,000    0 

G 

J> 

28. 

Contract  2   completed,  > instalment   received 
A  balance  of  £350  is  held  back  as  retention 

950    0 

0 

money  on  this  Contract. 

9> 

30. 

Paid  for  Stationery— Office  Cash  . 

3  10 

6 

»> 

30. 

Paid  Salaries 

180    2 

6 

>) 

31. 

Bank  allowed  us  Interest 

6    3 

4 

5> 

31. 

Interest  on  Capital         .... 

81  13 

4 

a 

31. 

Depreciation  of  Premises 

20    0 

0 

i> 

31. 

Depreciation  of  Plant  and  Machinery   . 

45    0 

0 

>> 

31. 

Stock  of  Materials  on  hand  . 

1,458    0 

0 

NATIONAL   UNION  OF  TEACHERS  EXAMINATIONS. 

Advanced,  1911. 

[3  hours  allowed.] 

( You  may  answer  all  the  questions. ) 

1.  Give  a  ruling  suitable  for  a  combined  Register  of  Members  and 
Share  Ledger. 

2.  Illustrate  the  sectional  system  of  self-balancing  Ledgers  by 
posting  direct  frcm  the  exercise  in  the  Elementary  stage  of  this 
examination  all  t  e  items  necessary  to  form  a  complete  Sales  Ledger, 
render  it  self-bal  ncing,  and  take  out  a  Trial  Balance. 

3.  Black  and  ""//hite  are  equal  partners  and  their  Balance  Sheet 
stands  as  follows — 


Assets  :     Cash,    £400  ;     Debtors, 

Machinery,  £2,000. 
Liabilities::  Creditors,     £1,800; 

White's  Capital,  £1,200. 


£2,000 ;     Stock,     £1,500  j 
Black's    Capital,     £2,900 ; 


They  decide  to  dissolve  partnership,  and  the  Assets  realize  the 
following  amounts:  Debtors,  £1,880;  Stock,  £1,200;  Machinery, 
£1,800.  They  receive  £100  as  Discounts  from  Creditors,  and  the 
expenses  of  Realization  amount  to  £230.  Prepare  Ledger  accounts 
showing  the  result  of  the  winding-up. 

4.  The  figures  given  below  relate  to  the  Cornwall  Colliery  Company 
lor  the  year  ending  December  31,  1910, 

You  are  requested  to  construct  from  them  a  Capital  Account  and 
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General  Balance  Sheet  on  the  Double  Account  System,  and  then 
exhibit  the  same  figures  in  a  Balance  Sheet  on  the  Single  Account 
System. 

£ 

Nominal  Capital 250,000 

110,000  Ordinary  Shares  of  £1  each  fully  paid          .         .  110,000 

60,000  6  per  cent.  Preference  Shares  of  £1  each  fully  paid  60,000 

Debentures  6  per  cent 30,000 

Bills  Payable 6,000 

Sundry  Creditors 9,000 

Lands  acquired 8,500 

Shaft  Sinking,  etc 111,000 

Plant  and  Machinery 35,000 

Wagons 13,500 

Office  Buildings 3,000 

Workmen's  Cottages 9,000 

Depreciation  Fund 20,000 

Reserve  Fund 15,000 

Balance  to  Credit  of  Profit  and  Loss  Account  .         .         .  25,000 

Stock  on  hand 12,(X)0 

Investments      .........  17,000 

Sundry  Debtors 35,000 

Cash  in  hand  and  at  Bank 30,000 

Short  Workings  Account 1,000 

The  above  figures  include  an  issue  of  10,000  Preference  Shares^ 
during  the  j'ear  1910  ;  and  tlie  following  amounts  were  also  spent 
during  the  same  period  :  Shaft  Sinking,  £6,000  ;  Machinery,  £5,000; 
Wagons,  £3,000  ;  Workmen's  Cottages,  £1,000. 

5.  From  the  following  statement  make  out  Trading  Account, 
Profit  and  Loss  Account,  and  Balance  Sheet  for  the  Motor  Manu- 
facturing Company,  Limited,  for  the  year  ending  December  31, 
1910. 

Write  oflf  the  whole  of  Preliminary  Expenses  and  depreciate^ 
Plant  and  Machinery,  Office  Furniture,  Patterns  and  Patents  at  a 
uniform  rate  of  7i  per  cent,  per  annum. 

Add  £2,000  to  the  Sinking  Fund  for  redemption  of  Debentures, 
and  leave  the  Reserve  for  Bad  and  Doubtful  Debts  at  5  per  cent.  oa. 
Sundrj-  Debtors. 

Stock  on  hand  at  the  above  date  was  taken  at  £  0,087. 

£ 

Nominal  Capital  80,000  Shares  of  £1  each.         .         .        .  80,000 

Subscribed  Capital  60,000  Shares  of  £1  each  fully  called   .  60,000 

Calls  in  Arrear 1,000 

Freehold  Premises 18,000 

Plant  and  Machinery .  20,000 

Interim  Dividend  paid 2,000 

Debentures,  5  per  cent 20,000 

Stock  31.12.09 18,750 

Office  Furniture 625 

Patterns 6,250 

Patents 3,750 

Goodwill 12,000 

Sundry  Debtors 37,500 

Sundry  Creditors 16,800 
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Cash  in  hand       ......... 

Cash  at  Bank — Current  Account 

Cash  at  Bank  on  deposit     ....... 

Balance  to  Credit  of  Profit  and  Loss  1.1.10 

Bills  Payable 

Sales 

Purchases 

Preliminary  Expenses 

Sinking  Fund  for  redemption  of  Debentures 

N.B. — This  is  represented  by  Investments  to  an 
equal  amount,  and  there  is  one  year's  interest  on 
them  at  3^  per  cent,  per  annum  due,  but  unpaid, 
at  the  date  of  making  up  these  accounts. 

Manufacturing  Wages 

Repairs  and  Renewals 

Coal    .... 

Gas  and  Water  . 

Rates,  Taxes  and  Insurance 

Office  Salaries 

Travelling  Expenses  . 

General  Expenses 

Discounts  allowed 

Discounts  received 

Directors'  Fees  . 

Royalties  paid    . 

Interest  on  Bank  Deposit 

Bad  Debts  . 

Reserve  for  Bad  and  Doubtful  Debts 

Debenture  Interest     . 


£ 

150 

3,000 

12,000 

890 

15,500 

122,000 

62,100 

400 

8,000 


30,000 

1,300 

2,225 

175 

1,250 

1,000 

1,325 

475 

2,120 

1,780 

525 

450 

300 

150 

2,250 

1,000 


LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

Junior  Grade,  1909. 

[3  hours  allowed.] 

{You  must  first  attempt  not  more  than  four  of  the  questions  in  Parti, 
aiid  aftericards  attempt  the  Statements  of  Account  in  Parts  II  and  III 
of  this  grade. ) 

Part  I. 

1.  What  is  the  use  of  the  Journal  ?  Give  two  examples  illustrat- 
ing the  class  of  items  which  can  be  passed  through  the  Journal. 

2.  What  is  meant  by  "Consignment  Account"?  Albert  Jones 
sends  to  Jamaica,  on  consignment  account,  goods  of  the  value  of 
£600.  He  also  pays  for  freight  and  insurance  charges  £22.  What 
books  would  these  entries  be  passed  through,  and  how  ? 

3.  What  do  you  understand  by  a  "Returns  Book"?  Make  the 
ruling  of  such  a  book  for  a  company  who  have  a  number  of  returns, 
and  whose  business  is  divided  into  the  three  following  departments  : 
Woollens,  cottons,  silks. 

4.  William  Robinson  owes  to  you  for  goods  sold  to  him  on  July  2, 

E  r.  2 
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1908,  £275  16s.  On  July  6,  1908,  he  sends  a  Bill  for  £125  due  on 
October  1,  1908,  and  also  cash  on  account  of  the  balance,  £62  17.«.  6t^. 
On  October  1,  1908,  he  fails  to  meet  his  Bill,  and  you  pay  for  noting 
the  dishonoured  Bill,  I5.  Qd:  On  December  31,  1908,  j-ou  receive 
from  his  Trustee  in  Bankruptcy  a  first  and  final  dividend  of  65.  8rf. 
in  the  £.     Show  William  Robinson's  Ledger  Account  in  your  books. 

5.  What  is  meant  by — 

(a)  Gross  profit, 
(6)  Net  profit? 

A  man's  turnover  for  the  year  ending  October  31,  1908,  is  £12,500, 
his  gross  profit  is  £2,500,  his  net  profit  is  £750. 

What  is  the  rate  per  cent,  on  the  turnover  for  gross  profit  and 
also  for  net  profit  ? 

6.  You  supply  Mr.  Lloyd  Asquith  with  goods  of  the  value  of 
£550,  and  he  gives  you  in  payment  a  Bill  of  Exchange  due  on 
January  1,  1909.  On  November  1,  1908,  you  discount  the  Bill  at 
the  rate  of  5  per  cent,  per  annum.  How  much  cash  will  you  receive? 
and  give  the  entry  that  you  will  make  in  your  Cash  Book  on  this 
date. 


Part  IL 

7.  On  February  1,  1909,  Henry  Wood  commenced  business  with 
the  following  assets  :  Cash  in  hand,  £50  Is.  6rf.  ;  Cash  at  Bank, 
£864  7s.  6rf.  ;  Stock-in-trade,  £560.  William  Jones  owes  him 
,£162  Is.  3d.  ;  James  Slater  owes  him  £124  2s.  M.  His  liabilities 
.are  :  John  Jackson,  £400  2s.  9(;.  ;  A.  Wilson,  £103  15s.  ;  Webster  k 
.Co.,  £156  15s. 

The  transactions  for  the  month  of  February  were  as  follows — 

Feb.    1.  Sold  Goods  to  Wm.  Jones      .... 

,,      2.  Gave  Bill  to  A.  Wilson  at  3  months  in  settle- 
ment of  his  account      .....     101 

3.  Paid  John  Jackson  on  account  (Ijy  cheque)    . 

4.  Drew  from  Bank  for  Petty  Cash     . 

5.  Cash  sales 

6.  Paid  into  Bank 

9.  Bought  of  Webster  &  Co.,  Goods    . 

11.  Received  from  Wm.  Jones,  Bill  at  4  months, 
in  full  settlement  of  his  account .         .         .     236    0    0 

12.  Bought   Ofl&ce   Furniture   and  Fittings    (by 
cheque) 50     0    0 

13.  Henry    Wood    withdraws   from    Bank,    for 
private  purposes 180    0    0 

13.     Paid  out  of  Petty  Cash,  Stamps  and  Sundry 

Expenses 3    0    0 

15.  Sold  Goods  to  Jas.  Slater  .  .  .  .  200  0  0 
17.     Jas.  Slater  returns  Goods  as  being  inferior  to 

sample 20    0    0 

19.     Paid   Webster  &   Co.    by  cheque  £300,  and 

received  Discount,  £7  10s.  .  .  .  ;  307  10  0 
23.     Paid  John  Jackson  on  account,  by  cheque, 

£100,  and  received  Discount,  £5.  .  .  105  0  0 
28.     Received  Rent  from  sub-tenant      .         .         .         6    0    0 


£  s. 

d. 

80  10 

0 

101  0 

0 

100  0 

0 

10  0 

0 

125  0 

0 

150  0 

0 

250  0 

0 
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£    5.    d. 
Feb.  28.     Drew  cheque  for  Wages  .         .         .         .       60    0    0 

And  paid  £57. 

,,    28.     Rent  due  to  Landlord 36    0    0 

„    28.     Credit  Capital  with  Interest,  £6  \0s. 
„    28.     Depreciate  Office  Furniture,  £4. 

Enter  the  above  items  in  the  proper  books,  post  to  Ledger,  and 
take  out  Trial  Balance. 

Part  III. 
8.  From   the   foregoing,    close    the   accounts,    bring    down    the 
balances,  make  out  Profit  and  Loss  Account  and  Balance  Sheet. 
On  February  28  the  Stock  amounted  to  £484  10s. 


LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

Senior  Grade,  1909. 

[3  hours  allowed.] 

( You  must  first  attem2)t  not  more  than  four  of  the  questions  in  Part  I, 
and  afterwards  attempt  the  Statements  of  Account  in  Parts  II  and  III 
of  this  grade.) 

Part  I. 

9.  What  is  the  meaning  of  {a)  forfeited  shares,  (6)  premium  on 
shares  ?    How  are  they  dealt  with  in  a  company's  accounts  ? 

10.  Having  before  you  the  Profit  and  Loss  Account  of  a  manu- 
facturing business,  what  points  would  require  attention  in  adjusting 
it  for  the  purpose  of  submission  for  Income  Tax  assessment? 

11.  What  is  a  sinking  fund?  Give  an  example,  with  imaginary 
figures. 

12.  Define  an  "Account  Current,"  and  make  out  such  an  account 
for  Alfred  Brown  in  respect  of  the  following  transactions  with 
Charles  Dawson — 

1908. 

Jan.     17.  Goods  sold  to  Charles  Dawson,  £200,  due  February  1. 

Feb.      1.  Received  cash  from  Charles  Dawson,  £50. 

Mar.    18.  Goods  bought  of  Charles  Dawson,  £300,  due  April  1. 

April    1.  Paid  to  Charles  Dawson,  cash,  £200. 

May      1.  Goods  bought  of  Charles  Dawson,  £150. 

,,      10.  Goods  sold  to  Charles  Dawson,  £120,  due  June  1. 

The  account  to  be  made  up  to  June  1,  1908,  interest  to  be  at  6 
per  cent,  per  annum,  which  may  be  calculated  by  months  instead 
of  days. 

13.  Explain,  as  applied  to  the  Balance  Sheet  of  a  Joint  Stock 
Company,  the  following — 

(a)  Capital  Authorized. 
{h)  Calls  in  Arrear, 
(c)  Mortgage  Debentures, 
\d)  Preliminary  Expenses. 
On  which  side  of  the  Balance  Sheet  would  they  appear  ? 

14.  How  should  the  figures  be  shown  in  a  company's  Balance 
Sheet  in  both  the  following  cases — 
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(a)  A  company  issues  £40  OX)  4  per  cent.  Mortgage  Deben- 
tures at  95  per  cent. 
(J)  A  company  issues  £40,000  4  per  cent.  Mortgage  Deben- 
tures at  par, 
and  undertakes  to  redeem  them  at  the  end  of  ten  years  at  £105. 

Part  II. 

1 5.  The  secretary  of  the  Cheshire  Manufacturing  Company,  Ltd. , 
takes  out  his  balances  on  December  31,  1908,  and  submits  to  you 
the  following  particulars,  from  which  T)repare  Trading  Account, 
Profit  and  Loss  Account,  and  Balance  Slieet — 

Nominal  Capital,  £150,000,  divided  into  5,000  Preference  Shares 
of  £10  each,  and  10,000  Ordinary  Shares  of  £10  each. 


Dr. 


6,000  Preference  Shares,  £10  each, 
£2  paid 

10,000  Ordinary  Shares,  £10  each, 
£5  called  up       . 

150  5  per  cent.  Mortgage  Deben 
tures  of  £100  each,  issued  at  95 

Cost  of  issue  of  Debentures 

Purchases 

Land  and  Buildings 

Fuel      .... 

Plant  and  Machinery  . 

Repairs 

Loose  Tools,  Jan.  1,  1908 

Office  Expenses    . 

Sales    .... 

Wages .... 

Discounts  received 

Discounts  allowed 

Salaries 

Bad  Debts    . 

Postage,  etc. 

Rates,  Taxes,  and  Insurance 

Travelling  Expenses     . 

Interest  and  Bank  Charges 

Directors'  Fees 

Stock,  Jan.  1,  1908 

Sundry  Debtors   . 

Sundry  Creditors 

Carriage  inwards 

Goodwill      . 

Carriage  outwards 

Debenture  Interest  paid 

Profit  and  Loss  Account,  balance 
of  loss  brought  forward  from  last 
account     ..... 

Unpaid  Calls,  Ordinary  Shares    . 

Bank  Overdraft    .... 

Cash  in  hand        .... 


s.    d. 


750 

0 

0 

43,249 

0 

0 

25,100 

0 

0 

570 

0 

0 

5,620 

0 

0 

445 

0 

0 

1,752 

0 

0 

363 

0 

0 

9,371 

0 

0 

517 

0 

0 

975 

0 

0 

275 

0 

0 

86 

0 

0 

524 

0 

0 

302 

0 

0 

75 

0 

0 

550 

0 

0 

11,420 

0 

0 

24,300 

0 

0 

220 

0 

0 

10,000 

0 

0 

410 

0 

0 

375 

0 

0 

2,243 

0 

0 

250 

0 

0 

114     0     0 


Cr. 

£  s.  d. 

10,000  0  0 

50,000  0  0 

15,000  0  0 


53,847     0    0 
324    0    0 


9,160    0    0 


1,525    0    0 


£139,856    0     0      £139,856     0     0 
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Reserve  for  Debenture  Interest,  £375. 

Reserve  for  Wages,  £50. 

Provide  for  Bad  Debts,  £400;  Insurance  prepaid,  £21. 

Depreciate  Land  and  Buildings  1  per  cent.,  and  Plant  and 
Machinery  10  per  cent. 

Reserve  for  Discounts,  5  per  cent,  on  Sundry  Debtors  and  2h,  per 
cent,  on  Sundrv  Creditors,     Stock  at  December  31,  1908,  £18,763. 

Value  of  Loose  Tools  at  December  31,  1908,  £2,000. 

Part  in. 

16.  Arthur  Arnott,  Ben  Barber,  and  Charles  Corson  carried  on 
business  in  co-partnership  as  Corn  Millers,  at  Salford.  On  October 
1,  1907,  their  capital  was  £8,000,  £5,000,  and  £2,000  respectively. 
By  the  deed  of  partnership  each  partner  was  to  have  5  per  cent, 
interest  on  his  money,  and  a  salary  of  £250  per  annum.  The  only 
amount  drawn  out  of  the  business  by  each  partner  during  the  year 
was  the  amount  of  his  salary. 

Before  taking  into  account  any  interest  on  partners*  capital, 
or  partners'  salaries,  the  profit  of  the  business  for  the  year  ended 
September  30,  1908,  was  £2,070.  Profits  were  divided  in  the  pro- 
portion of  3,  2,  1,  respectively. 

Prepare  Profit  and  Loss  Account  and  open  Partners'  Capital 
Accounts,  showing  each  partner's  position  on  September  30,  1908. 


LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

Junior  Grade,  1910. 

[3  hours  allowed.] 

{You  must  first  attempt  not  more  than  four  of  the  questions  in  Part  /„ 
ank  afterwards  attempt  the  Statements  of  Account  in  Parts  II  and  III 
of  this  Grade,) 

Part  I. 

1.  What  do  you  understand  by  an  ** Inward  Invoice"?  Inta 
what  book  would  it  be  entered  and  to  which  side  of  a  personal 
account  in  the  Ledger  would  the  amount  be  posted  ?  How  would 
it  be  dealt  with  for  easy  reference  ? 

2.  What  is  the  diiference  between  "Bankers'  Discount"  and 
"True  Discount"?  You  discount  with  your  banker  a  Bill  of 
Exchange  at  three  months  for  £200,  the  bank  rate  being  4  per 
cent.  What  amount  would  your  banker  charge  for  discounting 
such  Bill? 

3.  Who  are  the  parties  to  a  Bill  of  Exchange?  Make  out  a 
Bill  of  Exchange,  showing  the  amount  of  Stamp  Duty,  drawn  by 
K.  Hindley  on  J.  Thompson  for  £312  9s.  M.,  dated  March  5,  1909, 
at  3  months'  date.  •  Show  also  the  acceptance  and  endorsement  of 
such  Bill. 

4.  On  January  1,  1910,  John  Mason  supplies  you  with  goods 
amounting   to  £200.     His  terms  are  5  per  cent,   discount  if^  you 

Say  cash  on  Januarv  31,  or  nett  if  you  pay  by  a  6  months'  Bill 
ated  from  January  1.     Which  method  would  you  adopt  in  paying 
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Mason's  account,  assuming  that  on  January  1,  1910,  you  had  £400 
in  the  Bank  on  which  interest  was  teing  earned  at  3  per  cent,  per 
annum  ?    Give  reasons  for  your  answer. 

5.  Define  the  following  terms — 

{a)  Capital  Expenditure. 
\h)  Revenue  Account. 
(c)  Depreciation. 
{d)  Mortgage. 

6.  In  taking  out  the  balances  of  your  books  you  find  that  your 
book-keeper  has  made  the  following  errors — 

£25  paid   for   Office   Furniture  has   been  debited   to  "Trade 

Expenses  Account." 
Invoice   for  £23    for   Goods  purchased   has  not  been  passed 
through   books,   although    the   Goods  are   included   in   the 
stocktaking. 
How  would  you  rectify  these  errors  ? 


Part  IL 

7.  On  December  1,  1909,  the  balances  in  Joseph  Penn's  books 
stood  as  follows :  Cash  in  hand,  £20  18s.  M.  ;  Cash  at  Bank, 
£123  4vs.  2r/.  ;  Stock-in-trade,  £517  8.«.  ;  Fixtures  and  Fittings, 
£82  35.  There  is  owing  to  him  by  L.  Max,  £35  ;  by  Williams 
&  Son,  £2G  105.  Id.  ;  and  by  Kay  &  Co.,  £5  9s.  He  owes  to 
H.  Simpson,  £408  10s.,  and  to  H.  Taylor,  £302  Zs, 

His  transactions  for  the  month  were  as  follows — 

£    s.    d.         £    s.     d. 
Dec     1.     Borrowed    from   W.    Sykes  on 

Loan 100    0     0 

, ,       2,     Bought  Goods  from  H,  Simpnon 

for  Cash 23  12    8 

2.     And  for  Credit  .         .         .         .     55    6     2 


78  18    10 

4.  Paid  into  Bank ....  90    0     0 

5.  Received  Bill  of  Exchange  at  6 

months    in    payment    of     L. 

Max's  Account       ...  35    0     0 

6.  Sold  to  Williams  &  Son,  Goods  87  10  0 
6.  Sold  Goods  for  Cash  ...  12  0  0 
8.     Paid  H.  Simpson  on  Account  by 

Che(^le 200    0    0 

And  received  Discount       .         .     10    0    0 


Received  from  Williams  &  Son 

cheque  on  account,  which  was 

paid  into  Bank  same  day        .     60    0    0 
And  allowed  them  Discount       .       2  10     0 


210    0     0 


52  10     0 


10.  Received  Credit  Note  from  H. 

Taylor  for  Goods  returned   .  38  2  8 

11.  Sold  Goods  to  H.  Taylor  .         .  100  1  6 

12.  D.-ew  Cheque  for  Petty  Cash    .  10  0  0 


3  10 
93     1 

0 
6 

51     0 

0 

5    2 

0 

8    0 
0  18 

0 
6 

5     8 

0 

15     0 

0 
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£    s.   d. 
Dec.  13.     Bought  Stamps   out  of   Petty 

Cash  ..... 
,,  15.  Bought  of  William  Smith,  Goods 
„      18.     Repaid    W.    Sykes   by  Cheque, 

being  £50  part  Repayment  of 

Loan,^  and     £1     Interest    to 

December  31  . 
„      21.     Received    from    Kay  &    Co.   in 

Settlement  of  their  Account 
,,      22.     Received    notice    from    Official 

Receiver  that  L.  Max  has  been 

made    Bankrupt   and    has  no 

Assets. 
„     23.     Paid  Salaries  out  of  Cash  . 
,,     28.     Paid  Carriage  out  of  Petty  Cash 
,,      31.     Railway  Accounts  due  but  not 

paid        .         . 
„      31.     Joseph     Penn    withdraws     for 

private  purposes   . 
Credit  Capital  with  Interest :  £2 
Depreciate    Fixtures    and    Fit- 
tings:   £2  3s. 

'  Enter  the  above  items  in  the  proper  books,  post  to  Ledger,  and 
take  out  Trial  Balance. 

Part  III. 

8.  From  the  foregoing,  close  the  accounts,  bring  down  the 
Balances,  make  out  Profit  and  Loss  Account  and  Balance  Sheet. 
On  December  31,   1909,  the  Stock  amounted  to  £480  25.   \0d. 


LAIICASHIRE  AND  CHESHIRE  INSTITUTES. 

Senior  Okade,  1910. 

[3  hours  allowed.] 

{You  must  first  attempt  not  more  than  four  of  the  questions  in 
Fart  7,  and  afterwards  attempt  the  Statements  of  Account  in  Parts  II 
and  III  of  this  Grade. ) 

Part  L 

9.  What  are  the  advantages  of  Double-entry  Book-keeping  over 
Single-entry,  and  how  would  you  proceed  to  convert  a  single  entry 
system  into  double  entry  ? 

10.  The  Coaley  Colliery  Co. ,  Ltd. ,  pay  a  Royalty  to  a  Ground 
Landlord  of  9d.  per  ton  of  coal  raised,  with  a  minimum  of  £1,200 
per  annum,  with  power  to  recoup  short  workings.  In  1907  they 
raised  20,000  tons  ;  in  1908,  30,000  tons  ;  in  1909,  44,000  tons. 
How  would  you  deal  with  these  items  year  by  year  in  the  Profit 
and  Loss  Accounts  and  Balance  Sheets  of  the  Company  ? 

11.  What  do  you  understand  by  a  Balance  Sheet?  State  the 
method  and  sources  of  its  preparation.  How  does  it  differ  from  a 
Statement  of  Affairs  ? 
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12.  In  the  accounts  of  a  private  individual,  who  owns  his  own 
premises,  how  would  you  deal  with  the  following  for  Income  Tax 
purposes — 

(a)  HLs  Salary,  charged  against  profits. 

\b)  Interest  on  Capital. 

(c)  Life  Insurance  Premium  for  self  and  wife. 

{d)  Annual  value  of  Premises. 

13.  What  do  you  understand  by — 
(a)  Secret  Keserves. 

{h)  Cost  Accounts. 

(c)  Accommodation  Bills. 

14.  What  do  you  understand  by  a  "Deficiency  Account"  ?  Set 
out  such  an  account,  with  imaginary  figures. 


Part  XL 

15.  The  following  is  a  Trial  Balance  extracted  from  the  books  of 
the  Ideal  Newspaper  Co. ,  Ltd.,  on  December  31,  1909,  from  which 
vou  are  required  to  prepare  Revenue  Account  and  Balance  Sheet  : 
Nominal  Capital,  £100,000,  divided  into  40,000  Preference  Shares 
of  £1  each,  and  60,000  Ordinary  Shares  of  £1  each. 

Dr.  Cr. 

£  £ 

Issued— 40,000  Cumulative  Preference  Shares  of  £1 

each,  7^.  6(;.  paid 15,000 

Issued— 60,000   Ordinary  Shares  of  £1  each,  55. 

called  up 15,000 

Calls  in  advance 150 

Calls  in  arrear 73 

Freehold  Property,  January  1,  1909       .         .         .     28,000 
Plant  and  Machinery,  January  1,  1909  .         .         .       9,500 

Sundry  Creditors 7, 300 

Returns  and  unsolds 2,650 

Reserve,  January  1,  1909 10,000 

Dividends  accrued  on  Investments  .         .         .  300 

Cash  in  hand 130 

Liverpool  Banking  Co. ,  Ltd 5,295 

Sales  (cash  and  credit)   .         .         ...         .         .  22,650 

Advertisements 19,090 

Debtors 5,800 

Linotype  Installation,  January  1,  1909  .         .         .       1,300 
Linot5'pe  Installation,  additions  made  on  June  30, 

1909 135 

Additions  to  Plant  and  Machinery,  made  on  June 

30,  1909 980 

Stock,  January  1,  1909 1,750 

Investments  at  cost        ......       6,340 

Profit  and  Loss  Account,  January  1,  ICuD      .         .  7.320 

Motor-cars,  Vans,  etc.,  January  1,  1909        .         .  845 

Motor-cars,  Vans,  etc. ,  additions  made  on  Juno  CD, 

1909 ,.  90 

Purchases  of  Paper 8,250 

f . 

Carried  forward        ....  £71,440  £96,510 
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Dr. 
£ 
Brought  forward        ....     71,440 

Purchases  of  Ink 475 

Salaries 9,230 


Wages 

Trade  charges 

Correspondence 

Discounts  allowed  . 

Commission     , 

Printing  and  Stationery 

Free  copies 

Bad  Debts      . 

Bank  Interest,  Dividends, 

Repairs  .... 


etc. 


1,000 

7,860 

4,365 

855 

380 

110 

695 

75 

155 


Cr. 

£ 

96,510 


130 


£96,640  £96,640 


Reserve  for  Wages,  £48 ;  Discounts,  £350 ;  Bad  Debts,  £200. 
Depreciate  Freehold  Property  at  the  rate  of  1  per  cent,  per  annum, 
Plant  and  Machinery,  1\  per  cent,  per  annum,  Linotype  Installation, 
10  per  cent,  per  annum,  Motor- vans,  15  per  cent,  per  annum. 

The  amount  received  for  advertisements  includes  £180  for  ad- 
vertisements which  will  not  run  off  until  1910.  The  sales  include 
papers  prepaid  for  1910  amounting  to  £350.  Stock-on-hand, 
December  31,  1909,  £1,646  15s. 

Part  III. 

16.  L.  Brier  and  C.  Oke  entered  into  partnership  on  January  1, 
1905,  L.  Brier  bringing  in  cash  £8,000,  C.  Oke  bringing  in  nothing. 
The  partnership  agreement  stipulated  that  Brier  was  to  receive 
6  per  cent,  interest  on  his  capital  before  dividing  any  profit,  which 
was  divisible  three-fifths  and  two-fifths  respectively.  On  December 
31,  1909,  they  agreed  upon  a  dissolution.  A  Balance  Sheet  was 
prepared  at  December  31,  1909,  and  stood  as  follows — 


Liabilities.                £ 

Assets. 

£ 

L.  Brier,  Capital  Account     8,000 

Book  debts    . 

.     14,000 

J.  Harrison,  Loan  Account    4,000 

Stock-in-trade 

.       5,700 

Sundry  Creditors      .         .     4,200 

Machinery,  etc. 

.       2,400 

Balance  of  P.  & 

Drawings  Account : 

L.  Account     £10,000 

L.  Brier      . 

.       5,350 

Profit  for  the 

C.  Oke        . 

.       1,250 

year  1909   .         2,500 

12,500 

£28,700 

£28,700 

L.  Brier  has  not  been  credited  with  any  interest  since  the  com- 
mencement of  the  partnership.  No  interest  on  drawings  or  undis- 
tributed profits  is  to  be  taken  into  account.  The  Book  Debta 
realized  £13,600,  the  stock-in-trade  £4,900,  and  the  machinery 
£2,800,  An  amount  of  £500  was  also  received  for  goodwill,  which 
had  not  appeared  in  the  partnership  books.  Write  up  the  necessary 
accounts  to  give  efifect  to  the  above  statements,  assuming  that  all 
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liabilities  are  discharged  and  that  the  costs  of  realization,  amounting 
to  £300,  are  also  paid  by  cash.  Show  the  closing  of  the  partners' 
Capital  Accounts.  The  interest  on  L.  Brier's  capital  is  to  be  reckoned 
for  each  year  on  the  original  figure  of  £8,000,  and  no  interest  on 
interest  need  be  taken  into  account. 


LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

Junior  Grade,  1911. 

[3  hours  allowed.] 

( YoiL  must  first  attempt  not  more  thanfo'iir  of  the  questions  in  Part  7, 
and  afterwards  attemvt  the  Statements  of  Account  in  Farts  II  and  III 
of  this  grade.) 

Part  I. 

1.  What  do  you  understand  by :  (a)  Lien,  (6)  Insolvent,  [c)  E. 
and  O.E.  ? 

2.  Explain  the  meaning  and  eflfect  of  the  words  "  not  negotiable  " 
when  written  across  a  cheque. 

3.  On  January  1,  1911,  A.  Marston,  Manchester,  sella  the 
following  goods  to  ISI.  Archer,  Leeds — 

2  cwts.  best    Sugar  at  £12  per  ton,    subject    to  a  Trade 

Discount  of  10  per  cent. 
\\  cwts.  Butter  at  £5  per  cwt.,  subject  to  a  Trade  Discount 

of  20  per  cent. 
2  gross  Eggs  at  M.  per  doz.,  subject  to  a  Trade  Discount  of 

33J  per  cent. 
6  cwts.  Bacon  at    £6   105.    per  cwt.,   subject  to    a    Trade 

Discount  of  25  per  cent. 
Terms,  2J  per  cent,  monthly. 
Make  out  Invoice. 

4.  On  February  1,  1911,  Messrs.  Rhodes  k  Co.,  Stockport, 
drew  a  Bill  of  Exchange  upon  John  Ellis,  of  Liverpool,  for  £325  at 
four  months*  date,  which  was  duly  accepted  payable  at  the  Man- 
chester and  County  Bank,  Liverpool ;  after  acceptance  the  Bill  was 
endorsed  to  Albert  Blackston,  Preston.  Draw  the  Bill  of  Exchange 
showing  Acceptance,  Endorsement,  and  Stamp  Duty. 

5.  Referring  to  the  previous  question,  supposing  the  Bill  at  due 
date  was  returned  dishonoured,  and  the  endorsee  arranges  with  the 
acceptor  to  accept  a  new  Bill  of  Exchange  dated  the  due  date  of  the 
one  dishonoured  at  four  months  plus  Interest  at  5  per  cent,  per 
annum  for  the  period  and  2s.  6rf.  expenses. 

Make  the  Journal  entries  in  the  books  of  the  acceptor. 

6.  What  is  a  Trial  Balance  and  what  are  its  uses  ? 

• 

Part  IL 

7.  On  January  1.  1911,  L.  Huiitlev  commenced  business  with^ 
assets :  Cash  in  hand,  £32  18.?.  9d.  ;  Cash  at  Bank,  £133  16s.  Id.  ; 
Goods  on  hand,  £412  8s.  ;  M.  Saunders,  £38  10s.  ;  F.  Hartley, 
£53  18s.  ;  S.  Fearnley,  £86  12s.  M.  ;  and  Horses  and  Carts,  £53; 
Liabilities:  A  Knowles,  £219  lis.  6(/.  ;    and  W.  Qose,  £291  12s. 

His  transactions  for  the  month  were  as  follows — 
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Jan. 


Bought  Goods  for  cash 

Received  from'M.  Saunders  cheque 
for  his  account  and  allowed 
him   5   per   cent.  Discount. 

Sold  Goods  to  S.  Fearnley  for  cash 
On  credit  .... 


of 


£    s.  d. 


12  19 
53     1 


8. 

9. 
10. 
11. 


12. 


Accepted    A.    Knowles'    Bill 

Exchange  at  4  months     . 
Received  from  S.  Fearnley  cheque 

and  paid  same  into  Bank         .       82     0 
And  allowed  him  Discount         .         4  12 

Sent  Credit  Note  to  F.  Hartley 

for  Goods  damaged  . 
Sold  Goods  to  M.  Saunders 
Bought  Goods  from  W.  Close 
Sent  cheque  to  W.  Close      .         .     142  10 

And  he  allowed  me  Discount  .         7  10 


£    s.  d. 
25  10    0 


66    0  11 

219  11  6 

86  12  8 

9    7  6 

43  18  0 

18    3  5 

150    0  0 


58  10    0 
7  10    6 


15    0    0 


Bought  a  new  Horse  and  paid  for 

same  by  cheque        ...  21     0     0 

„    13.     Paid  Wages  by  Cash    ...  10    5    0 

,,    15.     Received  cheque  on  account  from 

M.  Saunders    ....  20    0    0 

„    18.     Paid  into  Bank     ....  35    0    0 

,,   20.     Returned  Goods  to  W.  Close,  not 

up  to  sample    .... 
,,   22.     Paid  Cash  for  carriage 
„   23.     M.    Saunders   failed   and  paid   a 

composition  of  6s.  M.  in  the  £ 

into  our  Banking  Account. 
„    28.     L.  Huntley  pays  his  private  ac 

counts  by  cheque     . 
,,   31.     Depreciate  Horses  and  Carts        .         2    8    0 
,,    31.     Credit  capital  with  interest .         .         1  10     0 
,,   31.     Gas  and  Water  Account  due        .         9  116 
Enter  the  above  items  in  the  proper  books,  post  to  Ledger  and 
take  out  Trial  Balance. 

Part  III. 

8.  From  the  foregoing,  close  the  accounts,  bring  down  the 
balances,  make  out  Profit  and  Loss  Account  and  Balance  Sheet. 
On  January  31,  1911,  the  Stock  amounted  to  £355  55.  M. 

LANCASHIRE  AND  CHESHIRE  INSTITUTES. 

Senior  Grade,  1911. 

[3  hours  allowed.] 

( You  must  first  attempt  not  more  than  four  of  the  questions  in  Part  7, 

and  afterwards  attempt  the  Statements  of  Account  in  Parts  II  and  III 

of  this  grade. ) 

Part  I. 

9.  The  following  is  the  Profit  and  Loss  Account  of  John  Aines, 
for  the  year  ended  March  31,  1911,  he  having  started  business  on 
April  1,  1910. 
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£      s.  d.  £       s.  d. 

To  Stock,  April  1,  By  Sales        .        .     8,000    0    0 

1910      .         .     2,123    0    0      ,,  Stock;      March 
,,  Purchases         .     5,896    0    0  31,  1911    .         .     1,548    0    0 

,,  Trade  expenses        748     1     8 
,,  John         Aines, 

salary   .         .        150    0    0 
,,  Life  Insurance  93    0    0 

,,  Schedule    "A" 

tax        .         .  7    0    0 

, ,  Mortgage  inter- 
est £70,   less 

tax,£41s.8rf.  65  18    4 

„  Depreciation  10 

per  cent,  per 

annum  .         .        212    0    0 
,,  Interest  on 

Capital  .        103    0    0 

„  Net    profit    for 

the  year        .        150    0    0 


£9,548    0    0  £9,543     0    0 

Make  out  summary  for  Income  Tax  purposes,  showing  the  tax 
payable,  assuming  that  the  sui-veyor  has  agreed  to  assess  on  the  one 
year's  profits.  The  business  premises  belong  to  John  Aines,  and 
are  assessed  under  Schedule  "  A  "  at  £120.  Ihe  allowance  for  wear 
and  tear  is  5  per  cent. 

10.  What  do  you  understand  by — 

(a)  Floating  Capital. 

lb)  Fixed  Capital. 

(c)  Gilt-edged  Securities. 

11.  On  December  31,  1910,  your  Cash- Book  shows  that  you  have 
in  Bank  the  sum  of  £1,200.  On  checking  your.  Cash  Book  with 
the  Bank  Pass  Book  you  find  that  cheques  drawn  amounting  to 
£212  have  not  passed  through  the  Bank,  and  also  that  the  Bank 
have  not  credited  you  with  a  sum  of  £108  cheques  paid  in  on 
December  31,  1910.  On  the  same  date  the  Pass  Book  shows  that 
the  Bank  have  credited  you  with  interest,  less  charges,  £24,  which 
you  have  not  passed  through  your  Cash  Book.  Draw  up  a  Recon- 
ciliation Account  showing  adjustments  between  your  Bank  Pass 
Book  and  Cash  Book. 

12.  Explain  the  difference  between — 

(a)  Debenture  Stock. 

(b)  Debentures  to  Bearer. 

(c)  Debentures  to  Registered  Holder. 

13.  What  do  you  understand  by  the  "  Double  Account  System  " 
and  in  what  way  does  it  differ  from  the  ' '  Single  Account  System  ?  " 

14.  On  December  31,  1910,  John  Allison  and  Albert  Baker, 
trading  as  Allison  &  Baker,  Cotton  Spinners,  before  taking  out 
their  Balance  Sheet  for  the  year,  decide  to  have  a  re-valuation  made 
of  certain  mill  premises  which  form  part  of  the  assets  of  the 
business.  On  the  re-valuation  being  made  it  is  found  that  the 
property  is  worth  £10,000  more  than  is  shown  in  the  books.  It  is 
their  desire  that  the  true  value  shall  be  shown  on  their  Balance 
Sheet.  How  would  you  give  effect  to  this  in  the  books  of  the 
business  ? 
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Part  II. 
15.  The  following  is  a  Trial  Balance  extracted  from  the  books  of 
of  the  Pleasant  Hotel  Co.,  Ltd.,  on  December  31,  1910,  from  which 
you  are  required  to  prepare  Revenue  Account  and  Balance  Sheet. 

Nominal  Capital,  £25,000,  divided  into  10,000  5  per  cent.  Cumu- 
lative Preference  Shares  of  £1  each,  and  10,000  Ordinary  Shares  of 
£1  each,  and  5,000  Deferred  Ordinary  Shares  of  £1  each. 

Dr.  Cr. 

Issued — 8,500  5    per  cent.    Cumulative  £    s.  d.  £    s.  d. 

Preference  Shares  fully  paid  8,500    0    0 

9,000    Ordinary     Shares    fully 

paid 9,000    0    0 

5,000  Deferred  Ordinary  Shares 

issued  to  vendors  as  fully  paid  5,000    0    0 

Purchases — Beer,  Wine  and  Spirits,  etc. 

Provisions 
Wages  and  Salaries 


Licences 


etc. 


Rates,  Taxes,  Insurance 

Laundry 

Taking— Beer,  Wines,  Spirits,  etc 

Sales  of  Food  . 

Coals 

Carriage  and  Porterage 

Sundry  Trade  Expenses 

Advertising     . 

Repairs  . 

Apartments    . 

Billiards 

Sundry  receipts 

Discounts  received 

Transfer  fees  . 

Freehold  Land  and  Buildings 

Furniture  and  Fittings  . 

Stock  on  hand,  .January  1,  1910 

Beer,  Wines,  Spirits,  etc.  . 

Provisions  .... 
Cash  in  hand 

Parrs  Bank,  Ltd.   ... 
Preliminary  expenses  of   formation 

Company    . 
200  4|  per  cent.  1st  Mortgage  Deben 

tures  of  £100  each 
Debenture  Interest   paid   less    tax 

October  31,  1910 
Profit  and   Loss  Account,  January   1, 

1910    .... 
Sundry  Creditors  . 
Investments  . 

Goodwill  at  cost  to  Company 
Interim       Dividend      on       Preference 

Shares,  half-year  to  June  30,  1910      . 

Reserve  Fund 

Debtors  for  apartments  not  yet  entered 
Additions  to  freehold    .... 


5,450 
4,580 
5,230 
1,890 
313 


129 
236 

584 
471 
208 


7,862 
6,263 


8,191 

212 

159 

390 

6 


35,000 
3,671 

2,128 
320 


0 
0 

0 
0 
123  12 


of 


to 


864    0    0 


706    5    0 


0    0 


2,212   0   0 


20,000   0   0 


5,069 
10,000 

0 
0 

0 
0 

1,510  0  0 
4,980  0  0 

200 
152 

2 

0 

1 

0 

5,000  0  0 
152  0  0 

£79,437    0    0  £79,437   0  0 
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Reserve  for  Debenture  Interest,  less  tax  at  Is.  2d.  in  the  £  ; 
Wages  and  Salaries,  £128.  Stock,  December  31,  1910:  Beer,  Wines, 
Spirits,  etc.,  £2,520;  Provisions,  £164. 

Depreciate  Furniture  and  Fittings  5  per  cent,  for  the  year,  Land 
and  Buildings  nil. 

Also  make  out  Profit  and  Loss  Appropriation  Account  assuming 
that  after  the  Ordinary  shareholders  are  allowed  10  per  cent,  free  of 
tax,  it  is  suggested  the  Deferred  Ordinary  shareholders  are  to  be 
paid  a  dividend  of  10  per  cent,  free  of  tax,  and  the  balance  carried 
forward  to  next  year. 


Part  IIL 
(7%is  exercise  m/ust  he  worked  on  page  3  of  the  %oorking form.) 

16.  W.  Lone  and  T.  Stanley  are  trading  as  partners  in  the  firm 
of  Lone,  Stanley  &  Co. ,  profits  being  shared  as  follows — 

W.  Lone,  two-thirds  ;  and  T.  Stanley,  one-third.  The  following 
is  the  Balance  Sheet  of  Lone,  Stanley  &  Co.,  as  at  December  31, 
1908— 

LIABILITIES.  £        a.     d.  ASSETS.  £       S.    d. 

W.  Lone,  Capital  Cash    .         .         .  2(X)    0    0 

Account    .        .       2,000    0    0    Sundry  Assets     .     27,600    0    0 

T.  Stanlev,  Capi- 
tal Account       .       1,800    0    0 

Sundry  Creditors     24,000    0    0 


£27,800    0    0  £27,800    0    0 


On  Januar}'  1,  1909,  they  admit  M.  Maxwell  as  a  partner  on  the 
following  terms — 

(rt)  Profits  are  to  be  divided  as  to  three-sixths  to  W.  Lone, 
two-sixths  to  T.  Stanley,  and  one-sixth  to  M.  Maxwell. 

(6)  M.  Maxwell  to  bring  in  £1,000  as  his  Capital. 

(c)  A  Goodwill  Account  is  to  be  raised  for  £1,800,  this  sum 
to  be  credited  to  the  old  partners. 

{d)  W.  Lone  is  at  lil:>erty  to  withdraw  £400  of  his  Capital  on 
January  1,  1909. 

(«)  M.  Maxwell  to  have  a  salary  of  £400  per  annum  out  of 
'  profits. 

(/)  Interest  to  be  allowed  on  partners'  Capital  Accounts  at 
the  rate  of  5  per  cent,  per  annum.  No  interest  on 
ordinary  drawings  to  be  taken  into  account.  Each 
partner  is  at  liberty  to  draw  £40  a  month  in  anticipatiwi 
of  profits  (in  the  case  of  M.  Maxwell  tlie  £40  is  in 
anticipation  of  profits  and  salary). 

Assume  that  all  transactions  mentioned  above  have  been  carried 
out.  The  profits  for  the  year  ended  December  31,  1909,  before 
making  any  allowance  for  M.  Maxwell's  salary  or  for  interest  on 
partners'  Capital  amounted  to  £2,510. 

Show  the  partners'  Capital  Accounts  at  December  31,  1909. 
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MIDLAND  COUNTIES  UNION   OF   EDUCATIONAL 

INSTITUTIONS,  1909. 

Elementary. 

Part  I.     Compulsory. 

On  June  1,  1908,  the  books  of  Mr.  John  Erown  showed  the 
loUowing  balances — 

Dr.,  Cash  at  Bank  £350  12-^.  6d.,  Cash  in  hand  £10  145.  Sd., 
Stock  in  Trade  £1,003  14s.  8^^.,  Machinery  and  Plant  £250  18s.  9d., 
Furniture  and  Fittings  £120  12s.  6d.,  K.  Jevons  £93  16s.  2d., 
P.  Thomas  £140  17s.  9d. 

Crs.,  S.  Tailby  £125  16s.  7d.,  R.  Adams  £202  10s.,  Capital  £1,643. 
His  transactions  for  the  month  were  as  follows — 

£     s.    d.  £    s.  d. 

June     1.     Bought  of  S.  Tailby,  8  tons  of 

iron,  at  £6  Is.  3^^.  per  ton     .  48  10    O 

,,       2.     Paid  by  cheque,  S.  Tailby        .     122  14     0 
Discount  .         .         .         .         .         3     2     7 

,        125  16    7 

'  „       4.     Sold  S.  Tonks  3  Rolls  of  Zinc 

at  25s 3  15    0 

,,       6.     Sold  P.  Thomas  10  tons  Rails, 

at  £14 140    0    0 

,,       9.     Received   by   cheque  account, 

R.  Jevons      ....       91  10     0 

Discount 2    6    2 

93  16    2 

„     10.     Bought  of  S.  Tailby  150  tons  of 

Scrap  Iron,  £4  10s.  per  ton  .  675     0    0 

,,     11.     Sold  for  Cash  70  tons  Castings, 

£6  15s.  per  ton     .        .         .  472  10    0 

„     II.     Paid  into  Bank  ...  534     0    0 

,,     12.     Jolm  Brown  paid  Private  Ac- 
count, W.  Gregg,  by  cheque  15  10    0 
,,     14.     Received  Account,  P.  Thomas, 

Cash 132    0    0 

Discount 3  17     9 

Allowance  for  Defective  Goods         5     0     0 

140  17     9 

,,     15.     Bought  of  R.  Adams,  80  tons 

Pig  Iron,  £10  per  ton   .         .  800    0    0 

,,     16.     Paid  by  Cash,  carriage  on  Pig 

Iron  from  Adams  .         .  5     6     8 

„     19.     Paid  into  Bank         ...  132    0    0 

,,     19.     Paid      by     cheque,      Account 

R.  Adams     .         .         .         .     197     8     9 
Discount  .         .         .         .         .         5     13 

202  10    0 

„     21.     Sold  to  R.  Jevons  70  tons  Rails 

at  £14  10s.  per  ton       .         .  1,015    0    0 

„     24.     Paid  Rent  of  Yard  by  cheque  10  15     0 

„     23.     Received   cheque,   P.   Thomas, 

and  paid  into  Bank       .         .     133     0     0 
Prompt  Cash  Discount  .         7     0    0 

„ 140    0    ^ 
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£    s.   d. 
June  28.     Drew  cheque  for  Office  use       .  40    0    0 

„     28.     Paid  by  cash  :  Wages,  £18  10s. ; 
Trade     Expenses,      £5 ; 
Carriage,  £6;  J.  Brown, 
Private  Account,  £15. 
„     30.     Stock  in  hand  ....  1,142  16     8 

From  the  foregoing  particulars,  post  the  necessary  accoiints,  and 
prepare  Profit  and  Loss  Account  and  Balance  Sheet  at  June  30, 
1908. 


Part  IL 

{Fmtr  questions  only  are  to  he  attempted.  Answers  arc  to  he  given 
briejiy. ) 

1.  What  is  meant  by  the  terms  E.  and  O.E.,  B/L,  Deed  of 
Assignment  and  Consignee  ? 

2.  L.  Brown  paid  T.  Jones  £40  2s.  6d.  by  cheque.  Give  the 
form  of  cheque. 

3.  What  is  the  difference  between  Invoice  and  Statement  of 
Account  ?    Give  a  form  of  the  latter. 

4.  What  is  meant  by  pro  forma  Invoice,  and  under  what  circam- 
stances  is  it  generally  used  ? 

5.  What  is  a  Debit  Note,  and  in  what  does  it  differ  from  an 
Invoice  ? 

G.  What  is  the  chief  advantage  in  keeping  a  Purchase  Day-Book 
and  a  Sales  Dav-Book  instead  of  Journalizing  all  Purchases  and 
Sales  ? 


MIDLAND  COUNTIES   UNION   OF  EDUCATIONAL 
INSTITUTIONS,  1909. 

Intermediate. 

Part  I.     Compulsory. 

W.  Smith  is  a  Manchester  Warehouseman.  On  September  30, 
1908,  his  position  was  as  follows — 

Afscts.  Cash  Balance,  £10  14s. .  Sd. ;  Cash  at  Bankers, 
£2,003  16s.  7d.  ;  Bills  Receivable,  £650  10s.  4d.  ;  Horses  and 
Carts,  £540  17s.  6d.  ;  Furniture,  Fittings,  and  Fixtures,  £370  19s.  6d. 

Stock- 
Heavy  Goods  Department  (Wool  and  Linens),  £3,006  18s.  9d. 
Fancy  Goods  Department  (Silks,  Velvets,  etc.)  £1,510  17s.  6d. 
L.   Stevens,  £750  18s.  9d.  ;  P.   Tonks,  £270  13s.  4d.  ;  Balance  due 
from  Estate  of  Turner  &   Co.,  Original  Debt,  £350  17s.  2d.,  one 
Tlalf  of  which  has  already  been  written  off  to  Bad  Debt  Account. 

Liabilities.  Dreyfus  &  Co.,  £970  17s.  M.  ;  Rylands  &  Son, 
£1,189  16s.  4rf.  ;  Loan  Account,  Mrs.  J.  Smitli,  £3,000  (bearing 
interest  at  the  rate  of  5  per  cent,  per  annum) ;  Bills  payable, 
£240  16s.  Qd,  ;  Capital,  £3,890  4s.  Qd. 
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Oct. 

1 

a 

2. 

)) 

4. 

»j 

4. 

5. 

>» 
>> 
>> 

10. 
10. 
10. 

>> 

13. 
13. 

>* 

17. 

>> 

18. 

9) 

19. 

»> 

20. 

23. 


„     29. 
„     29. 


29. 
29. 
29. 


Repaid  Mrs.  J.  Smith  part  of 
Loan  Account  by  cheque 

Bills  Receivable  (Thompson 
&  Qo.)  Paid  into  Bank  for 
collection       .... 

Sold  to  L.  Stephens,  Linen 
Goods   ..... 

Sold  to  L.  Stephens,  Velvet 
(joods 

Thompson  k  Co.  being  unable  to 
meet  the  whole  of  their  Bill 
due  this  day  (£370  14s.  M.), 
renewed  part ;  giving  cheque 
for  £150  to  enable  them  to 
take  up  their  Bill,  and  re- 
ceiving fresh  Bill  for 
£150  155.  at  1  month. 
(Interest  and  Expenses,  15s.) 

Cash  Sales,  Heavy  Dept.  . 

Cash  Sales,  Fancy  Dept.    . 

Paid  into  Bank 

Contracted  with  Dreyfus  &  Co. 
for  1,200  boxes  of  Velvet  at 
£2  per  box,  to  be  delivered 
by  them  100  boxes  per  month. 

Receiv'ed  of  L.  Stephens,  cheque 

Bill  at  2  months 

Discount   ..... 


£    s.  d. 


170  18 
210  15 


350 

382 

18 


Paid  into  Bank  .         .     -   . 

Cash  Sales,  Heavy  Dept.  .         .     210  17     6 

Cash  Sales,  Fancy  Dept.    .         .     275  14     3 

Paid  into  Bank  .         .         . 

Bills  payable  due  this  day  paid 

by  Bank        .... 
Paid  Rylands  &  Co.  by  cheque  1,165  18   10 

Discount       .         .         .         .       23  17     G 


Received  first  delivery  of  Velvet 
from  Dreyfus  k  Co.  100  boxes. 

Discounted  Stevens'  Bill  with 
our  Bank       .... 

Discounting       .... 

Received  hrst  and  final  Divi- 
dend of  5s.  in  the  £  from 
the  Trustee  of  Turner  k  Co.  's 
Estate 

Paid  into  Bank 

Cash  Sales,  Heavy  Dept. 

Cash  Sales,  Fancy  Dept.    . 

Paid  into  Bank 
Drew  cheque  for  Office  use 
Paid  Wages       .... 
Paid  Carriage  Account. 


382 

1 


315 
427 


£  s.  d. 

1,000  0    0 

370  14"   6 

273  16    3 

75  9    8 


381  14    3 


750  18     9 
350    0     0 


483  11     9 
240  16     6 

1,189  13     4 


87  14     4 
87  14    4 


742    7  2 

742    7  2 

150    0  0 

3S  16  8 

22    6  9 
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£      s.     d.        £    s.    d. 
Oct.  29.     Paid  Horse  Keep  and  Carriage .  12  18    3 

„     29.     Paid  W.  Smith  Private  Account  27  10     0 

,,     29.     Paid  Credit  Loan  Account,  Mrs. 
J.     Smith,    with     1    month 
interest. 
Stock.     Heavy  Dept.         .         .  2,206  16    6 
Stock.     Fancy  Dept.  .         .      928  16    6 

Draw  out  the  Profit  and  Loss  Account  and  Balance  Sheet. 

Part  IL 

{Five  questions  only  are  to  he  attempted.     Answers  are  to  he  given 
hriefiy. ) 

1.  Give  ruling  of  Bills  Receivable  Book  and  one  specimen  entry. 

2.  What  is  meant  by  Contra  Account,  and  how  should  the  same 
be  kept  ? 

3.  What  is  meant  by  renewing  a  Bill  ?  How  should  you  treat  the 
following  transaction  :  W.  Jones  renews  T.  Brown's  Acceptance, 
£50  ? 

(«)  When  W.  Jones  retains  possession  of  Bill. 

{h)  When  W.  Jones  has  discounted  the  Bill  with  his  Bankers. 

4.  What  is  meant  by  Consignee,  Lien,  Demurrage,  Owner's  Risk  ? 

5.  Explain  the  terms  F.O.B.,  Bill  of  Lading,  C.LF.,  Certificate 
of  Origin. 

6.  \Vhat  items  are  proper  to  a  Trading  Account,  and  wht^t  class 
of  items  should  be  included  in  a  P.  and  L.  Account  ? 

7.  AVhat  is  meant  by  Endorsing  a  Cheque,  and  what  signatures 
would  Smith  &  Co.'s  Bankers  require  upon  a  Cheque  in  the 
following  transaction? — 

W.   Brown  pays   Smith  &  Co.'s  Account,  £30,  by  cheque   of 
W.  Tonkins,  drawn  in  favour  of  R,  Harris. 


MIDLAND   COUNTIES  UNION   OF   EDUCATIONAL 
INSTITUTIONS,  1909. 

Advanced. 
Part  I.     Compulsory. 

G.  Sykes  and  R.  Simpson  trade  as  the  Simplex  Manufacturing  Co. 
The  following  was  the  Trial  Balance  of  their  books  for  the  twelve 
months  ending  December  31,  1908.  Prepare  Trading  Account, 
Profit  and  Loss  Account,  and  Balance  Sheet. 

Make  the  following  Provisions  and  Reserves.  Profits  or  Losses 
to  be  shared  equally.  Interest  at  5  per  cent,  on  Partners'  Capital 
Accounts,  ignoring  Drawings.  Transfer  £75  from  Purchases 
Account,  and  £115  from  Wages  Account  lo  Additions  to  Plant ; 
Depreciate  Plant  Account  5  per  cent.  oflF  balance  and  25  per  cent, 
ofif  additions  ;  Depreciate  Furniture  and  Fittings  Account  5  per 
cent.  ;  add  to  Leasehold  Premises  Redemption  Account  2^  per  cent. 
Interest  on  balance  and  Annual  Instalment  of  £37  10s.  ;  Reserve  for 
Bad  and  Doubtful  Debts  5  per  cent,  on  Debtors. 

Before  dividing  profits,  J.  Smith,  the  Works  Manager,  is  to 
receive  a  Bonus  on  the  net  profits  of  2  per  cent,  up  to  £2,500,  and 
li  per  cent,  on  any  profits  over  that  amount. 
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Trial  Balance,  December  31,  1908. 


<jr.    Sykes,  Capital  Account,   Jan.    1 

1908 

G.  S3'kes,  Drawings  Account 

R.  Simpson,  Capital  Account,  Jan.  1 

1908 

R.  Simpson,  Drawings  Account . 

Leasehold  premises     . 

Leasehold  premises,  Redemption    Ac 

count        ..... 
Plant,  Machinery  and  Tools,  Jan.   1 

1908 

Plant,    Machinery   and     Tools,     Ad 

ditions  during  the  year  . 
Furniture,  Fittings  and  Fixtures 
Cash  Account     .... 
Lloyds  Bank,  Ltd, ,  Current  Account 
Bills  Receivable  Account    . 
Bills  Payable  Account 


Purchases 

Wages  Account,  Producers 

Wages  Account,  Non-producers 

Discounts  received  and  allowed  . 

Carriage  and  Freight . 

Sundry  Trade  Expenses 

Ground  Rent,  Rates  and  Taxes  . 

Coal,  Gas  and  Water,  Works  Account 

Coal,  Gas  and  Water,  Office  Account 

Bank  Charges      . 

Creditors     .         .         . 

Debtors 

Bad  Debt  Account 

Repairs  to  Plant 

Stock  Account,  Jan.  1,  1908 


Stock,  Dec.  31,  1908,  £6,378  125.  U. 


Dr. 

Cr. 

£      s. 

d. 

£ 

s.  d. 

8,500 

0  0 

1,000  0 

0 

6,444 

1  0 

750  0 

0 

3,270  10 

6 

675 

0  0 

6,012  11 

8 

252  17 

4 

873  14 

6 

35  17 

2 

1,014  16 

7 

1,173  16 

2 

4,573  19  10 

38,350 

2  6 

22,753  14 

8 

7,042  12 

9 

1,013  10 

6 

1,975  14 

6 

1,162 

8  10 

457  16 

9 

282  12 

8 

472  16 

9 

522  19 

7 

89  17 

1 

54  13 

9 

5,003  16  2 

9,872  12 

6 

152  12  9 

63  18  10 
5,274  16  10 


£04,862  1  1  64,862  1  1 


Part  II. 

{Five  questions  only  are  to  he  attempted.  Answers  are  to  be  given 
hricfly.) 

1.  What  are  the  rights  and  privileges  of  the  holders  of  :  Mort- 
gage Debentures,  Cumulative  Preference  Shares,  Deferred  Shares  ? 

2.  T.  Brown  purchased  a  secondhand  Lathe  for  £25,  which  he 
used  for  some  time  ;  but  subsequently  purchased  a  more  modern 
Lathe  from  Messrs.  Sagar  &  Co.,  for  £65,  they  agreeing  to  take  the 
old  Lathe  in  exchange  in  part  payment  ;  allowing  for  same  £35. 
Show  these  entries  in  T.  Brown's  Accounts. 

3.  How  should  a  manufacturer  arrange  his  Trading  Account 
having  regard  to  the  checking  of  his  Costs  Accounts  ? 
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4.  Messrs.  Thompson  k  Co.  of  Canada,  instruct  P.  Brown,  of 
London,  to  draw  upon  them  at  sight  in  payment  of  Account 
£57  10s.  Give  the  form  of  the  Bill,  and  describe  how  P.  Brown 
would  proceed  to  collect  the  same. 

5.  Explain  the  meaning  of  Receiver,  Liquidator,  Trustee,  Deed 
of  Assignment. 

6.  A  firm  keep  five  Sales  Ledgers.  What  rulings  would  be 
necessary  in  the  Cash  Books,  Sales  Day  Books,  and  Returns  Book 
to  enable  them  to  have  each  Ledger  separately  balanced,  and  what 
items  would  need  journalizing  to  enable  this  to  be  systematically 
carried  out? 

7.  The  Reserve  Fund  of  a  Limited  Company  is  invested  in 
Consols,  the  market  price  of  which  varies  from  time  to  time  ;  how 
would  these  fluctuations  be  dealt  with  in  preparing  their  Balance 
Sheets? 


MIDLAND  COUNTIES  UNION  OF   EDUCATIONAL 

INSTITUTIONS,  1910. 

Elementary. 

Part  I.     Compulsory. 

Mr.    F.    Connor's    books    disclosed    the    following    Assets    and 

Liabilities  on  June  30,   1909 — 


Cash  in  hand 
Cash  at  London  and  C: 
C.  Porter,  debtor. 
H.  Willis,  debtor. 
C.  W.  Harrison,  debto 
Stock  on  hand 

J.  Berry     . 

P.  White  . 

R.  Spencer 

Hy.  Smithson    . 

Capital 


ty  Ban!: 


£  s. 

d. 

£  s. 

d. 

74  9 

6 

477  19 

2 

35  9 

4 

24  17 

2 

10  17 

3 

500  6 

0 

54  17 

2 

21  18 

0 

14  15 

7 

64  9 

6 

967  18 

2 

£1,123  18    5  £1,123  18    5 


Open  the  books  by  a  Journal  entry,  enter  up  and  post  the  follow- 
ing, after  which  make  out  a  Trial  Balance,  a  Profit  and  Loss 
Account,  and  a  Balance  Sheet,  as  at  July  31,  1909. 

Note. — Candidates  may  {a)  write  up  and  Balance  the  Cash  Book, 
and  journalize  the  remaining  transactions  or  {h)  journalize  all  the 
transactions.  Additional  marks  will  be  given  for  writing  up  and 
balancing  the  Cash  Book. 


1909. 
July    1. 

„  3. 

„  3. 

,,  3. 

,,  5. 

„  5. 

,,  7. 

M  10. 


Paid  cheque  to  J.  Berry  in  settlement  of  his 

account        .... 
Sold  Goods  to  D.  Kemp 
Received  Cash  from  H.  Willis 
Allowed  Discount  . 
Paid  H.  Smithson  cheque 
Discount  .... 

Sent  C.  Porter  Credit  Note  for  Goods  soiled 
Purchased  from  R.  Spencer,  Goods 


£    5.     d. 


53  10 

0 

67  14 

0 

23  18 

6 

0  18 

8 

62  17 

3 

1  12 

6 

1  18 

3 

43  19 

7 
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£    s.    d. 


14  8  0 

0  7  7 

25  0  0 

20  0  0 

10  10  0 

38  19  5 

2o  0  0 

43  17  0 

.   50  0  0 

120  0  0 

13  10  10 

41  15  7 

2  4  0 

47  10  0 

7  16  0 

25  0  0 

413  10  0 

1909. 

July  11.  Paid  cheque  to  R.  Spencer    . 

11.  Was  allowed  Discount    . 

13.  Lent  to  C.  Scotson,  cheque    . 

14.  C.  Porter,  paid  on  account     . 

17.  C.  W.  Harrison,  paid  in  settlement 

18.  Sold  to  H.  Willis,  Goods 

20.  Paid  Rent 

21.  C.  Porter,  bought  Goods 

22.  Cash  received  from  D.  Kemp 

22.  Paid  into  London  and  City  Bank  . 

23.  Received  cash  from  C.  Porter 
27.  Sent  cheque  to  R.  Spencer  . 
27.  Discount 

30.  Sales  for  Cash  for  the  month 

31.  Sundry  Trade  Expenses  (cash) 
31.  Wages  paid  for  the  month  (cash)  . 
31.  Stocks  of  Goods  on  hand 

Part  II. 

{Four  qicestions  only  are  to  be  attempted.  Answers  are  to  be  given 
briefly. ) 

\.  Give  the  meanings  of  the  following:  7ooj  7>  LO.U.,  folio, 
consign. 

2.  What  stamp  is  required  on  an  1. 0.  U.  ? 

3.  Write  out  a  receipt  for  £3  14s.  Id.  as  if  F.  Connor  received  it 
from  C.  Sharpe  on  December  30,  1909. 

4.  It  is  proposed  to  charge  C.  Scotson  £1  5s.  for  interest  on  the 
loan  made  July  13,  in  Part  I.  Show  the  entry  you  would  make  to 
charge  him. 

5.  What  is  a  Balance  Sheet  ? 

6.  What  do  you  understand  by  a  "crossed  cheque"? 

MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS,  1910. 

Intermediate. 

Part  I.     Compulsory. 

Charles  Peters  &  Co.,  Oil  Merchants,  on  March  31, 

their  balances  as  follows — 


Cash  in  hand 

Cash  at  London,  County  and  Westminster  Bank,  Ltd 

Fixtures  and  Fittings,  valued  at 

Property,  valued  at     . 

Walker  &  Co.,  debtors 

A.  McDonald,  debtor  . 

A.  Parkinson,  debtor  . 

H.  Byers,  creditor 

D.  Lyons,  creditor 

Bills  receivable  (Nos.  33/35) 

Bills  payable  (Nos.  89/93)    . 

Stock  of  Oils 

Stock  of  Bottles  and  Drums 

C.  Peters,  Capital 

H.  Peters,  Capital 


1909,  found 

£  s. 

d. 

27  14 

0 

275  5 

6 

58  0 

0 

1,550  0 

0 

95  17 

0 

29  19 

7 

14  17 

7 

89  5 

6 

77  4 

8 

342  16 

0 

395  10 

0 

675  15 

0 

38  7 

0 

1,697  14 

4 

848  17 

2 
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1909. 

April 

1. 

>> 
>> 

2. 
3. 

V 

>> 

4. 

» 

5. 

)) 

6. 
6. 

>> 

8. 
9. 

10. 


13. 
14. 
14. 
15. 
15. 

16. 
17. 

17. 
17. 
19. 

21. 
24. 
26. 
28. 
31. 
31. 
31. 
31. 
31. 


Discounted  at  Bank,  B/R  No.  34,  £100 
proceeds ....... 

Sold  Linseed  Oil  to  H.  Brooks  . 

Sold  portion  of  property  consisting  of  3 
houses  valued  in  account  at  £770,  and 
received  cash  which  was  paid  into  Bank 

Paid  half  legal  expenses  on  sale  of  property 
as  agreed  (cash) 

B.  Whittaker  bought  Sperm  Oil,  charged 
him  . 

Bank  Retired  Firm's  Bill,  No.  89      . 

Received  from  A.  Parkinson 

Purchased  Petroleum  from  R.  Conway 

Accepted  R.  Conway's  draft  at  2  m/d  less 
2J  per  cent,  in  payment  of  above  . 

McDonald  asked  for  his  acceptance  to  be 
renewed— No,  35,  £96,  which  would  be- 
come due  on  the  17th  inst.  ;  Returned 
No.  35  and  received  new  acceptance 
No.  36  at  3  m/d  with  interest  added 

Sold  to  A.  Parkinson,  Colza  Oil 

Paid  D.  Lyons,  cheque 

Discount 

Received  of  Walker  k  Co. 

Received  of  Walker  &  Co.  Acceptance 
2m/s 

Sold  Walker  k  Co.,  Engine  Oil 

Received  payment  of  Bill  No.  33  before 
maturity 

Discount  allowed        ..... 

Paid  into  Bank  ...... 

Bank  returned  Walker  k  Co.'s  cheque 
unpaid    ....... 

Purchased  Bottles  and  Drums,  cheque 

The  firm's  acceptance  No.  90  paid  by  Bank 

Paid  for  general  repairs,  che^iue 

Received  cash  from  Walker  k  Co.     . 

Sundry  Cash  Sales  for  the  month 

Paid  Wages,  cash 

Paid  sundry  general  expenses,  cash  . 

Stock  of  Oils 

Stock  of  Drums  and  Bottles 


98  10 
59  14 

0 

0 

900    0 

0 

10    0 

0 

37    5 

120  10 

14  17 

140    0 

0 

0 

7 
0 

136  10    0 


97    5  0 

54  16  e 

75    6  0 

1  18  8 

43  17  0 


145  11 
1     4 

250    0 

45  17 
14  18 
81  0 
5  17 
30    0 

128  16 
42  0 
14    7 

539  10 
21  15 


50    0    0 
135  14    0 


After  crediting  the  partners  with  interest  at  the  rate  of  5  per 
It.  per  annum  on  their  capital,  divide  the  profit  in  proportion  to 
the  amount  of  capital  held  by  each.  Prepare  a  Trial  Balance, 
Profit  and  Loss  Account,  and  Balance  Sheet. 


Part  II. 

{Four  questiojis  only  are  to  be  attempted.     Answers  are  to  be  given 
briefly.) 

1.  Wliat  do  you  understand  by  Tare,  ad  valorem,  voucher? 

2.  Explain  the  difference  between  Bullion  and  Specie. 

3.  What  is  Legal  Tender  in  this  country  ? 
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4.  State  the  amount  of  Stamp  Duty  necessary  on  B/E  for  the 
following :  £20  at  3  m/d,  £57  at  1  m/d,  £140  on  demand,  £101 
at  14  d/d. 

5.  Explain  the  terms  Barratry  and  Jettison. 

6.  Make  out  a  Promissory  Note  for  £39  16s.  as  from  Thos. 
Hawke  in  favour  of  Harry  Moss,  dated  June  30,  1909,  for  3  m/d, 
and  state  when  it  will  be  (a)  nominally,  {h)  actually  due. 


MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 
INSTITUTIONS,  1910. 

Advanced. 

Part  I.     Compulsory. 

The  Highburn  Manufacturing  Co.,  Ltd.,  with  a  Nominal  Capital 
of  40,000  Ordinary  Shares  of  £1  each,  and  by  the  Memorandum  and 
Articles  of  Association  have  power  to  issue  200  Debentures  of  £50 
each  bearing  interest  at  4 J  per  cent.  p.  a. 

On  June  30,  1909,  the  Ledger  Balances  were  abstracted  as 
follows — 

£ 
Share  Capital  (issued  40,000  shares  at  £1  each,  15s.  called 

on  each) 30,000 

Calls  in  arrear       .........  205 

Debentures  issued,  100  at  £50 5,000 

Stock  (July  1,  1908) 6,537 

Purchases 22,448 

Returns  to  creditors 1,745 

Sales 46,728 

Returns  from  customers 1,174 

General  Trade  expenses 1,014 

Wages 13,632 

Salaries 2,042 

Travelling  expenses 758 

Advertising 870 

Rents,  Rates,  Taxes  and  Insurance 858 

Discount  Debtor  Balance 314 

Bank  Interest  and  Commission  Debtor        .         .         .         .  114 

Bad  Debts  written  off 249 

Premises 12,450 

Machinery  and  Plant 18,750 

Fixtures  and  Fittings 3,750 

Sundry  Debtors 12,160 

Sundry  Creditors 7,728 

Interest  Paid  on  Debentures 214 

Dividend  Paid  (in  August  1908)  ......  1,415 

Reserve  Fund 5,000 

Reserve  for  Bad  Debts  (Balance  at  July  1,  1908)         .         .  760 

Cash  in  hand         . 43 

Balance  at  Bank  Cr .  1,427 

Balance  of  P.  and  L.  Account  (July  1,  1908)        .         .         .  3,463 

The  Stock  on  hand  on  June  30,,  1909  =  £6,900.  
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Draw  up  a  Trading  and  Profit  and  Loss  Account,  after  making 
the  following  adjustments — 

(a)  Depreciate  the  Machinery  and  Plant  by  10  per  cent.,  the 

Fixtures  and  Fittings  by  10  per  cent. 
{h)  Make  up  the  Reserve  for  Bad  Debts  to  7i  per  cent,  of  the 
Book  Debts. 

(c)  Insurances  are  paid  in  advance  to  the  extent  of  £96. 

[d)  Make  out  a  Balance  Sheet  as  at  June  30,  1909. 

Part  II. 

{Five  qicestions  only  are  to  be  attempted,  but  No.  6  ynust  be  tried. 
Answers  are  to  be  given  brief y.) 

1.  Explain :  Agio,  Allonge,  General  Average,  York- An  twerp 
Rules. 

2.  Why  are  foreign  B/E  made  out  in  sets?  Are  they  always 
made  out  so  ?  Write  out  a  Second  of  Exchange,  drawn  by  Chas. 
Carr,  of  London,  on  Kishen  Lall,  of  Baroda,  60  D/S  for  £175,  and 
convert  into  Rupees  at  Is.  4d. 

3.  Name  some  preferential  debts  allowed  to  be  paid  before 
distribution  of  the  estate  of  a  bankrupt. 

4.  Wliat  are  Exchequer  Bills  ? 

5.  In  the  case  of  the  death  of  a  Shareholder  what  would  you 
require  before  paying  any  dividends  on  account  of  the  holding  ? 

6.  Draw  up  a  return  for  Income  Tax  assessment  from  your  result 
of  Part  I,  assuming  that  the  assessments  in  the  two  previous  years 
were:  1907,  £2,100,  and  1908,  £1,760,  respectively.  The  following 
are  included  in  the  charges :  £35,  chief  rent  in  rents,  rates,  etc.  ; 
gifts  to  the  value  of  £50  in  the  general  expenses  ;  and  the  Assessor 
will  only  allow  depreciation  on  the  machinery  at  the  rate  of  7i  per 
cent.  ;  Income  Tax  paid  and  included  with  rents,  rates,  etc., 
account,  £88.     Show  what  the  assessment  will  be  for  1909. 


MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS. 

Elementary,  1911. 

[3  hours  allowed.] 

Part  I.      Compulsory. 

On  May  31,  1910,  the  balances  in  the  books  of  Mr.  Hy.  James 
■were  as  follows — 

Cash  in  hand £22 5«.,  balance  of  CunliflFe's  Bank  £335  145.,  stock  of 
^oods  on  hand  £477  17*.,  accounts  owing  to  him,  C.  Regan  £18  9s.  2c?., 
K.  Snelling  £13  17s.  4d.,  and  H.  Watson  £22  9s.  9d.  His  liabilities 
were  :  A.  Clarke  £73  14s.,  J.  Spark  £35s.  5s.  5d.,  and  T.  Andrews 
£39  10s.  ;  the  balance  being  his  capital. 

His  transactions  for  the  month  of  June  were — 

1910. 
June    1.     Bought  goods  from  F.  Hamer 
„       2.     Paid  che^iue  to  T.  Andrews    . 

Discount  deducted,  2^  per  cent. 
,,       3.     Sold  goods  to  S.  Dyson  . 
„       5.     Paid  carriage  account,  cash    . 


£ 

s.- 

d. 

.      77 

5 

0 

.       38 

10 

3 

0  19 

9 

.       45 

0 

0 

1 

14 

8 
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1910. 
June  6. 


Received  cash  from  C.  Regan,  allowing  balance 

as  discount 

Received  cheque  from  H,  Watson  . 

Sold  to  H,  Watson  goods  valued     . 

Sent  credit  note  to  H.  Watson  for  returns 

Sold  goods  for  cash  to  G.  Bell 

Bank  charged  for  cheque  book 

Purchased  goods  from  S.  Barratt   . 

Sold  goods  to  T.  Andrews 

Sold  goods  to  E.  Evans  .... 

K.  Snelling  paid  cash  on  account   . 

Paid  cheque  to  J.  Spark  in  settlement   . 

Received    credit    note   from   S.   Barratt   for 

damaged  goods  ..... 
S.  Dyson  paid  his  account  of  £45  by  cheque 

(less  3  per  cent,  discount)    . 

Paid  into  Bank 

Paid  for  stationery,  etc. ,  cash 

Paid  wages  by  cheque  drawn  on  bank    . 

Bank  debited  Hy.  James'  account  with  com 

mission  and  postages  .... 
Goods  on  hand  valued  at  cost 


£     s.  d. 


4  17    0 


8. 

8. 
11. 
12. 
12. 
13. 
15. 
16. 
18. 
20. 
23. 

25. 

27. 
29. 
29. 
30. 

„     30. 

Open  the  books  by  means  of  a  Journal  entry,  enter  up  the  various 
books  of  account  and  post  to  the  Ledger.  Balance  the  Cash  Book. 
Make  out  a  Trial  Balance,  Profit  and  Loss  Account  and  a  Balance 
Sheet  as  at  June  30,  1910. 

Part  II. 

(Four  questions  only  are  to  he  attempted.     Answers  should  be  brief.) 

1.  What  is  (a)  a  Statement  of  Account  ?    (b)  A  Debit  Note  ? 

2.  What  accounts  do  you  close  to  the  Profit  and  Loss  Account, 
and  why  ? 

3.  What  is  Gross  Profit  ? 

4.  Briefly  explain  the  use  of  the  Ledger. 

5.  How  does  a  trader  pay  accounts  through  a  banker  ?    Give  a 
specimen  of  a  form  that  is  used  in  making  such  payments. 

6.  What  is  Interest,  and  how  is  it  generally  calculated  ? 


18 

0 

0 

22 

9 

9 

48 

7 

7 

2 

4 

6 

14 

18 

0 

0 

8 

4 

54 

18 

0 

69 

9 

0 

23 

9 

6 

8 

0 

0 

33 

10 

0 

30  0 

4  15 

26  10 

0 

7 
0 

1  11 
445  9 

5 
0 

MIDLAND  COUNTIES  UNION  OF  EDUCATIONAL 

INSTITUTIONS. 

Intermediate,  1911. 

[3  hours  allowed.] 
P.irt  I.     Compulsory. 

The  books  of  Messrs.  Knowles  &  Co.  on  December  31,  1910,  showed 
the  following  balance  :  Cash  £77  14^.,  balance  at  the  Yorkshire  Bank 
£1,045  lis.,  bills  receivable  £297  19s.,  bills  payable  £175  14s.  3d.  ; 
creditors,  H.  Crewdson  £77  14s.,  J.  Wilson  £357  7s.,  and  C.  Cooper 
(loan)£2,000.  Debtors,  J.Beck  £87  lls.,H.  Waddington£137  17s.  7d., 
and  W".  Barclay  £86  14s.  4d.  Fixtures  and  fittings  £220,  machinery 
and  plant  £1  270.  Stock  on  hand  £1,700.  The  capital  to  be  divided 
between  the  partners,  C.  Knowles  having  three-fifths  and  G.  Knowles 
two-fifths. 

F  F 
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1910.  £    s.  d. 

Jan.     2.     Received  cheque  from  H.  Waddington,  dis. 

17s.  Id 50  17     7 

„       2.     His  acceptance  at  2  m/d  .         .         .         .       87     0    0 

,,       2.     Sold  cuttings  for  cash 14    7     6 

,,       3.     Shippedon  consignment  to  Messrs.  Henri  &  Co., 

Calais,  5  tons  of  Imit.  Art  Paper  at  £36  .  180  0  0 
,,  3.  Paid  by  cheque  freight  and  charges  on  above  5  18  4 
,,       4.     Paid  cash  for  repairs  to  machinery  .         .         7     7     0 

,,       4.     Purchased  chemicals  from  C.  Firth  and  paid 

for  same  by  cheque  .  .  .  .  .  54  18  0 
,,  5.  Sold  J.  Beck  printing  paper,  3  tons  at  £28  .  84  0  0 
,,       5.     Paid  H.  Crewdson  by  cheque  amount  due  to 

him,  less  5  per  cent,  discount  (£3  17"».  9rf.) 
,,       7.     Sold  J.  Beck  brown  craft,  15  tons  at  £12  105.     187  10    0 
,,     10.     Bought  of  W.  Barclay,  esparto,  30  tons  at 

£4  10s 135    0    0 

„     10.     Received  acceptance  at  2  m/d  from  J.  Beck, 

including  interest  at  5  per  cent,  per  annum 

on  £187  ia« 189     1     3 

,,  12.  Gave  J.  Wilson  bill  at  1  m/d.  .  .  .  150  0  0 
,,     13.     Paid  J.  Wilson  cheque,  less  dis.  5  per  cent., 

total 72    0    0 

,,  15.  Paid  cheque  to  C.  Cooper  on  account  of  loan  500  0  0 
„  17.  C.  Knowfes  drew  cheque  for  private  purposes  50  0  0 
,,  21.  Bank  received  payment  for  B/R  .  .  .  145  0  0 
,,     21.     Agreed  to  accept  composition  of  16s.  in  the  £ 

on  Waddington's  acceptance,  not  3'et  due, 

and  wrote  oflf  the  balance  .... 
,,     21.     Received  cheque  on  account  of  above     .         .       69  12    0 
,,     22.     Sold  H.  Barclay  sundry  items        .         .         .     110    0    0 
„     23.     Paid  cash  for  coal  and  coke    .         .         .         .       33    0    0 
,,     24.     Paid  C.  Wallis  for  the  account  of  G.  Knowles 

(the  junipr  partner)  cheque  .  .  .  14  0  0 
.,     25.     Received  A/S  from  Henri  &  Co.,  Calais,  with 

draft  at  sight    on    Lotidon,  consignment 

having  been  sold 250  16     0 

,,     25.     Received  cheque  from  T.  Harvey,  being  part 

paj'ment  for  account  previously  written  oflF 

as  bad 20    0    0 

„  26.  Discounted  B/R  £80  and  received  cash  .  .  79  6  8 
,,     27.     Purchased  waste  (used  in  manufacturing)  for 

cash 14    0    0 

„  29.  Paid  carriage  account,  cheque  .  .  .  17  8  9 
,,     30.     Paid  sundry  expenses,  cash    .         ,         .         .       12  14    8 

„     30.     Paid  wages,  cash 80  10    0 

,,     30.     Stock  on  hand 1484    0    6 

You  are  required  to  enter  the  above  transactions  in  the  various 
books,  post  to  the  Ledger,  and  draw  up  a  Trial  Balance.  The  Cash 
Book  must  be  balanced.  Then  make  the  following  adjustments, 
debiting  or  crediting  a  Profit  and  Loss  and  respective  accounts 
direct,  complete  Profit  and  Loss  Account,  and  draw  up  in  proper 
form  a  Balance  Sheet  for  January  31. 

Rent  of  premises  £120  per  annum :  5  per  cent,  per  annum  to  be 
allowed  to  partners  on  capital  (ignoring  withdrawals) ;  5  per  cent. 
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per  annum  to  be  allowed  on  loan,  taking  into  account  proportion 
repaid  as  half  a  month.  Depreciate  machinery  and  fittings  10  per 
cent,  per  annum.  No  Drawings  Accounts  required.  Profit  to  be 
divided  according  to  capital. 

Part  n. 

{Four  questions  only  are  to  he  attempted.     Answers  sJiould  he  hrief.) 

1.  Define  :  Bank  Rate,  Negotiable,  Profit,  Days  of  Grace. 

2.  Explain  the  nature  of  the  entries  which  are  passed  through  the 
Journal  in  practical  work. 

3.  Differentiate  between  Single  and  Double  Entry  Book-keeping. 

4.  Explain  the  diff'erence  between  Consignments  and  Sales.  How 
are  they  treated  in  the  books  ? 

5.  A  merchant  who  has  a  fair  and  increasing  business,  but  keeps 
his  accounts  by  so-called  single-entry,  now  desires  to  have  a  proper 
system  of  double-entry  book-keeping.  State  the  procedure  and 
what  books  you  would  recommend  to  carry  out  his  object. 

6.  What  is  a  Manifest  ?    A  Mate's  Receipt  ?    A  Charter  Party  ? 


MIDLAND  COUNTIES   UNION   OF  EDUCATIONAL 

INSTITUTIONS,  1911. 

Advanced. 

[3  hours  allowed.] 

Part  I.     Compulsory. 

Henry  Moore,  trading  as  Moore  &  Co. ,  decided  to  convert  his 
business  into  a  private  limited  company.  On  December  31,  1909» 
his  Balance  Sheet  was  as  follows — 


Liabilities.         £ 

s. 

d. 

Assets.               £     s. 

d. 

Bank  Overdraft  .          427 

4 

2 

Cash  in  hand  (Petty 

Sundry  Creditors       2,475 

10 

0 

Cash).         .         .          55  14 

8 

Parkes  (Loan)      .       1,000 

0 

0 

Sundry  Debtors     .     4,310    7 

6 

Capital        .        .     10,300 

0 

0 

Premises        .         .     3,500    0 

Machinery         and 

Plant          .         .        856  15 

Fixtures  and  Fit- 
tings.        .        .        279  17 

Blackmore  Co. 
Shares,  100  fully 
paid  £10  at  par  .     1,000    0 

Stock  on  hand       .     4,200    0 

0 
0 
0 

0 
0 

£14,202 

14 

J 

£14,202  14 

2 

Under  an  agreement  dated  Decern  oer  31,  1909,  Hy.  Moore  was 
to  be  credited  with  interest  at  the  rate  of  5  per  cent,  per  annum  on 
the  above  capital  from  that  date  to  the  date  of  Registration.  It 
was  also  agreed  that  the  Vendor  should  retain  the  £1,000  Black- 
more  &  Co.  Shares,  and  in  addition  receive  £11,000  in  fully-paid 
£5  Ordinary  Shares  when  the  Company  was  floated ;  the  difference 
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£1,700  being  considered  as  Goodwill,  the  latter  to  be  extinguished 
at  the  rate  of  £250  per  annum.  The  Company  were  to  take  over 
all  other  liabilities  and  assets.  The  Company  was  registered  as 
Moore  &  Co.,  Ltd.,  on  March  31,  1910,  with  a  capital  of  £30,000 
divided  into  4,000  Ordinary  Shares  of  £5  each,  and  2,000  5  per  cent. 
Preference  Shares  of  £5  each. 

In  addition  to  the  Vendor's  shares  there  was  an  issue  of  900 
Ordinary  and  1,000  Preference,  and  10s.  per  share  was  paid,  the 
amount  having  been  paid  to  the  company's  bankers. 

During  the  year  the  transactions  were — 


Purchases     .... 

Sales     .         .         .         . 

Inward  returns     .       '  . 

Outward  returns  . 

Discounts  allowed  to  customers 

Discounts  alloMetl  by  creditors 

Bad  Debts  written  off  . 

Cash  paid  by  customers 

Cash  paid  to  creditors  . 

B/R  received  from  customers 

B/R  paid  into  Bank  and  collected 

Bank  charges  on  Bills  collected 

Formation  expenses  paid 

Wages  and  Salaries  paid 

Interest  on  loan  to  June  30  paid  (less  tax  l*-, 

in  £)  .... 

General  expenses  paid . 
Rent,  Rates  and  Taxes  paid 
Repairs  to  Property  paid 
Repairs  to  Machinery  paid  . 
Drew  from  Bank  for  Petty  Cash 
Paid  sundry  petty  cash  expenses 
Stock  on  hand  December  31,  1910 

You  are  to  draw  up  a  Trial  Balance,  a  Trading  and  Profit  and 
Loss  Account,  making  the  following  adjustments  in  addition  to  any 
previously  indicated  :  Depreciate  Machinery  and  Fixtures  5  per 
cent.  each.  Reserve  5  jjer  cent,  on  Book  debts  for  Bad  and 
Doubtful  Debts.  Finally  draw  up  a  Balance  Sheet  as  at  December 
31,  1910. 

Part  II. 

yFour  questions  only  to  be  cUteviptcd,  hut  No.  1  miLst  he  tried. ) 

1.  Comment  on  the  Balance  Sheet  on  the  next  page. 

2.  Explain  :  Del  credere.  Cheque  Bank,  and  Documentary  Bills. 

3.  How  does  a  Statement  of  Affairs  differ  from  a  Balance  Sheet : 
when  is  the  former  generally  prepared  ? 

4.  What  is  the  "Double  Account  System,"  and  what  objections 
are  there  to  it  ? 

5.  What  do  you  understand  by  :  Course  of  Exchange,  Arbitration 
of  Exchange,  and  Hypothecation  ? 

6.  What  are  Consols,  and  how  are  their  values  ascertained  and 
controlled  ? 


£    5. 

d. 

5,470  17 

4 

11,975  6 

8 

428  5 

5 

114  7 

9 

317  7 

148  9 

145  14 

8,420  17 

6,453  11 

1,420  0 

0 

846  10 

0 

26  4 

0 

117  10 

0 

4,065  18 

6 

19  0 

0 

475  7 

7 

329  14 

0 

117  0 

0 

56  11 

3 

260  0 

0 

289  15 

1 

5,040  0 

0 
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COUNTY  COUNCIL  OF  THE  WEST   RIDING  OF 
YORKSHIRE. 

Book-Keeping  and  Accountancy. 

[3  hours  allowed.] 

Third  Year,  1910. 

1.  Write  up  in  the  Cash  Book,  Sales  and  Purchase  Day  Books, 
and  Ledger,  the  following  Transactions  of  John  Wilson.  Prepare 
Trial  Balance,  Profit  and  Loss  Account  and  Balance  Sheet,  March  31, 
1910.     Use  Journal  for  closing  entries  only. 


Jan. 


Feb. 


Mar.    5 


1. 
3. 

8. 
19. 
28. 
28. 
3L 

5. 
12. 
14. 
24. 
29. 

5. 

8. 

9. 
12. 
14. 
19. 
24. 
31. 


Cash  in  hand    .... 
Bought  Goods  of  M.  Noble  &  Co. 
Sold  Goods  to  S.  James    . 
Bought  Goods  of  M.  Noble  &  Co. 
Paid  Trade  expenses 
Paid  Wages      .... 
Sold  Goods  to  S.  James    . 
Sold  Goods  for  cash 
Bought  Goods  from  M.  D.  Knox 
Paid  Rent        .... 
Sold  Goods  to  B.  Marshall  &  Sons 
Sold  Goods  to  S.  James  . 
Received  cash  from  S.  James  . 
Bought  Goods  from  M.  D.  Knox 
Paid  cash  to  M.  D.  Knox 
Bought  Goods  for  cash     . 
Bought  Goods  from  M.  Noble  &  Co 
Paid  Wages      .... 
Paid  Trade  expenses 
Stock  on  hand  £10. 


£       8. 

d. 

16  15 

0 

35    0 

0 

7  16 

3 

4  13 

4 

1  11 

0 

7    0 

0 

19    2 

0 

2    7 

6 

12  16 

4 

5  10 

0 

9  19 

0 

2  12 

10 

29  11 

6 

9  15 

4 

22  11 

8 

1  13 

10 

52  12 

4 

7    0 

0 

1  16 

0 

2.  Write  up  in  Thomas  Walker's  Cash  Book  with  columns  for 
Discount,  Cash  and  Bank,  the  following  items  :  balance  the  Cash 
and  Bank  columns  on  April  30 — 


April 


£    s.    d. 

] 

Cash  in  hand     . 

13  17  10 

2.' 

Paid  into  Bank . 

10    0    0 

4. 

Sold  Goods  for  caish  . 

1     4    9 

5. 

Paid  advertisements  . 

0    2    4 

6. 

Paid  by  cheque  to  Martin 

&Co 

7  12    2 

discount  2s.  10c 

8. 

Received  from  Barnett  & 

Co.  and  paid  to  Bank     . 

9    5    0 

discount  25*. 

9. 

Received  from  Hy.  Hirst  . 

1  18    4 

discount  Is.  M. 

11. 

Bought  Goods  for  cash 

4    5    0 

13. 

Received        from       Benj. 

Wright  .... 

1  19    0 

discount  Is. 

15. 

Paid  for  Coals   . 

0  15    3 

18. 

Paid  to  self 

1  17  10 

23. 

Received  from  Chas.  Dear- 

man        .... 

2  18    6 

discount  Is.  Qd. 
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£    s. 

d. 

April  23. 

Received  for  Goods  sold    . 

0  17 

6 

„     23. 

Paid    into  Bank   the   last 
two  items. 

„     26. 

Paid  to  Andrews  &  Son     . 

1  10 

0 

„     28. 

Cash  drawn  from  Bank      . 

2  10 

0 

„     29. 

Paid     Nasmith    Bros,    by 

cheque    .... 

9    7 

6 

discount  125.  %a. 

„     30. 

Paid  sundry  expenses 

1     8 

4 

3.  Give  a  full  description  of  a  Petty  Cash  Book  and  the  method 
of  using  it. 

4.  State  five  different  kinds  of  mistake  which  will  cause  the  totals 
of  the  Trial  Balance  to  disagree. 

Mention  an  error  which  will  not  affect  the  Trial  Balance  totals. 

5.  Explain  what  is   meant  by  "Taking  Stock"  and  describe  the 
process  as  completely  as  you  can. 


COUNTY  COUNCIL  OF  THE  WEST  RIDING  OF 
YORKSHIRE. 

Fourth  Year,  1910. 
John  Major,  electrician,  finds  that  on  January  i,  1910,  his  financial 
position  is — 

Cash  in  hand  £13  4s.  M.  Stock  in  trade,  Lamps  £28  14^.  M., 
Fittings  £72  9s.  8c?.,  Materials  £15  8s.  2d.  Debts  due  to  him  are 
R.  Varvell  £6  15s.  M.,  T.  Mitchell  £8  18s.,  Harris  &  Co.  £1  6s.  9rf. 
He  has  £149  10s.  at  the  Bank,  and  his  machinery  and  tools  .are 
worth  £35.  Hia  liabilities  are  £56  10s.  to  Drury  k  Co.,  Ltd., 
£10  5s.  9a5.,  to  Norton  &  Son.,  and  Bill  Payable  due  March  4, 
£48  10s. 

{Note:  The  Sales  and  Purchase  totals  may  be  posted  quarterly.) 

Hia  Sales  and  Work  done  are — 

Jan.  18.     Sold  to  R.  Varvell  18  Somar  25  c.p.  Lamps  at  48s.  dozen. 
„     29.     Four  weeks  Cash  Sales  £10  18s. 
„     31.     Fixed   for  T.   Mitchell  Lighting    installation,   including 

wiring  and  fittings  :  17  Lights  at  21s.  per  light,  ana 

supplied  24  16  c.p.  Lamps  at  21s.  per  dozen. 
Feb.     7.     For  Harris  &  Co,  overhauled  Electric  Bells  per  contract 

for  £11   10s.  and  supplied  40  feet  wire  at  M.  foot. 
„     19.     Sold  to  R.  Varvell   a  Transformer  £8  10s.  and  charged 

£1  15s.  labour  and   18s.    M.   for  materials   in  fixing 

same. 
,,     26.     Four  weeks  Cash  Sales  £23  14s. 
Mar.    5.     For  Harris  &  Co.  repaired  Lightning  conductor,  charged 

labour  £3  18s.  and  materials  17s.  6c?. 
,,    28.     Fixed  for  R.  Varvell  one  Motor  and  accessories,  complete 

for  £35. 
.,    28.     Four  weeks  Cash  Sales  £37  16s.  4c?. 
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"Kis  Purchases  (to  be  separated  into  Lamps,  Fittings,  Materials,  and 
Machinery  and  Tools)  are — 

Jan.     4.     Bought  from   Drury  &  Co.,  Ltd.,    Lamps  £12,  Fittings 
£8  15s.  M. 
„     31.     Bought    from    Harris    &    Co.,     Transformer    (Fittings) 
£8  10s.  less  15  per  cent,  trade  discount. 
Feb.  16.     Bought    from    Norton    &    Son,    Fittings    £16    8s.    6f^., 
Afaterials  £10  12s.  3fZ.,  New  Tools  £5. 
„     18.     Bought   from    Drury    &    Co.,    Ltd.,   I^mps    £72    15*., 
Materials  £6. 
Mar.  12,     Bought  from  Norton  &  Son,  Fittings  £19  5s.,  New  Lathe 
£10. 
,,    20.     Bought  from  Harris  &  Co.,  Motor  for  workshop  £12. 

Jan.  20.     R.    Varvell    returns  3    Lamps  and  is  credited  invoice 

price  of  Jan.  18. 
Feb.     7.     T.   Mitchell    returns  4  Lamps  at    Is.    ^.   and   is  also 

credited  special  allowance  on  contract  £1  10s. 
,,       8.     J.  Major  returns  4  Lamps  to  Drury  &  Co.,  Ltd.,  and  is 

credited  6s. 
Mar.  25.     Harris  &  Co.  allow  £1  for  overcharge  on  Motor. 

The  Cash  received  is  (Items  marked  B  are  paid  into  Bark) — 

Note :  The  Cash  Book  may  be  balanced  quarterly. 

Jan.  26.     R.  Varvell,  £6,  discount  3s.  M.     B. 
Feb.    7.     T.  Mitchell,  £26  7s.,  discount  13s.     B 

„    14.     R.  Varvell,  £3  10s.  discount  2s. 

„    17.     For  old  Lathe,  £2  10s. 
Mar.  3.     Harris  &  Co.,  £11  14s.,  discount  6s.     B. 
Also  the  Cash  Sales  as  mentioned  above. 

The  cheques  drawn  on  the  Bank  are — 

JanT  15.  Rates,  £6  18s.  6rf. 

„    18.  Norton  &  Son,  £10,  discount  5s.  ^d. 

„    20.  Drury  &  Co.,  LUl.,  £53  13s.  M.,  discount  £2  16s.  QcL 

Feb.  8.  Drury  &  Co.,  Ltd.,  £19  19s.,  discount  10s.  9rf. 

Mar.  3.  Bill  advised  £48  10s. 

,,    23.  Bill  due  June  23  paid  by  cheque  less  discount  15s 

,,    26.  Rent  £10. 

On  Feb.  9  T.  Mitchell's  cheque  is  returned  by  Bank,  dishonoured. 
On  March  20  J.  Major  receives  (and  pays  into  Bank)  in  settlement 
15s.  in  the  £,  and  writes  off  the  balance  of  Mitchell's  account  as  a 
Bad  Debt. 

The  Cash  payments  are — 
Jan.  26.     Advertising  £2  6s. 
Feb.    9.     Harris  &  Co.  £5  15s.  (discount  3s.  M.). 

„     12.     Trade  Expenses  £1  16s.  M. 
Mar.    3.     Advertising  £1  5«.,  Trade  Expenses  14s. 
,,       7.     Insurance  10s. 

Also   Wages   each   4  weeks,  viz.  Jan.  29,  £12  6s.  9<i.  ; 
Feb.  26,  £15  8s.  M.  ;  and  March  26,  £18  9s.  5d. 

J.  Major  withdraws  for  personal  use  £8  each  four  weeks 
(total  £24). 
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On  "Feb.  9  Harris  &  Co.  (Sales  Ledger)  are  credited  with  discount 
9c?.  and  £1  6s.  is  transferred  to  Bought  Ledger,  thus  squaring  the 
account  of  Jan.  3L 

On  Feb.  20  Major  accepts  Drury  &  Co.'s,  Ltd.,  Bill  £60,  due 
June  23. 

On  March  20  Major  accepts  Norton  &  Son's  Bill  £40,  due 
July  23. 

At  March  31  the  Stock  is :  Lamps  £90,  Fittings  £86,  Materials 
£20. 

Write  up  the  ruled  set  of  Books  provided,  close  them  at 
March  31,  1910,  and  prepare  a  Trading  Account  and  Balance  Sheet. 
Show  in  the  Trading  Account  the  cost  of  Lamps,  Fittings  and 
Materials  separately. 


COUNTY  COUNCIL  OF  THE   WEST  RIDING  OF* 
YORKSHIRE. 

Fifth  Year,  1910. 

1.  Mildred  k  Merry  weather. 

Trial  Balance,  December  31,  1909. 

£      8.   d.  £      s. 

J.  C.  Mildred,  Capital  as  at  July  1, 

1909 8,653  14 

W.  F.  Merryweather,  Capital  as  at 

July  1,  1909 5,610    3 

Land  and  Buildings  as  at   July  1, 

1909 6,300    0    0 

Machinery,  Plant  and  Utensils  .       .       6,250    8    2 
Office  Furniture        ....  130    0    0 

Executors  of  Henry  Watson,  Loan 

on  Mortgage  4  per  cent.      .         .  4,000    0 

R.  A.  Merryweather,  Bonus  Account  * 

as  at  July  1,  1909  ...  329  10 

J.  C.  Mildred,  Drawing  Account      .  378     4  10 

W.     F.     Merryweather,     Drawing 

Account 229    3    1 

R.     A.      Merryweather,     Drawing 

Account 141     6    7 

Materials  Purchased         .        .         .     14,187  14    9 

Wages 4,544    6    8 

Office  salaries 189  11     3 

Travellers'  salaries  ....  432    9    6 

Rates  and  Insurance  .         .  121  15  10 

Discount  Allowed     ....       1,064  14    2 
Repairs  and  renewals  of  Machinery  248    3     1 

Sales 20,465    7 

Rovalty  (on  manufacturing  process)  149     1     2 

Gas  and  Water  Account  .         .         .  35  13    7 

Rent  of  Stabling  let  off    ...  41     2 

Travellers'  Commission    .*       .         .  123    4    2 

Bad  Debt  Account   ....  138    9 

Travelling  Expenses         .         .         .  269  13     1 

Bank  Charges 68     9    3 

F  F  2 
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£    s.    d.  £    s.    d. 

Discount  received     ....  387    6    8 

Returns  Inwards      ....  143    5    7 

Creditors  .         .         .         .    •    .         .  1,250  10    0 

Trade  Expenses        .         .         .         .  179  10    5 

Trading  Account.    Stock  of  materials 

July  1,  1909 3,611  17    6 

Debtors 2,700    2  11 

Bank 328  16     3 

Petty  Cash  Balance  ....  501 

Bills  Payable 338  14    9 

Interest  Account      .        .        .        .  40    0    0 


£41,543  15     8    £41,543  15     8 


Stock  of  Materials  December  31,  1909,  £7,032  II5.  M. 

J.  C.  Mildred  and  W.  F,  Merryweather  are  partners  and  divide 
profits  and  losses  equally  after  being  credited  with  Interest  on 
Capital  at  5  per  cent,  per  annum. 

K.  A.  Merryweather  is  the  Factory  Manager  and  is  entitled  to 
a  bonus  of  15  per  cent,  of  the  profit  after  allowing  for  all  Interest. 
He  is  also  entitled  to  Interest  at  5  per  cent,  per  annum  on  the 
amount  of  his  Bonus  left  in  the  business. 

Interest  on  all  drawings  is  ignored. 

Land  and  Buildings  Account,  Depreciation  1  per  cent,  per  annum. 

Machinery,  Plant  and  Utensils  Account  includes  additions  this 
half-year  £179  8^.  2fZ.,  write  oflf  for  Depreciation  10  per  cent,  per 
annum  on  balance  at  July  1,   1909. 

OflBce  Furniture  Account.  This  Account  has  been  regularly 
depreciated  each  half-year  at  10  per  cent,  per  annum.  This  half- 
year  it  has  also  been  reduced  on  September  30,  1909,  by  the  sale 
of  a  Typewriter  for  £5,  which  was  purchased  on  June  30,  1908, 
for  £25 ;  include  the  loss  on  this  transaction  with  this  half-year's 
depreciation. 

Interest  on  Mortgage  owing  from  October  1,  1909  (ignore  Income 
Tax). 

W.  F.  Merryweather  requires  £100  transferring  from  his  Account 
to  the  credit  of  R.  A.  Merryweather  as  a  present  at  Christmas, 
1909. 

Wages  include  £12  13?.  6<f.  paid  to  an  injured  workman,  and 
recoverable  from  the  Insurance  Company. 

Rates  owing  £75.     Insurance  prepaid  £30. 

Discount  allowed  should  be  shown  in  Trading  Account  as  a 
deduction  from  Sales,  Reserve  6J  per  cent,  of  the  Debtors. 

Gas  and  Water.  The  note  from  the  Corporation  received 
February  2,  1910,  shows  the  gas  for  the  half-year  ending  December 
31,  1909',  is  £132  lis.  8f;.,  water  for  half-year  ending  June  30,  1910 
(payable  in  advance),  is  £33  6s.  8<^.  The  Corporation  allow  5  per 
cent,  discount  on  this  note. 

J.  C.  Mildred  should  be  charged  10s.  per  week  for  the  half-year 
for  use  of  Stabling  belonging  to  ihe  business. 

Bad  Debt  Account,  Reserve  £200. 

Discount  received  should  be  sho%vn  in  Trading  Account  as  a 
deduction  from  Materials  purchased ;  Reserve  2^  per  cent,  of 
Creditors. 
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Prepare  a  Trading  Account  showing  the  Gross  Profit ;  the  profit 
before  charging  Partners'  Interest  on  Capital ;  and  the  net  Profit. 

Show  the  Balance  Sheet,  December  31,  1909,  and  prepare  copies  of 
the  Partners'  Capital  Accounts  for  the  half-year. 

2.  Referring  to  the  previous  question  state  what  percentage  the 
following  items  in  the  Trading  Account  bear  to  the  net  Sales — 

Materials  consumed  (including  Royalty). 

Wages. 

Gross  Profit. 

Net  Expenses  before  charging  Partners'  Interest. 

Net  Profit  (after  Bonus). 

3.  Explain  what  is  meant  by — 

Nominal  Capital. 
Subscribed  Capital. 
Called-up  Capital. 
Paid-up  Capital. 

'4.  A  Limited  Company  has  issued  £40.000  4^  per  cent.  First 
Mortgage  Debenture  Stock,  interest  payable  March  31  and 
September  30.  Being  in  possession  of  surplus  funds,  it  purchases 
£1,000  of  this  Debenture  Stock  at  95  per  cent,  on  July  1,  1910. 
The  Company's  year  ends  September  30.  State  fully  how  this 
transaction  should  be  dealt  with  in  the  books,  and  also  in  the 
Balance  Sheet  at  September  30,  1910. 

5.  A  Retail  Trader  has  4  shops  (A,  B,  C  and  D).  His  total 
figures  for  the  year  are  Sales  A  £4,000,  B  £3,600,  C  £3,800,  D 
£2,000.  The  Stock  at  the  beginning  of  the  year  is  £5,500,  and  at 
the  end  £5,300.  The  Purchases  are  £9,800.  The  Expenses  not 
kept  separately  for  each  Shop  are  Printing,  Stationery  and 
Advertising  £48,  Trade  Expenses  £210. 

The  Rents  and  Rates  are  A  £150,  B  £110,  C  £180,  D  £115, 
and  the  Wages  are  A  £218,  B  £194,  C  £234,  D  £180.  On  the 
basis  that  each  shop  earns  the  same  rate  of  gross  profit,  prepare 
a  statement  showing  the  net  profit  at  each  shop,  dividing  the 
expenses  in  proportion  to  the  business  done. 


COUNTY  COUNCIL  OF  THE  WEST  RIDING  OF 
YORKSHIRE. 

Book-Keeping  and  Accountancy. 

[3  hours  allowed.] 

Third  Year,  1911. 

1.  Write  up  in  the  Cash  Book,  Sales  and  Purchase  Day  Books, 

and  Ledger,  uie  following  Transactions  of  Wm.  Stewart.     Prepare 

Trial  Balance,  Profit  and  Loss  Account  and  Balance  Sheet,  June  30, 

1911. 

April  1.  Cash  in  hand 

,,  3.  Bought  Goods  for  cash  . 

,,  6.  Sold  Goods  to  C.  Coates 

,,  7.  Received  cash  from  C.  Coates 

,,  9.  Bought  Goods  of  W.  Musgrave 


£ 

s. 

d. 

.     15 

10 

0 

11 

11 

6 

6 

2 

3 

4 

0 

0 

9 

4 

2 
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and 


£  s. 

d. 

20  0 

3 

3  5 

0 

3  6 

8 

10  10 

0 

17  2 

6 

22  0 

0 

0  2 

6 

2  3 

6 

11  0 

6 

7  2 

2 

6  11 

0 

10  0 

0 

32  6 

3 

5  15 

0 

4  8 

9 

1  18 

C 

2  0 

0 

1  14 

6 

April  12.  Sold  Goods  to  C.  Coates 

,,     17.  Paid  Ti-ade  Expenses 

May     1.  Paid  Rent       .... 

,,      2.  Bought  Goods  of  W.  Musgrave 

,,       6.  Sold  Goods  to  C.  Coatea 

,,       6.  Received  cash  from  C.  Coates 

„       6.  Allowed  Discount  to  C.  Coates 

, ,     10.  Sold  Goods  for  cash 

,,     13.  Bought  Goods  of  W.  Musgrave 

„     13.  Paid  cash  to  W.  Musgrave  £19  10s.,  and  he 

allows  Discount  4*.  2d. 

,,     23.  Bought  Goods  for  cash     . 

,,     24.  Sold  Goods  to  C.  Coates 

,,     24.  Received  cash  from  C.  Coates 

,,     29.  Bought  Goods  of  W.  Musgrave 

,,     31.  Paid  Trade  Expenses 

June    4.  Sold  Goods  to  C.  Coates 

„     11.  Received  cash  from  C.  Coates  £13  IO5, 

allowed  him  Discount  3s.  6rf. 

,,     14.  Sold  Goods  for  cash         ..... 

,,     22.  Paid  cash    to    W.  Musgrave   £10   15s.,    and 

he  allowed  Discount  5s.  Qd. 

,,     26.  Received  cash  from  C.  Coates 

,,     30.  Paid  Trade  Expenses 

„     30.  Stock  of  Goods  on  hand  £40. 

2.  What  is  the  meaning  of 

Credit  Sale, 
Credit  Note, 
Credit  Posting? 

3.  Upon  counting  your  cash  in  hand  on  April  4  you  find  that  it 
is  £1  10<.  9'7.  less  than  the  balance  shown  by  the  Cash  Book.  On 
April  1  it  agreed  exactlj'.  Say  how  you  wovdd  proceed  to  find  the 
cause  of  difference. 

4.  Explain  as  fully  as  possible  the  '*  Trial  Balance,"  stating  the 
object  for  which  it  is  prepared,  and  how  often  it  should  be  taken 
out. 

5.  Describe  the  process  of  sending  out  "  Customers  Statements 
of  Account,"  showing  how  they  are  prepared  and  for  what  purpose 
they  are  used. 

6.  On  April  7  Thomas  Lewis's  Cash  Book  is  accidentally  burnt. 
He  knows  that  on  April  1  he  had  £3  cash  in  hand  and  £20  cash  at 
Bank  and  the  following  sources  of  information  are  available — 

CounteTfoil  Receipt  Book  shoioa — 

April  1.  C.  Wiggins,  cash 
,,  3.  W.  Turner,  cash 
,,     6.     R.  0.  James,  cash    . 

CoinUerfoil  Cheque  Book  shows — 


April  1.  Parker  Bros.,  cash  . 
,,  3.  Kirkly  &  Co.,  cash  . 
,,     5.     EH.  Hunter,  cash . 


£  s.    d.  £     s.  d. 

14  5    0  discount  0  16  0 

0  19    6  discount  0    0  6 

9  16  10  discount  0  10  8 

£  s.  rf.  £    s.  d. 

6  11     3  discount  0    3  9 

4  9    0  discount  0    4  8 

22  10    0  discount  2  10  0 
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Receipted  Accounts  File  has  receipts  given  by  the  following — 

£    s.  d.                      £  s.  d. 

April  2.     Manners  &  Son,  cash        .       1  13     3    discount    0  19 

,,     4.     W.  Hopwood,  cash           .       5  17     0    discount    0  3    0 

„     6.     R.  Fletcher,  cash     .         .       1  18     0    discount    0  2    0 

Bank  Paying-in  Book  contains  memoranda  of  moneys  paid  in  to 
Bank — 
April  2.     £7. 

,,     6.     £5  10s. 

Wages  Book  shows  Wages  paid  April  7,  £5  15s.  ^d. 

Enter  up  a  new  Cash  Book  commencing  April  1,  with  columns  for 
Discount,  Cash  and  Bank,  showing  Balances  at  April  7. 


COUNTY    COUNCIL    OF    THE    WEST    RIDING    OF 
YORKSHIRE. 

Fourth  Year,  1911. 

The  business  of  J.  &  H.  Mason,  Ironfounders,  is  carried  on   by 
James  Mason  and  Henry  Mason,  who  are  partners. 
Their  Balance  Sheet  at  December  31,  1910,  is — 


Capital  and  Liabilities. 


Creditors — Lewis  &  Co. . 
Arroll  &  Sons 


Assets. 


Bill  Payable    . 
Capital — Jas.  Mason 
Hy.  Mason 


Machinery  and  Plant    . 

Stock     .... 

Debtors — Be^n  &  Moor  . 

Rentons,   Ltd. 

Bank      .         .         . 
Cash      .... 


The  partners  are  entitled  to  Interest  at  5  per  cent.  p.  a.  on  their 
Capital  and  share  profits  equally. 

You  are  required  to  record  the  transactions  for  the  two  months 
ending  February  28,  1911,  in  the  ruled  set  of  books  provided,  to  close 
the  books  at  February  28,  and  show  Balance  Sheet  at  that  date. 

The  Cash  Book  should  be  balanced  monthly,  also  the  Sales  and 
Purchases  totals  posted  monthly. 


£ 
80 
16 

s. 
0 
4 

d.          £    s.  d. 

1 
8 

OA   ^   0 

1,574 
683 

6 
5 

80  0  0 
8 
0 

o  or;7  1 1   o 

s. 

8 
4 

£2,433  16  5 

£ 

35 

83 

d.         £      s.    d. 
1,809  19  4 
439  6  2 
9 
6 

1 1  Q  1  q   q 

62  8  11 
3  8  9 

£2,433  16  5 
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Invoices  sent  out — 
Jan.  6.  Rentons,  Ltd.,  York,  12  Castings  No.  495,  total  weight 
19  cwts.  1  qr.  2  lbs.  and  12  Castings  No.  608,  total 
weight  14  cwts.  2  qrs.  26  lbs.  at  35s.  per  cwt.  as  per 
Order  No.  F.  510,  sent  per  North  Eastern  Railwaj', 
(carriage  paid)  in  a  case  No.  42  for  which  a  charge  of 
10s.  is  to  be  made. 

,,  30.  Bean  &  Moor,  Heckmondwike,  50  sets  small  Furnace 
Doors  and  Grates  36  cwts.  1  qr.  14  lbs.  at  \'2s.  per  cwt. 
and  100  lengths  No.  58  Gratings  36  inches  by  6  inches 
by  i  inch,  8  cwts.  2  qrs.  at  lis.  per  cwt. 
Feb.  9.  Bean  k  Moor,  Heckmondwike,  3  tons  4  cwts.  1  qr. 
Castings  at  16s.  per  cwt. 

,,  18.  Rentons,  Ltd.,  York,  20  tons  3  cwts.  3  qrs.  Castings  at 
15s.  per  cwt. 

,,  21.  Bean  &  Moor,  Heckmondwike,  1  gross  Fig.  27  Inlets 
fitted  complete  5  tons  1  cwt.  2  qrs.  19  lbs.  at  5s.  3rf. 
each  and  16  18-inch  Grate  Bars  1  cwt.  1  qr.  14  lbs.  at 
12s.  per  cwt.,  packing  case  No.  43,  10s. 

Credit  Notes  sent  out — 
Jan.   10.     Rentons,  Ltd.,  York,  Case  No.  42  returned  10s. 

,,     31.     Bean    &    Moor,    Heckmondwike,    allowance    for    short 
weight  on  Furnace  Doors  and  Grates  1  cwt.  0  qrs.  12  lbs. 
at  12s.  per  cwt.  13s.  3f/. 
Feb.  27.     Bean  &    Moor,  Heckmondwike,  Case  No.    43  returned 
10s. 
Invoices  received — 
Jan.     9.     Lewis    &  Co.,  Iron  and    Materials  £33   14s.  6rf.,   Coal 
£19  8s.  6t/.,  Repairs  to  Machinery  £7  18s.  9rf. 
,,     31.     ArroU  k  Sons,  Trade  Expenses    £5  lis.  2^.,  and  Com- 
mission 5  per  cent,  on  net  Sales  for  January. 
„     31.     North  Eastern  Railway  Co.,  Carriage  £13  2s.  6rf.,  Rent 

£20. 

„     31.     Lewis  k    Co.,   Iron    and   Materials  £59    6s.   2i.,   Coal 

£23  4s.  Zd.,  Machinery  and  Plant  £50  15s. 

Feb.     8.     Arroll  k  Sons,  Trade   Expenses  £6  19s.  bd.,  Machinery 

and  Plant  £18  3s.  2d.,  Iron  and  Materials  £31  19s.  6rf. 

„     23.     Lewis  k  Co.,  Iron  and  Materials  £25   16*.  llrf.,    Coal 

£25  2s.  3rf.,  Repairs  to  Machinery  £15  9s.  ^. 
,,     28.     ArroU  k  Sons,  Commission  5  per  cent,  on  net  Sales  for 

Februar}-,  and  Trade  Expenses  £6  13s.  9d. 
,,     28.     North  Eastern  Railway  Co.,  Carriage  £15  lis.  7ii,  Rent 

£20. 
Credit  Notes  received — 
Jan.  12.     Lewis  k  Co.,  Iron  and  Materials  £2  lis.  3d. 

,,     31.     Arroll  &  Sons,  Trade  Expenses  5s.  9c?. 
Feb.     9.     Arroll  &  S<ms,  Machinery  and   Plant   £1   5s.    M.,  Iron 
and  Materials  £3  18s.  2d. 
,,     25.     Lewis   k   Co.,    Iron    and    Materials    £5    3s.    \d      Coal 

£2  Is.  9(f. 
Cash,  etc.,  received — 
Jan.     5.     Bean  k  Moor,  cheque  £33  13s.  Ad.,  discount  £1  15s.  M. 
„      6.     Edward  Brown,  an  employee,  for  Coal  sold  to  him  this 
day  £1  bs. 
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Feb.     7. 

„     10. 
»     13. 


Jan.    13.     Drew  cash  from  Bank  by  cheque  £40. 

„     26.     Rentons,  Ltd.,   cheque  £30,  cash  £49  \s.   M.,   discount 

£4  Zs.  M. 
Bean  &   Moor,  cheque  for  January  Account  less  5  per 

cent,  discount. 
Drew  cash  from  Bank  by  cheque  £60. 
Lewis  &   Co.,   Cash   10s.  amount   of   January  Account 

overpaid. 
„     23.     Rentons,  Ltd.,  Bankers'  Draft  payable  on  demand  £20, 

cash  £36  10s.  Qd.,  discount  £2  19s.  Qd. 
Payments — 
Jan.     6.     Paid  to  Bank  £35. 
„     13.     Wages  £30  6s.  6d. 

,,     17.     ArroU  k  Sons,  by  cheque  £15  16s.  6d.,  discount  8s.  2d. 
, ,     23.     Advised  Bank  of  Bill  £80  due  to-morrow. 
,,     26.     Lewis  &  Co.,  cheque  £70,  cash  £6,  discount  £4  Os.  Id. 
„     27.     Wages  £32  3s.  9d. 
„     27.     Paid  to  Bank  £32. 
Feb.     3.     Bank  charge  Account  for  cheque  book  8s. 

„       5.     Paid  Property  Tax  by  cheque  £11  13s.  4c?.  on  behalf  of 

landlords,  North  Eastern  Railway  Co.,  to  be  refunded 

by  them. 
„     10.     Paid  Wages  £35  lis.  9cf. 

„     10.     Paid  North  Eastern  Railway  Co.  Cash  £21  9s.  2d. 
,     11.     Lewis     &     Co.    by    cheque     £182     14s.    Id.,    discount 

£9  lis.  lOd. 
„     23.     Paid  to  Bank  £45. 
„     24.     Paid  Wages  £34  8s.  6d. 
,,     28.     James  Mason  (partner)  Cash  £10. 
,,     28.     Henry  Mason  (partner)  Cheque  £10  • 
Stock,  February  28,  1911,  £553  14s.  Qd. 


COUNTY    COUNCIL   OF   THE  WEST   RIDING   OP 
YORKSHIRE. 


Fifth  Year, 

1911. 

1.     The  "  Weekly  Banner  " 

Limited. 

Trial  Balance,  March  31, 

19n. 

£ 

s. 

d. 

£    s. 

d. 

Cash  Sales  (newspapers)  . . 

642    6 

2 

Agents'  Sales     .... 
Advertisements  charged    . 

4,397  13 

3 

6,869  18 

7 

Cash  in  hand     .... 

53 

5 

5 

Agents'  Returns 

359 

2 

4 

Sundry  Printing  Sales 
Advertisers'      Prepayments,      unex 

12  15 

3 

hausted          .... 

37    9 

0 

Copyright           .... 

2,000 

0 

0 

Machinery  and  Plant,  March  31,  191( 
Freehold  Property    . 

)    9,000 

0 

0 

4,000 

0 

0 

Office  Furniture 

120 

0 

0 

Bank 

3,630 

8 

0 
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Revenue  Surplus,  March  31,  1910 

£7,000  Consols  2\  per  cent,  at  cost 

Reserve  Fund  Account 

Discount  allowed 

Paper,  Ink,  etc.  Account . 

Trade  Expenses 

Wages       ..... 

Discount  received     ... 

Bad  Debts  .... 

Interest   on  Consols   (9  months  re 

ceived)  ..... 
Advertisements  in  other  Papers 

Fuel,  etc 

Repairs 

Rent  of  Branches,  Rates  and  Taxes 

Correspondence  Fees 

Printing  and  Stationery    . 

New  Plant  bought  Oct.  1,  1910 

Telephone  .... 

Billposting  and  Carriage  . 

Insurance  ..... 

Postage  and  Telegrams 

Travel  I  rng  Expenses 

Share  Capital  4,660  £10  shares  £o 

called  up         ...         . 
Bank  Interest   .... 

Creditors 

Agents'  Debit  Balances     . 

Subscribers'  Balances 

Advertisers'  Balances 

Sales  to  Subscribers  . 

Credit  Balances,  Subscribers'    . 

Ten  £1  shares  "Yellow   Press  Co. 

Ltd."  no  value 


£  s. 

d. 

£  s,  d. 
1,530  7  1 

5,869  0 

4 

400  0  0 

103  11 

1 

2,960  13 

8 

170  6 

10 

4,845  13 

0 

379  4  3 

90  17 

6 

123  U  11 

76  7 

4 

157  2 

4 

206  16 

5 

129  8 

8 

368  2 

4 

108  15 

6 

400  0 

0 

78  8 

11 

225  16 

9 

48  10 

0 

187  12 

2 

195  16 

10 

23,300  0  0 
1-25  6  0 
850  0  10 

579  1 

5 

38  4 

4 

2,758  12 

5 

84  1  7 
10  19  8 

2    0    0 


£38,763  13    7      £38,763  13    7 


Wages  owing  £95  I65.  Ad. 

Three  Months'  Interest  less  Tax  at  Is.  2d.  in  £  due  on  Consols. 

The  Stocks  at  March  31,  1911,  are  :  Paper,  Ink,  etc.  £324  10s. 

Fuel,  £3  10s. 

Telephone,  £25  is  prepaid. 

Reserve  £150  for  estimated  costs  in  Libel  action. 

Reserve  £50  for  Bad  Debts. 

Depreciation  on  Plant  7^  per  cent,  per  annum. 

Depreciation  on  Furniture  5  per  cent,  per  annum. 

Provide  10  per  cent,  for  allowances  on  Advertisers'  Debts. 

Write  down  Consols  to  79^  per  cent. 

Provide  Managers'   Commission  5  per  cent,    on  Year's  Profits 
before  crediting  any  interest  or  charging  loss  on  Investments. 

Prepare  Balance  Sheet  and  Trading   Account  for  year  ending 
March  31,  1911. 
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2.  For  the  year  1910  a  Trading  Account  stands  thus — 

Sales     .        .        .     10,000 


£ 

Cost  of  Materials 
Wages 
Discount . 
Expenses . 

.     5,000 

.     3,000 

500 

.     1,500 

£10,000 

£10,000 


State  the  above  costs  as  percentages  on  Turnover. 

As  this  leaves  no  profit,  the  Trader  considers  how  he  can  improve 
matters,  and  finding  that  he  cannot  advance  his  selling  prices  he 
will  aim  at  increasing  the  Turnover  by  £2,000,  and  reducing  the 
percentage  costs  on  Turnover  by  Materials  2,  Wages  1,  Discount 
2  ;  the  Expenses  remain  at  the  same  amount. 

Show  his  Trading  Account  for  1911  on  the  basis  of  these 
alterations. 

3.  Explain  what  is  meant  by  ' '  Capital  Expenditure,"  and  state 
the  considerations  which  would  guide  you  in  deciding  Avhether  a 
particular  item  of  expenditure  properly  comes  within  this  category 
or  not. 

4.  A  business  has  ten  Sales  Ledgers  marked  respectively'^  A,  By 
C,  etc.  The  Sales  Day  Book  has  analysis  columns  corresponding  to 
the  Ledgers.  Each  Ledger  is  balanced  separately  each  month.  On 
January  20  a  sale  of  £10  posted  to  F  Ledger  is  placed  in  Day  Book 
in  G  column  by  mistake.  Say  how  the  January  monthly  summaries 
of  F  and  G  Ledgers  are  afiected,  and  how  the  balances  shown  by 
the  summaries  will  compare  with  the  balances  as  extracted  from 
the  Ledgers. 

5.  The  Rajputana  Syndicate,  Ltd.,  at  December  31,  1910,  stood 
as  follows — 

£  £ 

10,000  £1    6  per    cent.    Cumulative   Preference 

Shares 10,000 

1,500  £1  Ordinary  Shares 1,500 

4  per  cent.  Debentures 3,000 

Creditors 1,300 

Bank 450 

16,250 

Expenditure  on  Patents 8,500 

Cash  in  hand          . 25 

Loss  on  Trading 6  220 

Stock  of  Materials 325 

Sundry  Debtors 180 

W.  Barwick  loan  at  5  per  cent,  per  annum  .         .  1,000 

£16,250 

The  Preference  Dividend  is  at  above  date  5  years  in  arrear. 
There  are  no  transactions  until  June  30,  1911;  on  this  date  the 
Company  is  supposed  to  be  wound  up.  The  amounts  then  realized 
are:  Patents  £20,000,  Stock  £180,  Sundry  Debtors  £120.  The 
expenses  of  winding-up  are  £800.     The  Preference  Shares  are  only 
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entitled  to  repayment  in  full  with  arrears.  Prepare  a  statement 
showing  the  distribution  of  the  assets.     Ignore  Income  Tax. 

W.  Barwick  holds  £500  Debentures,  1,000  Preference  Shares, 
and  500  Ordinary  Shares.  Prepare  a  statement  showing  how  much 
is  due  to  him. 

6.  An  Hotel  proprietor  makes  the  following  arrangement  with 
the  Imperial  Telephone  Co.  On  January  1  he  pays  £10  for  12 
months'  rent  in  advance,  and  £10  85.  M.  for  5,000  calls.  His 
customers  can  only  use  the  service  by  paying  a  penny  into  a  box, 
this  money  belongs  to  the  Hotel  proprietor.  The  total  calls  used  are  : 
January  480,  February  540,  March  600.  The  bills  for  Trunk  Fees 
(payable  by  Hotel)  are  January  9s.  M.,  February  8cS.  3</.,  March 
II5.  60?.  The  sums  collected  from  the  box  are  January  £1,  February 
£1  55.,  March  £1  IO5.  Prepare  account  showing  the  cost  of  the 
Telephone  for  each  of  these  3  months. 


INSTITUTE  OF  BANKERS. 

Preliminary  Paper,  April  1909. 

[2  hours  allowed.  ] 

Note. — Seven  only  out  of  the  following  ten  questions  are  to  be 
attempted.  The  number  of  marks  assigned  to  each  question  is  given 
in  brackets  at  the  end  of  the  same. 

Definition  and  General  Principles. 

1.  M.  Rankin  and  W.  King  decide  to  amalgamate  their  two 
businesses  under  the  style  or  firm  of  Rankin  &  King. 

The  firm  decided  to  take  over  the  following  Assets  and  Liabilities 
at  the  figures  stated — 

From  M.  Rankin —  £  s.  d. 

Land  and  Buildings 10,000  0  0 

Plant  and  Machinery 5,000  0  0 

Stock-in-trade   .      * 3,000  0  0 

Work  in  Progress 1,000  0  0 

Debtors 5,500  0  0 

Cash  at  Bank 1,000  0  0 

Bills  Receivable 2,000  0  0 

Bills  Payable 3,000  0  0 

Reserve  for  Discount  on  Debtors        .         .         .  150  0  0 

Creditors 6,000  0  0 

Mortgage  Creditor 8,000  0  0 

From  W.  King- 
Stock-in-trade  6,000  0  0 

Debtors 10,000  0  0 

Cash  at  Bank 2,000  0  0 

Creditors 5,000  0  0 

Make  the  opening  Journal  entries  in  respect  of  the  above,  post 
the  same  to  Ledger  accounts,  and  prepare  starting  Balance  Sheet 
of  Rankin  &  King,  showing  the  respective  Capitals  of  M.  Rankin 
and  W.  King  in  the  new  firm.  [20  marks.] 

2.  What  is  the  distinction  between  "Gross"  and  "Net"  Profit 
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or  Loss  ;  also  between  **  Account  Sales  "  and  **  Account  Current"? 
Set  out  an  Account  Current,  inserting  twelve  amounts  therein. 

[10  marks.] 

3.  Enter  the  following  transactions  in  the  respective  Bought  and 
Sold  Day  Books,  Journal,  and  Cash  Book,  and  post  to  the  Ledger  ; 
balance  the  Ledger  accounts  and  prepare  a  trial  balance. 

{a)  Purchased  from  A.  Bray  k  Co.  200  tons  Pig  Iron  at  45s. 

per  ton,  £450. 
(6)  Sold  Wm.  Smith  &  Co.  40  tons  Pig  Iron  at  60s.  per  ton, 

£120.     Paid  Carriage  thereon,  £10. 
(c)  Sold  F.  Midlane  148  tons  Pig  Iron  at  48s.,  £355  4s. 
{d)  Received  Cheque,  £118,  from  Wm.  Smith  &  Son  in  payment 

of  Pig  Iron.    Discount  allowed,  £2. 
{e)  Received  from  F.  Midlane  cash  on  account,  £200. 
(/)  Withdrew  from  Bankers  £100,  from  which  were  paid  Salaries, 

£50  ;  Rent,  £40  ;  and  £10  advanced  to  Petty  Cash. 
{g)  Accepted  A.  Bray  &  Co. 's  Bill  for  £450  at  3  months. 

[20  marks.] 

4.  Explain  the  terms — 
(a)  Debit  and  Credit. 

(&)  Assets  and  Liabilities. 

(c)   Revenue  Account  and  Profit  and  Loss  Account. 

{d)  Cash  Account  and  Income  and  Expenditure  Account. 

[10  marks.] 

6.  (a)  A.  Brandt  sells  B.  Spicer  Goods  to  the  value  of  £500. 
(6)  A.  Brandt  buys  from  B.  Spicer  Goods  to  the  value  of  £300. 
(c)   A;  Brandt  receives  from  B.  Spicer  cash,  £250. 
Show  the  above  transactions  aa  they  would  appear  in — 

{a)  A.  Brandt's  Ledger. 

{b)  B.  Spicer's  Ledger.  [10  marks.] 

6.  When  an  Invoice  of  a  Purchase  is  received,  how  would  the 
accuracy  of  the  same,  in  large  works,  be  ascertained  as  to  quantities 
and  prices,  and  what  signatures  would  be  required  before  the  book- 
keeper would  enter  such  Invoice  in  the  Purchases  Day  Book  ? 

[10  marks.] 

7.  Make  out  an  Account  Sales  of  500  bales  of  Cotton  from  New 
Orleans  per  s.s.  Wilmslow,  consigned  to  M.  Cook  &  Sons  on  commis- 
sion by  John  Smythe  &  Co. — 

Sold  250  Bales  =  103,270  lbs.  at  5d.  per  lb.  to  W.  Soley. 
Sold  200  Bales  =  80,375  lbs.  at  6^tZ.  per  lb.  to  W.  Boothe. 
Remainder  unsold. 
Charges  paid  by  Consignee  as  follows — 

Freiglit,  £160. 

Insurance  and  Other  Charges,  £50. 

Commission  on  Sales,  2|  per  cent.  [10  marks.} 

8.  Explain  the  terms  "Bill  Receivable,"  "Bill  Payable,"  and 
"Bill  of  Exchange." 

Rule  a  form  of  Bills  Receivable  Book  and  enter  particulars  of  two 
Bills  thereon. 

Open  Personal  and  Impersonal  Ledger  Accounts  in  respect  of  the 
two  Bills  and  post  the  Bills  to  such  accounts.  [15  marks.] 
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9.  How  would  you  proceed  to  prepare  a  Profit  and  Loss  Account 
and  a  Balance  Sheet,  and  what  nature  of  item  would  be  inserted  in 
each  account  respectively?  [10  marks.] 

10.  The  following  figures  are  all  Balance  Sheet  items,  from  which 
prepare  a  Balance  Sheet  of  the  firm  of  Black  &  White,  December  31, 
1908— 


C.  Black,  Capital  .... 

L.  White,  Capital  Account  in  debit       .     2,000 

Land  and  Buildings        ....     3,000 

Plant 1,000 

Debtors 6,000 

Stock  of  Goods 5,000 

Reserve  for  Bad  Debts  (Credit  Balance) 

Creditors 

Bills  Payable 

C.  Black,  Drawings       ....         500 
L.  White,  Drawings      ....         600 
Depreciation  of  Buildings  (Credit  Bal- 
ance)        

Profit—  £      s.     d. 

C.  Black,  two-thirds     1,400     0     0 
L.  While,  one-third         700     0    0 

I/)an  from  Bankers        .... 


£ 

5,000 


500 
5,000 
2,000 


500    0    0 


2,100  0  0 
3,000  0  0 
[16  marks.] 
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[2  hours  allowed.] 

'  Note.— -S'crfn  only  out  of  the  following  ten  questions  are  to  be 
attempted.  The  number  of  marks  assigned  to  each  question  ia 
given  in  brackets  at  end  of  same. 


Double  Entry:  ELrciDATioN  and  Explanation. 

1.  S.  Svme  was  in  business,  and  decided  to  sell  the  Goodwill  to 
a  Limitea  Company. 

A  Limited  Company  was  incorporated  with  a  nominal  Capital  of 
£100,000,  viz.  10,000  Shares  of  £10  each,  of  which  5,000  Shares 
fully  paid  were  issued  to  S.  Syme  in  respect  of  the  (ioodwill,  and 
3,000  Shares  were  applied  for  and  allottee!  to  the  general  public. 

These  latter  3,000  Shares  were  payable  as  follows — 

£1  per  Share  on  Application. 
£2  per  Share  on  Allotment,  October  1,  1908. 
£2  per  Share  First  Call  on  December  1,  1908. 
£2  per  Share  Second  Call  on  February  1,  1909. 

The  Application  and  Allotment  Money,  together  with  £5,000  in 
respect  ot  the  First  Call  and  £1,000  in  respect  of  the  Second  Call, 
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was  received  and  paid  into  the  Banking  Account,  the  balance  of  the 
Ledger  account  representing  Calls  unpaid. 

Make  the  opening  Journal  and  Cash  Book  entries  for  the  above 
transactions  and  post  the  same  to  the  Ledger. 

Prepare  the  first  Balance  Sheet  of  the  Company  as  at  February 
2,  1909,  assuming  that  there  has  been  no  Capital  expenditure  and  that 
the  whole  of  the  money  received  remains  at  the  bankers.     [25  marks.  ] 

2.  The  following  is  the  financial  position  of  Richardson  & 
Pickford  at  January  1,  1908— 


Dr. 


BALANCE  SHEET,  January  i,  1908 


Cr. 


To  Creditors— 
On  Bills  Pay- 
able     £800  0  0 

A.  Willing  ...   1,250  0  0 

B.  Glover 550  0  0 

„  Capital— 
C.F.Richard- 
son    6,050  0  0 

G.  Pickford..   5,050  0  0 


£ 

2,600 
10,100 

s. 

0 

0 

d. 

0 
0 

£12,700 

0 

0 

By  Cash  at  Bankers 

,,  Bills  Receivable  

,,   Debtors — 

W.  F.  Fowle  £1,200  0  0 

M.    Pilking- 
ton 800  0  0 


2,000  0  0 
Less  Reser\'e 
for   Dis- 
count          50  0  0 


Stock  of  Goods  

Plant  and  Machinery, 
Land  and  Buildings.. 


2,000 
750 


1,950 
3,000 
2,000 
3,000 


£12,700 


0   0 
0   0 


I 


The  following  is  a  summary  of  the  Cash  Book  for  the  twelve 
months  ending  December  31,  1908 — 


Dr. 


Cr. 


To  Balance  at  January  1, 

190S 

„    Receipts  from  W.  F. 

Fowle  

„    Receipts      from      M. 

Pilkington 

„    Bills  Receivable 


2,000 

7,850 

5,650 
4,500 


£20,000 


By  Salaries 

,,   Wages 

,,   Bills  Payable 

,,  Payments  to  A.  Will- 
ing   

„  Payments  to  B.  Glover 

„  General  Office  Ex- 
penses   

,,  Drawings,  C.  F. 
R  chardson  

,,   Drawings,G.  Pickford 

,,  Balance  at  December 
31.1908 


£ 

s. 

600 

740 

3,660 

0 
0 
0 

4,850 
2,500 

0 
0 

400 

0 

750 
750 

0 
0 

5,750 

0 

£20,000 

0 

Post  the  whole   of  the  above   items   to  their  respective  Ledger 
accounts. 

The  following  are  the  remaining  transactions  for  the  year  ending 
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December  3fl,  1908,  which  enter  in  their  respective  Day  Books  or 
Journal  and  post  to  the  Ledger  accounts — 


Purchases  from  A.  Willing 
Purchases  from  B.  Glover  . 
Discount  allowed  by  A.  Willing 
Sales  to  W.  F.  Fowle 
Sales  to  M.  Pilkington 
Discount  allowed  to  W.  F.  Fowle 
Bills  Receivable  from  W.  F.  Fowle 
Bills  Payable  accepted  for  A.  Willing 
Stock  of  Goods  at  December  31,  1908 


At  December  31,   1908,   write  off   Depreciation  on  Plant  and 
Machinery,  £200,  and  provide  Reserves  for — 


£ 

s. 

d. 

2,000 

0 

0 

3,000 

0 

0 

50 

0 

0 

2,550 

0 

0 

6,450 

0 

0 

100 

0 

0 

4,550 

0 

0 

7,750 

0 

0 

3,500 

0 

0 

Land  and  Buildings 
Discounts  on  Debtors 


£150 
£100 


Take  out  a  Trial  Balance  of  the  Ledger  balances  and  afterwards 
prepare  a  Profit  and  Loss  Account  and  Balance  Sheet  at  December 
31,  1908.     Divide  the  profit  equally  between  the  two  partners. 

[40  marks.] 

3.  Journalize  in  tabular  form  the  following  sales,  placing  all  the 
impersonal  items  under  their  respective  separate  accounts — 


W.  Wills  &  Co. 
For  Goods  . 

Brokerage    . 

Insurance     . 

Freight 

Other  Charges 
W.  Jones  &  Co. 
For  Goods  . 

Commission  . 

Freight 

Charges 

Less  Interest 


A.  Basden  &  Co. 
For  Goods  . 
Commission 


£  5.  d. 

650  0  0 

12  0  0 

3  0  0 

12  0  0 

3  0  0 

1,000  0  0 

20  0  0 

10  0  0 

6  0  0 


Less  Interest 


1,035 
20 

0 
0 

0 
0 

£1,015 

0 

0 

500 
10 

0 
0 

0 
0 

510 
15 

0 
0 

0 
0 

£495 

0 

0 

[10  marks]. 
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4.  The  following  is   the  Trial  Balance    of    Messrs.    Jones  and 
Coiville  at  December  31,  1908— 


Bills  Payable       .         .         .         .        , 

Land  and  Buildings     . 

Work   in  Progress  at  Decemfeer  31 

1908 

Received  on  account  of  Work  in  Pro 

gress  to  December  31,  1908 
Stock  of  Goods  at  January  1,  1908 
F.  Jones,  Capital 
O.  Coiville,  Capital     . 
Plant  and  Machinery . 
Bills  Receivable  . 
Purchases    . 
Sales  .... 
Wages 
Salaries 

Rates  and  Taxes 
General  Office  Expenses 
Partners'  Salaries 
Furniture  and  Fixtures 
Cash  at  Bank 
Discounts    . 
Creditors     . 


-  £ 


d. 


7,000     0     0 
2,500    0    0 


4,000     0     0 


5,600 

0 

0 

1,500 

0 

0 

13,000 

0 

0 

3,500 

0 

0 

570 

0 

0 

200 

0 

0 

500 

0 

0 

800 

0 

0 

300 

0 

0 

230 

0 

0 

500 

0 

0 

£        s.  d. 
700    0    0 


1,500    0    0 


10,000    0 
5,000     0 


22,000     0     0 


1,000    0    0 


£40,200     0     0    40,200     0     0 


Stock  of  Goods  at  December  31,  1908,  £6,470. 

Prepare  Profit  and  Loss  and  Balance  Sheet  at  December  31,  1908, 
dividing  the  profit  two-thirds  to  F.  Jones  and  one-third  to  G. 
Coiville,  but  before  dividing  the  profit  write  off  7i  per  cent. 
Depreciation  from  Plant  and  Machinery  and  create  a  Reserve  of  5 
per  cent,  on  Land  and  Buildings.  [15  marks.] 

5.  A.  McCall  sold  Goods  to  M.  Segoin  on  July  1,  1908,  amounting 
to  £200.  With  the  Invoice  Mr.  McCall  sent  Mr.  Segoin  a  Bill  for 
acceptance  dated  July  1,  1908,  for  £200  at  3  months,  which  Mr. 
Segoin  accepted.  On  July  4  Mr.  McCall  discounted  the  Bill  with 
his  Bankers,  receiving  credit  in  his  Pass  Book  for  £200  and  was 
charged  £5  for  Discount. 

On  October  1,  1908,  Mr.  McCall  received  from  Mr.  Segoin  a 
cheque  for  £105,  representing  £100  on  account  of  the  Bill  and  £5 
for  Interest,  and  a  further  Bill  for  £100  at  3  months  dated  October  1, 
1908.  Mr.  McCall  paid  the  cheque  into  the  Bank  but  did  not 
discount  the  Bill. 

On  October  4,  1908,  Mr.  McCall  handed  to  Mr.  Segoin  a  cheque 
for  £200  to  meet  the  Bill  then  due. 

On  January  1,  1909,  Mr.  McCall  paid  the  Bill  for  £100  into  his 
Banking  Account  for  collection,  and  this  was  duly  met  by  Mr. 
Segoin. 

Make  the  necessary  entries  in  A.  McCall's  Journal  and  Cash 
Book,  posting  them  into  the  Ledger.  [15  marks.] 

6.  Explain  the  meaning    of    the    terms    "Fixed    and  Floating 
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Assets,"  also  explain  how  you  would  arrive  at  the  value  to  be 
placed  upon  the  Goodwill  of  a  Business  for  Balance  Sheet  purposes. 

[10  marks.] 

7.  At  December  31,  1908,  the  Balances  as  per  Cash  Book  and 
Bank  Pass  Book  are  as  follows — 

Bank  Overdraft,  as  per  Cash  Book       .         .     £249 
Cash  at  Bank,  as  per  Cash  Book  .         .         .       £78 

Explain  the  probable  cause  of  the  diflFerence  between  the  two 
books,  and  make  a  Reconciliation  Statement  illustrating  your 
answer.  [5  marks.] 

8.  Should  a  book-keeper  in  preparing  a  Balance  Sheet  of  a  trading 
concern  show  as  a  Liability  Bills  Receivable  under  Discount  with 
the  Bankers :  if  so,  show  the  entry  you  would  make  in  the  l^alance 
Sheet.  [5  marks.] 

9.  In  the  case  of  a  manufacturer,  which  items  of  Income  and 
Expenditure  should  be  included  in  the  Manufacturing  Account  and 
which  in  the  Profit  and  Loss  Account  ?  [5  marks.] 

10.  Explain  what  is  meant  by  balancing  on  the  Total  System,  and 
give  specimen  entries  in  a  Debtor's  Total  Account.  [5  nmrks.] 
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[2  hours  allowed.] 

Note. — Seven  only  out  of  the  following  ten  questions  are  to  be 
attempted.  The  number  of  marks  assigned  to  each  question  is 
given  in  the  brackets  at  the  end  of  it. 

Definition  and  General  Principles. 

1.  Enter  the  following  transactions  in  the  necessary  Account 
Books  of  E.  Harper,  post  the  Ledger  Accounts  and  prepare  Trial 
Balance. 

(«)  October  21,  1909.  Purchased  from  A.  C.  Gurnej',  goods 
costing  £550,  paying  for  the  same  before  delivery  leas 
5  per  cent,  discount  by  cheque  on  my  Bankers. 

(J)  October  23,  1900.  Sold  J.  Jones  goods  to  the  value  of  £150, 
receiving  a  Bill  of  Exchange  at  3  months  for  a  like  amount 
in  paN'ment. 

(c)  October  25,   1909.      Returned   portion  of  goods  to  A.   C. 

Gurney  to  the  value  of  £50,  the  same  not  being  according 
to  sample. 

(d)  October  31,    1909.      Discounted   J.   Jones's  Bill  with   m}' 

Rankers,  the  discount  charged  by  the  Bankers  being  £2. 

{e)  November  7,  1909.  Sold  for  Cash  to  M.  Barr,  goods  to  the 
value  of  £75. 

if)  December  S,  1909.  Sold  W.  Watson  goods  to  the  value  of 
£340  on  monthly  account,  which,  less  £15  discount,  was 
settled  bv  cheque  and  paid  into  the  Bank  on  December  31, 
1909.      "  [20  marks.] 


EXAMINATION  PAPERS  855 

2.  Explain  what  efifect  the  following  mistakes  would  have  on  the 
accounts  of  a  business — 

(a)  A  receipt  from  a  Creditor  of  £240  entered  in  the  Cash  Book 

and  posted  as  £200. 
(&)  A  payment  for  expenses  of  £160  entered  in  the  Cash  Book 

and  posted  as  £120. 

(c)  A  credit  sale  of  goods  of  £300  debited  to  Expenses  Account 

in  the  Ledger  instead  of  the  Customer's  Account. 

(d)  A  Cash  sale  of  goods  amounting  to  £29  10s.  was  credited  to 

a  Customer's  Personal  Ledger  Account  instead  of  to  Cash 
Sales  Ledger  Account.  [15  marks.] 

3.  G.  Garrick  of  London  sold  to  James  Smith  of  Leeds  the 
following — 

1909.  £  s.  d.      r 

Oct.    14.  Goods 60  0  0 

Nov.  16.  Goods 50  0  0 

Nov.  30.  Goods 75  0  0 

On  November  16  James  Smith  paid  £100  on  account,  and  on 
December  31  gave  a  Bill  Payable  for  £80  in  settlement,  the 
difference  being  discount. 

(a)  Prepare  an  invoice  for  the  goods  sold  on  October  14,  1909. 
\b)  Render  a  Statement  of  Account  on  December  31,  1909,  fot 
the  whole  of  the  transactions.  [10  marks.] 

4.  The  following  figures  are  all  Balance  Sheet  items,  from  which 
prepare  the  Balance  Sheet  of  Messrs.  A.  Lloyd  &  Co.,  Ltd.,  showing 
the  financial  position  at  December  31,  1909 — 

Capital,  1,000  Shares  £10  each £10,000 

Calls  in  arrear 100 

Stock 6,000 

Cash  in  hand 100 

Bank  overdraft 2,500 

Work  in  progress 2,000 

Consignments     . 5,000 

Advances  received  on  Consignments          ....  4,000 

Furniture  and  Fixtures 500 

Bills  Receivable 800 

Bills  Payable 1,000 

Debtors 8,500 

Creditors 5,500 

[15  marks.] 

5.  The  following  figures  are  all  Trading  and  Profit  and  Loss 
items,  from  which  prepare  Trading  and  Profit  and  Loss  Accounts 
for  six  months  to  December  31,  1909,  showing  the  Gross  and  Net 
Profits  or  loss — 

Purchases £12,500 

Rent,  Rates,  Taxes  and  Insurance  paid     ....  1,250 

Rent  and  Interest  received 200 

Stock  at  December  31,  1909 6,000 

Commission  paid 240 

Travelling  Expenses 660 
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Directors'  Fees £400 

Salaries  and  Wages 2,300 

Law  Costs 50 

Sales 25,000 

Stock  at  July  1,  1900 4,000 

Depreciation 250 

[15  marks.] 

6.  June  30,  1909.  Consigned  from  Stock  to  A.  Dugard  to  be 
sold  by  him  on  our  account  1,000  tons  of  Coal,  costing  8.?.  per  ton, 
£400. 

July  1,  1909.  Paid  Carriage,  Freight  and  Charges  thereon, 
£350. 

August  31,  1909.  Received  from  A.  Dugard  an  Account  Sales 
showing  the  net  amount  realized  was  £960  accompanied  by  a  Bill  of 
Exchange  at  60  days'  sight  for  the  amount  realized. 

Enter  the  above  transactions  in  the  Journal  and  Cash  Book,  and 
post  to  the  Ledger,  showing  the  Profit  or  Loss  on  the  Consignment. 

[15  marks.] 

7.  Rule  a  form  of  Bills  Payable  Book  and  enter  particulars  of  two 
Bills  therein.  [10  marks.] 

8.  Rule  a  form  of  Cash  Book  with  Discount,  Cash  and  Bank 
columns,  enter  therein  six  items  of  Receipts,  and  six  of  Payments, 
showing  how  you  would  deal  with  payments  into  and  withdrawals 
from  the  Bank,  Bills  Receivable  discounted,  Bills  Payable  matured 
and  Cash  discount.  [10  marks.] 

9.  If  on  taking  out  a  Trial  Balance  of  Books,  the  total  debits 
exceeded  the  credits  by  £9  1  Is.  lOrf.  what  course  of  procedure  would 
you  adopt  to  discover  the  error  or  errors.  [10  marks.] 

10.  Explain  the  meaning  of  the  following  terms — 

(a)  DiflFerence  in  Exchange. 

(6)  Goodwill. 

(c)  Depreciation. 

(rf)  Sinking  Fund.  [10  marks.] 
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[2  hours  allowed.] 

Note. — Seven  only  out  of  the  following  ten  questions  are  to  be 
attempted.  The  number  of  marks  assigned  to  each  question  is 
given  in  brackets  at  the  end  of  it. 

DotTBLE  Entry  :   Elucidation  and  Explanation. 

1.  On  January  1,  1909,  the  Estate  of  John  Harding  consisted  of 
the  following  Assets — 

£  s.  d. 
(a)  £40,000  London  &  North  Western  Railway 

3  per  cent.  Debenture  Stock  at  90  per  cent.     36,000  0  0 

(6)  Mortgage  on  Freehold  Property  at  4  per  cent.     20,000  0  0 

(c)  Freehold  Property  of  the  estimated  value  of    55,000  0  0 

(,d)  Cash  at  Bankers  * 2,500  0  0 
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Make  the  necessary  opening  Journal  entries,  posting  the  same  to 
their  respective  Ledger  Accounts. 

From  the  following  particulars  write  up  the  Journal  and  Cash 
Book  (ignoring  Income  Tax)  for  the  year. 

(a)  On  January  15,  1909,  and  July  15,  1909,  respectively,  a 
half-year's  interest  is  payable  and  duly  received  on  the 
£40,000  London  &  North  Western  Railway  3  per  cent. 
Debenture  Stock. 

(J)  On  June  30,  1909,  and  December  31  1909,  respectively,  a 
half-year's  interest  is  payable  and  duly  received  on  the 
£20,000  4  per  cent.  Mortgage  on  the  Freehold  Property. 

(c)  J.  Hampton  &  Sons  are  the  Agents  for  the  Freehold  Pro- 

perty.      After   deducting    outgoings    the    Agents    have 
remitted  to  J.  Harding  the  following  amounts — 
1909. 
Feb.  19.     Cash  . 
Apr.  21.     Cash  . 
June  30.     Cash  . 
Oct.  31.     Cash  . 
Dec.  31.     Cash  . 
There  were  no  rents  in  arrear  either  at  the  commencement  or  end 
of  year  and  all  receipts  were  duly  paid  into  the  Bank. 

(d)  The  payments  by  cheque  are  as  follows — 

1 .  Annuity  of  £200  to  Ann  Smith  payable  £50  per  quarter, 

viz, ,  March  25,  June  24,  September  29,  December  25, 
1909. 

2.  On  June  30,  1909,  paid  Travelling  and  other  expenses 

£70,  Law  Charges  £150. 

£    s.   d. 

3.  On  December  10,  1909,  purchased  through 

N.   Willis,  £2,000  Consols  at  82^  per 

cent 1,650  0  0 

Brokerage  and  Contract  Stamp        .        .            2  11  0 

£1,652  11  0 


£ 

s. 

d. 

300 

0 

0 

550 

0 

0 

200 

0 

0 

450 

0 

0 

500 

0 

0 

Paid  for  the  purchase  on  December  24,  1909. 
4.  John   Harding  has   withdrawn   during    the    year   the 
following    amounts    for    Personal    and     Household 
Expenses — 
1909.  £ 

June  30.     Cheque 1,500 

Dec.   31.     Cheque 2,000 

Post  the  whole  of  the  above  to  the  necessary  Ledger  Accounts 
and  prepare  a  Balance  Sheet  and  Income  Account.  [25  marks.] 

2.  Enter  the  following  transactions  of  W.  Dunlop  in  the  Day 
Books,  Journal  and  Cash  Book,  and  post  them  to  their  respective 
Ledger  Accounts,  showing  clearly  the  Profit  or  Loss  on  the  Sale  by 
Auction. 

April  30,  1909.     Goods  to  tue  value  of  £1,500  were  forwarded 

to  M.  Cavill  by  W.  Dunlop  for  Sale  by  Auction. 
May  15,  1909.     M.  Cavill  sold  the  above  goods  by  Auction  for 
£1,750,  for  which  an  account  was  rendered,  less  2\  per  cent. 
Commission    £43    15s.,    and    expenses    of    advertising    Sale 
£24  bs. 
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1,400 


272 


May  15,  1909.  W.  Seale  attended  the  Sale  on  the  instructions 
of  W,  Dunlop  and  bought  in  all  the  lots  not  reaching  a 
certain  figure.  Goods  to  the  value  of  £325  were  thus 
bought,  and  W.  Seale  charged  £5  for  attending  the  Sale. 
These  goods  were  duly  returned  to  W.  Dunlop  and  taken 
into  Stock  at  the  value  of  £275. 
May  16,  1909.  M.  Cavill  remitted  the  proceeds  of  Sale  as 
follows —  ^ 

Cheque  which  W.  Dunlop  duly  paid  into  his 

Bank  Account 

W.  Brown's  Bill  dated  May  15,  1909,  at  two 

months'  date 

May  18,  1909.     W.  Dunlop  forwarded  to  W.  Seale  a  cheque 
for  £330.  [15  marks.] 

3.  Dombey  &  Son,  of  Bombay,  the  Agents  of  Knox  &  Co.,  London, 
advise  their  principals  that  the  net  Profits  for  the  six  months  ended 
June  30,  1909,  amount  to  Rupees  300,000,  of  which  they  remitted 
the  following  sums- 

5. 

May    6.     Rs.  100,000  @  1 
July  29.  100,000  @  1 

Aug.  26.  100,000  @  1 

Messrs.  Knox  &  Co.  calculate  the  Exchange  at  the  uniform  rate 
of  \s,  4d.  to  the  rupee  and  write  oflf  any  diflFerences  to  Exchange 
Account. 

Write  up  Knox  &  Co.'s  Cash  Book,  Journal  and  Ledger  showing 
Dombey  &  Son's  Account,  Profit  and  Loss  Account  and  Exchange 
Account  (writing  off  any  Balance  to  Profit  and  Loss).       [15  marks.] 

4.  The  following  is  the  Trial  Balance  of  the  Institute  Bank,  Ltd., 
at  December  31,  1909— 

Subscribed  Capital  50,000  Shares,  £20  each, 
on  which  £10  per  Share  is  paid  up 

Reserve  Fund  (invested  in  Consols) 

Loans  and  Advances      .... 

Bank  Premises 

£450,000  Consols  at  80  per  cent.  (Reserve 
Fund  Investment)      .... 

British  Crovemment  Securities 

Current  and  Deposit  Accounts 

General  Expenses,  Directors'  Fees,  Salaries 
and  Rent 

Pension  Fund  Account 

Depreciation  of  Premises 

Profit  undivided  at  January  1,  1909 

Interest  Account  (Balance  at  Credit  for  un- 
expired period  of  Bills  discounted)     . 

Interest,  Discount,  &c.,  Account  . 

Money  at  Call  and  short  notice     . 

Income  Tax  paid    ..... 

Bills  discounted 

Interim  Dividend  paid  July  31,  1909     . 

Colonial  Securities  .... 

Cash  in  hand  and  at  Bank  of  England  . 


1,500,000 
100,000. 

360,000 
540,000 


35,000 
10,000 


160,000 
2,500 
420,000 
30,000 
500,500 
803,000 


£ 

500,000 
360,000 


3,400,000 


50,000 

16,000 

15,000 
20,000 


£4,461,000  £4,461,000 
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Prepare  a  Balance  Sheet  and  a  Profit  and  Loss  Account. 

[15  marks,] 

5.  On  December  1,  1909,  W.  Simmons,  Stockbroker,  purchased, 
on  behalf  of  his  client,  E.  Hoskins,  from  A.  Black  &  Co.,  Jobbers, 
£13,000  Midland  Railway  2^  per  cent.  Preference  Stock.  A  copy 
of  the  Bought  note  sent  to  E.  Hoskins  is  as  follows — 

£  s.  d. 
£13,000  Midland   "Railway  2\  per  cenl.    Preference 

Stock  at  75  per  cent 9,750  0  0 

Brokei'age  J  per  cent.           .         .         .         .         .         .  32  10  0 

Transfer  Stamp 48  15  0 

Contract  Stamp  ........  010 

Transfer  Fee 0  2  6 

£9,831     8    6 

E.  Hoskins,  on  December  12,  1909,  forwarded  a  cheque  for 
£9,831  85.  6c?.  to  W.  Simmons  in  pa.yment,  and  on  December  14, 
A.  Black  &  Co.  received  payment  for  the  Stock  purchased. 

Enter  the  above  transaction  in  W.  Simmons'  Journal,  Cash 
Book  and  Ledger,  showing  the  necessary  Personal  and  Impersonal 
Accounts  with  E.  Hoskins  and  A.  Black  k  Co.  [15  marks.] 

6.  Rule  a  tabular  form  of  Rental  Book  or  Rental  Ledger  with 
the  requisite  columns  showing  arrears  brought  forward,  rental, 
allowances,  date,  and  amount  received,  with  any  arrears  carried 
forward,  and  make  two  entries  therein  to  show  the  working. 

[10  marks.] 

7.  The  transactions  of  a  large  trader  being  so  numerous  it  is 
decided  in  future  to  balance  separately  each  of  the  Bought  and 
Sold  Ledgers.  What  method  would  you  adopt  to  carry  out  the 
above?  [10  marks.] 

8.  A  Trading  firm  have  efiected  Policies  of  Assurance  on  the  lives 
of  certain  of  the  Partners  and  Managers.  Should  the  Premiums  on 
such  Policies  be  shown  as  an  Asset  on  the  Balance  Sheet  or  debited 
to  the  Profit  and  Loss  Account  ?    Give  the  reason  for  your  answer. 

[5  marks.] 

9.  The  Liabilities  appear  on  the  debit  side  and  the  Assets  on  the 
credit  side  of  the  Balance  Sheet.  In  the  Ledger  the  reverse  is  the 
case.     Explain  the  reason  for  the  above.  [7  marks.] 

10.  In  a  Manufacturing  business  what  class  of  Salaries  and  Wages 
should  be  charged  against  the  cost  of  manufacture  and  what  against 
the  Profit  and  Loss  Account ?  [5  marks.] 


INSTITUTE  OF  BANKERS. 

Preliminary  Paper,  April,  1911. 

[2  hours  allowed.] 

Note. — Seven  only  out  of  the  following  ten  questions  are  to  be 
attempted.  The  number  of  marks  assigned  to  each  question  is  given 
after  it  in  brackets. 

Definition  and  General  Principles. 
1.  Journalize  the  following  Purchases  and  Sales  and  post  them  to 
Ledger  Accounts — 
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1910. 

£ 

s.  d. 

Jan.    13. 

Purchased    of    Pickford    Bros., 
Silks 

„     15. 

Purchased  of  J.  Gibbs,  Woollen 
Ooo<ls 

„     18. 

Sold  W.  Hamilton- 

Silks        75 

0    0 

Woollen  Goods        ...     10 

0    0 

19. 


200    0    0 
167  10    0 


85    0    0 


300    0    0 


Purchased  of  W.  Jones,  Cotton 
Goods      ..... 
Sold  B.  Smith- 
Cotton  Goods  .... 

Silks 

Woollen  Goods 

159    0    0 
[17  marks.] 
2.  C.   E.   Fox  commences  business  on  January   1,  1910.      The 
following  are  the  Assets  and  Liabilities  of  C.  E.  Fox —        £ 


5.  d. 


Assets. 


Plant  and  Machinery 
Stock  in  Trade 
Bills  Receivable 


500    0    0 
2,000    0    0 


100    0 


Liabilities. 


570    0 
28  10 

0 
0 

380    0 

38    0 

199  10 

0 
0 
0 

Cash  at  Bankers 1,400    0    0 

Due  to  C.  Holt 500    0    0 

Bills  Payable 400    0    0 

Make  the  necessary  opening  entries  and  post  them  to  the  Ledger, 
showing  at  the  same  time  Mr.  C.  E.  Fox's  Capital.  [15  marks.] 

£     s.  d. 

3.  A.  Berrill  buys  from  R.  Billing,  10  tons  of  Copper 

at  £57  per  ton       ....... 

5  per  cent,  discount  to  be  allowed  .... 

A..  Berrill  sells  to  R.  Billing  2  tons  of  Tin  at  £190  per 

ton 

10  per  cent,  discount  to  be  allowed 
A.  Berrill  accepted  R.  Billing's  Bill  at  4  months'  date  for 

Make  the  necessary  Day  Book  and  Journal  entries  and  post  to 
the  Ledger, 

(a)  In  the  Books  of  A.  Berrill. 

(b)  In  the  Books  of  R.  Billing.  [15  marks.] 

4.  The  following  is  the  Trial  Balance  of  the  Books  of  G.  Whitby, 
at  December  31,  1910—  -  -  -  . 

Creditors 

Purchases 

Sales 

Salaries  and  Wages 

Debtors 

G.  Whitby's  Capital 

Furniture  and  Fixtures 

Rent,  Rates  and  Taxes 

Stock  at  January  1,  1910 

Repairs 

Discount  and  Allowances 

General  Expenses 

Cash  at  Bankers    . 


£ 

s.  d. 

£ 

s.  d. 

4,300 

0    0 

9,500 

0    0 

15,050 

0    0 

2,000 

0    0 

6,000 

0    0 

5,000 

0    0 

400 

0    0 

1,600 

0    0 

3,500 

0    0 

100 

0    0 

400 

0    0 

350 

0    0 

500    0    0 


£24,350    0    0  £24,350    0    0 
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The  value  of  the  Stock  at  December  31,  1910,  was  £3,000. 
Prepare    the  Balance  Sheet  and  Profit  and    Loss    Account   of 
G.  Whitby  at  December  31,  1910.  [18  marks.] 

5.  Rule  a  form  of  Petty  Cash  Book  on  the  tabular  system  with 
special  columns  for  Commissions,  Wages,  Postages,  Travelling 
Expenses  and  Sundries.  Enter  the  following  receipts  and  payments 
in  your  Petty  Cash  Book — 

£    s.  d. 

Jan.     1.     Received  from  Cashier 25    0  0 

Paid  A.  L.  Harris  for  Travelling  Expenses      .       2    0  0 

,,      2.        ,,    H.  Brown  for  Commission        .         .         .       0  15  0 

,,    for  Postage  Stamps  .         .         .         .         .       0  10  0 

,,      6.        ,,    E.  Warner,  Wages 2  10  0 

,,    G.  Paton,  Commission      .         .         .         .300 

,,    Cartage 0    6  0 

Balance  the  Petty  Cash  Book  and  carry  down  the  balance  in 
hand.  [10  marks.] 

6.  Name  the  principal  Books  to  be  kept  in  a  Merchant's 
Counting  House  and  describe  the  use  of  each.  [15  marks.] 

7.  How  is  a  Trial  Balance  prepared  ?  If  both  columns  agree 
does  this  prove  anything  ? 

What  is  the  difference  between  a  Trial  Balance  and  a  Balance 
Sheet  ?  [12  marks.] 

8.  On  which  side,  debit  or  credit,  are  the  receipts  and  pay- 
ments respectively  entered  in  the  Cash  Book  ? 

On  which  side  of  the  Ledger  would  the  receipts  and  payments 
respectively  be  posted,  viz.  debit  or  credit  ?  Explain  the  reason 
for  your  answer.  [8  marks.] 

9.  On  which  side  of  a  Trader's  Ledger,  debit  or  credit,  should 
the  balances  be  of  the  following  accounts  ? — 

(a)  Bills  Receivable. 

(b)  Bills  Payable  Account. 

(c)  Capital. 

{d)  Plant  and  Machinery. 

(e)  Bank  Loan  Account.  [8  marks.  ] 

10.  Explain  the  following  terms — 

(a)  Capital. 

(b)  Liabilities. 

(c)  Assets. 

{d)  Depreciation  Fund.  [10  marks.] 
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[2  hours  allowed.] 

Note. — Seven  only  out  ©f  the  following  ten  questions  are  to  be 

attempted.     The  seven  selected  questions  must  include  at  least  two  of 

the  first  four  questions.     The  number  of  marks  assigned   to  each 

question  is  given  after  it  in  brackets. 

Double  Entky  :  Elucidation  and  Explanation. 
1.  J.  Williams  and  A.  Jones  dissolve  partnership  at  December 
31,  1910,  when  the  Ledger  Balances  are  as  follows— 
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£ 

s. 

d. 

£ 

s. 

(J 

J.  Williams,  Capital  Account 

5.000 

0 

0 

A.  Jones,             ,,             ,, 

6,000 

0 

0 

Debtors           .... 

6,000 

0 

0 

Property,  Plant  and  Machinery 
Cash  at  Bank 

2,800 

0 

0 

.       3,200 

0 

0 

Creditors        .... 

7,000 

a 

0 

Stock      

.       8,000 

0 

0 

Profit  and  Loss  Account 

2,000 

0 

0 

£20.000    0    0      £20,000    0    0 

Open  Ledger  Accounts  for  the  above  except  for  the  Cash,  which 
enter  in  the  Cash  Book. 

(a)  Credit  the  following  amounts  to  the  partners  for  Interest 
on  Capital,  debiting  Profit  and  Loss  Account  therewith — 

£    5.  d. 
J.  Williams  .         .         250    0    0 

A.  Jones      .      •  .         .         300    0    0 

(6)  J.  Williams  purchases  the  Property,  Plant  and  Machinery 
for  £2,5<)0,  giving  his  cheque  for  the  amount,  which  was 
duly  paid  into  the  Banking  Account.  The  balance  of 
£300  on  Property  Account  must  be  written  off  to  Profit 
and  Loss  Account. 

(c)  Collected    fi-om   Debtors  £5,500,   paid    into   the   Banking 

Account,  £250  being  allowed  for  Discount  and  £250  being 
a  Bad  Debt. 

(d)  The   Creditors   were  paid   by   cheques  £6,600,   and   they 

allowed  Discount  in  all  amounting  to  £400. 
(«)  The   Stock    was  taken  over  equally  by  J.  Williams  and 

A.  Jones,  £4,000  being  debited  to  each  Capital  Account 

in  respect  of  it. 
(/)  The  credit  of  Profit  and  Loss  Account  must  be  divided 

equally  between  the  two  partners. 

Make  the  necessary  Journal,  Cash  Book  and  Ledger  entries  as  at 
December  31,  1910,  and  show  the  Balance  due  to  each  partner  on 
the  one  hand,  and  on  the  other  hand  the  Cash  Balance  at  the  Bank. 

[25  marks.] 

2.  W.  Ambrose  transfers  his  business  into  a  Limited  Company, 
the  Assets  and  Liabilities  transferred  being  as  follows — 


Assets — 

Freehold  Land  and  Buildings 
Leasehold  „         ,, 

Plant  and  Machinerj- 
Debtors       .... 
Investments 
Cash  at  Bankers 

Liabilities — 
Creditors  on  Open  Account 
Bills  Payable      . 


£ 
76,000 
40,000 
15,500 
270,000 
10,000 
40,000 


140,000 
11,500 


s.   d. 


451.500    0    0 


151,500    0    0 


W.  Ambrose  receives  in  satisfaction  of  the  Purchase  price  the 
following  fully  paid  Shares  and  Debentures — 
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£  s.  d. 

1,000  4  per  cent.  Debentures  of  £100  each       .     100,000  0  0 

10,000  5per  cent.  Preference  Shares  of  £10  each     100,000  0  0 

10,000  Ordinary  Shares  of  £10  each           .         .     100,000  0  0 

Make  the  necessary  opening  entries  in  the  Books  of  the  Company, 
post  them  to  the  Ledger  and  prepare  a  Balance  Sheet.     [20  marks.  ] 

3.  Enter  in  the  respective  Day  Books,  Journal  or  Cash  Book,  the 
following  transactions  of  W.  Holt,  post  them  to  the  Ledger  and 
prepare  a  Balance  Sheet  and  Profit  and  Loss  Account — 

1910. 
Jan.      1.     W.  Holt  commenced  business  with  the  following  Assets, 
which  constituted  his  Capital — 


£ 

s. 

d. 

£ 

s. 

d. 

Cash  at  Bank 

2,000 

0 

0 

and  Bills  Receivable  due  Feb. 

1,1910      .         .         .         . 

500 

0 

0 

2,500 

0 

0 

4. 

Purchased      Goods      of      E. 

Whitehouse 

1,500 

0 

0 

and  of  A.  Tweedie 

650 

0 

0 

2,150 

0 

0 

9. 

Paid  A.  Tweedie  a  cheque  on 

account     .... 

300 

0 

0 

and  for  Furniture  and  Fix- 

tures, by  cheque 

100 

0 

0 

15. 

'  Sold  to  E.  Meissner,  Goods  . 

2,000 

0 

0 

16. 

Settled       E.      Whitehouse's 

account  for        .        .        . 

1,500 

0 

0 

Less,    Discount    allowed    at 

5  per  cent. 

75 

0 

0 

By  a  Cheque  for  . 

1,425 

0 

0 

19. 

Purchased      Goods     of      E. 

Whitehouse 

2,000 

0 

0 

20. 
23. 

Sold  M.  Jones,  Goods    . 
Received  from  M.  Jones  in 
settlement — 

1,850 

0 

0 

Cheque    .... 

1,000 

0 

0 

Bill  at  3  months      . 

800 

0 

0 

And  allowed  Discount     . 

50 

0 

0 

31.     Paid  the  following  Expenses 
for  the  month  of  January — 

Rent        ....  50    0    0 

Salaries  and  Wages  .        200    0    0 

Carriage  and  Office  Dis- 
bursements .         .         .        100    0    0 


1,850    0    0 


350    0    0 


W.    Holt  withdrew    for    his 

personal  use        ...  150    0    0 

His   Stock   of  Goods  at   the 

end  of  the  month  was  .  1,250    0    0 

[20  marks.  1 

4,  Enter  the  following  transactions  of  G.  Carrick  in  the  Journal 
and  Cash  Book  and  post  them  to  the  Ledger— 
G  G 


864       BOOK-KEEPING  AND  ACCOUNTS 

£      s.  d. 
{a)  Purchased  on  November  1,  1910,  from  Ellistown 

Collieries,  800  tons  of  Coal  at  6s.  per  ton        .     240    0    0 
ih)  Carriage  thereon,  Midland  Railway,  55.  per  ton    200    0    0 
(tf)  The  Ellistown  CoUeries  on  December  31,  1910, 
received  payment  as  follows — 

By  Cheque 94    0    0 

allowing  Discount 6    0    0 

Bv  Bill  at  3  months'  date  drawn  on  Decem- 

^ber  31,  1910 140    0    0 

{d)  December    31,    1910,    Paid    Midland    Railway 

cheque  for  Carriage 200    0    0 

[10  marks.] 

5.  State  your  opinions  on  the  following  points  which  would  arise 
when  preparing  the  annual  Balance  Sheet  of  a  Bank  having  Foreign 
Branches — 

(1)  At  what  rate  should  the  currency  figures  of  the  Balance 

Sheet  and  Profit  and  Loss  Account  be  converted  into 
sterling  ? 

(2)  Would  the  same  rate  of  Exchange  apply  to  both  floating 

and  fixed  Assets  and  Liabilities  ? 

(3)  How  should  any  difference  in  Exchange  on  conversion  be 

dealt  with  ? 

(4)  Upon  the  London  balance  in  a  Branch  Account  being  con- 

verted into  sterling  does  the  sterling  figure  agree  with  the 
Branch  balance  in  the  London  Books  ?  If  it  does  not 
agree  state  the  probable  cause  for  any  diflFerence. 

[12  marks.] 

6.  The  stock  of  a  Manufacturer  at  December  31,  1910,  is  made 
up  as  follows — 

£ 
(a)  Work  in  Progress  on  Contracts,  Cost  to  date  .         .     1,750 
(6)  Goods  in  various  stages  of  manufacture  for  Stock 

purposes.     Actual  cost 850 

(c)  Finished  Goods  for  Stock  Purposes,  Actual  cost        .     4,250 

On  what  basis  should  the  above  Stocks  be  valued  for  Balance 
Sheet  purposes  ?  Should  any  Profit  be  added  to  the  Cost,  and,  if  so, 
what  proportion  ?  In  case  part  of  the  Stock  is  out  of  date,  how 
should  it  be  valued  ? 

Make  the  necessary  Journal  entry  incorporating  the  above  Stocks 
in  the  Books  as  at  December  31,  1910.  [10  marks.] 

7.  Before  finally  closing  the  Books  of  a  Firm  and  preparing  the 
Balance  Sheet  and  Profit  and  Loss  Account,  on  what  principle 
should  amounts  be  written  oflf  to  the  debit  of  Profit  and  Loss 
Account  in  the  following  cases — 

(a)  On  Leasehold  Properties. 

{h)  On  Plant  and  Machinery. 

(c)  On  Book  Debts,  some  of  which  may  be  doubtful. 

{d)  On  an  unsettled  Action  against  the  firm  for  compensation 
for  a  considerable  sum  where  it  is  admitted  that  damages 
will  probably  have  to  be  paid.  [8  marks.] 

8.  Give  the  ruling  of  a  tabular  form  of  Cash  Book  adapted  for  the 
purpose  of  saving  labour  in  posting  to  the  Ledger,  for  use  in  Hospital 
Accounts.  [8  marks.] 
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9.  In  preparing  a  Balance  Sheet  and  Profit  and  Loss  Account  at 
June  30,  1910,  make  the  necessary  Journal  entries  in  connection 
with  the  following  items — 

(1)  Fire  Insurance  premium  amounting  to  £120  paid  March  25, 

1910,  for  the  year  ending  March  25,  1911. 

(2)  Rent  of  Factory  for  quarter  ending  June  24,  1910,  £250,  not 

paid  until  August  1,  1910.  [5  marks.] 

10.  Define  the  differences  between  the  following — 

{a)  Consignments  and  Sales. 

(h)  Reserve  and  Reserve  Fund. 

(c)  Journal  and  Day  Book.  [5  marks.] 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Intermediate  and  Final  Examinations,  December  1908. 

[2  hours  allowed.] 

Candidates  for  the  Intermediate  are  to  ansioer  the  ten  questions 
marked  '*  /."  Caivdidates  for  the  Final  are  to  answer  the  ten  questions 
7iiarked  *'i^."  No  'marks  will  be  given  for  ansivers  to  any  other 
questions, 

I.  1.  State  shortly  what  you  understand  by  the  terms  "Debit" 
and  "  Credit "  in  accounts, 

I.  2.  The  following  is  the  Trial  Balance  of  the  West  End  Flats 
Company,  Ltd.,  for  the  year  ended  September  30,  1908.  You  are 
required  to  prepa|j^  therefrom  the  Company's  Profit  and  Loss 
Account  and  Balan^  Sheet. 

Tbial  Balance,  September  30,  1908. 

Dr.  Cr. 

£      s.    d.  £      s,  d. 

800    0    0 


Bank        .... 

Rents       .... 

Sundry  Debtors 

Sundry  Creditors     . 

Freehold  Buildings 

Rates  and  Taxes 

Depreciation   . 

Office  Salaries  and  Expenses 

Repairs,  etc.   . 

Share  Capital 

4  per  cent.  Debentures    . 

Interest  .... 


1,000  0  0 

49,000  0  0 

1,000  0  0 

150  0  0 

750  0  0 

250  0  0 

1,200  0  0 


4,000    0    0 
150    0    0 


20,000    0    0 
30,000    0    0 


€54,150    0    0    £54,150    0    0 


I.  3.  What  are  books  of  first-entry,  and  what  is  the  advantage 
of  employing  such  books  in  addition  to  Ledgers  ? 

I.  4.  A.,  a  West-end  shopkeeper,  who  commenced  business  on 
January  1,  1905,  decided  to  make  provision  for  Bad  and  Doubtful 
Debts  by  setting  aside  5  per  cent,  on  his  annual  sales  as  a  reserve. 
For  the  first  three  years  his  sales  were  £10,000,  £14,000,  and  £18,000 
respectively.     When  balancing  his  books  on  December  31,  1905,  he 
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found  it  necessary  to  write  oflF  debts  amounting  to  £250  as  absolutely 
bad,  and  in  1906  and  1907  he  wrote  oflF  £450  and  £7W  respectively. 
Write  up  the  Reserve  for  Doubtful  Debts  Account  for  the  three  years. 

I.  5.  F.  When  closing  the  books  of  a  manufacturing  business  on 
June  30,  1908,  you  are  instructed  to  provide  for  Depreciation  as 
follows :  2  per  cent,  oflf  Freehold  Land  and  Buildings  standing  at 
£38^000,  7i  per  cent,  oflf  Plant  and  Machinery  standing  at  £162,500, 
10  per  cent,  oflf  Loose  Tools  standing  at  £2,380.  Show  the  Journal 
entries  necessary  to  carry  out  these  instructions. 

I.  6.  F.  A.  purchased  from  B.  on  three  diflferent  dates  goods  to 
the  value  of  £30,  £80  and  £50.  B.  drew  upon  A.  for  £160  at  three 
months.  A.  accepted  the  Bill,  and  it  was  duly  met  at  maturity. 
You  are  required  to  show  the  Ledger  Accounts  in  A.'s  books 
aflfectcd  by  these  transactions. 

I.  7.  F.  Taking  the  facts  as  stated  in  the  preceding  question, 
show  the  2^T0  formd  Acceptance,  stating  the  stamp  payable  thereon, 
md  give  b^  pro  formd  ruling  of  a  Bills  Receivable  Book. 

I.  8.  F.  Is  a  Reserve  Fund  an  Asset  or  a  Liability  'i  Give  reasons 
for  your  answer. 

I.  9.  F.  A.  and  B.  are  partners.  A.'s  Capital  is  £5,000,  and  B.'s 
£3,000.  Each  is  entitled  to  receive  interest  on  his  Capital  at 
5  per  cent,  per  annum,  and  subject  thereto  A.  is  to  receive  two- 
thirds  and  B.  one-third  of  the  annual  profits.  For  the  year  ended 
June  30,  1908,  the  Profit  and  Loss  Account,  before  charging  interest 
on  Capital,  showed  a  Credit  balance  of  £2,468.  Show  in  the  form 
of  Journal  entries  how  this  should  be  divided  between  them. 

L  10.  F.  What  do  you  understand  by  "  Gross  Profit  "  ?  Give  a 
pro  formd  Trading  Account  of  a  merchant's  business,  with  figures, 
showing  a  gross  profit  of  20  per  cent,  upon  the^^les. 

II.  F.  From  the  following  Trial  Balance  of  the  A.  B.  Manu- 
facturing Company,  Ltd.,  for  the  year  ended  September  30,  1908, 

Erepare   Trading   Account,  Profit  and  Loss  Account  and   Balance 
heet,  after  providing  a  Reserve  of  £300  for  Doubtful  Debts,  and 
for  Depreciation  of  Plant  and  Machinery  at  10  per  cent,  per  annum. 

Trial  B.\laxce,  September  30,  1908. 


1 

)r. 

Cr. 

£ 

s. 

d. 

£        s.  d. 

Sales 

96,000     0     0 

Materials  Purchased      . 

64,000 

0 

0 

General  Expenses 

3,500 

0 

0 

Repairs           .... 

3,000 

0 

0 

^ 

Returns          .... 

600 

0 

0 

Fuel  consumed 

4,800 

0 

0 

Lighting        .... 

300 

0 

0 

Trade  Creditors     . 

4,000     0     0 

Plant  and  Machinery     . 

28,000 

0 

0 

Wages 

12,400 

0 

0 

Land  and  Buildings 

15,200 

0 

0 

Salaries           .... 

1,000 

0 

0 

Trade  Debtors 

7,500 

0 

0 

Bank 

4,100 

0 

0 

Transfer  Fees 

100    0     0 

Stock  on  October  1,  1907—  . 

Materials  .... 

9,000 

0 

0 

Finished  Goods  . 

16,000 

0 

0 

Stores         .... 

2D0 

0 

0 
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Dr. 

Cr. 

£       s. 

d. 

£      s.  d. 

Rent,  Rates  and  Taxes 

1,200     0 

0 

Share  Capital  (4,000  Shares  of  £20 

each)  

80,000    0    0 

Bad  Debts 

500     0 

0 

Stores  Purchased  .... 

800     0 

0 

Interim   Dividend  paid  April  30, 

1908 

8,000    0 

0 

£180,100    0 

0 

£180,100    0    0 

The  Stock  on  hand  on  September  30,  1908,  was — 

£  s.  d. 

Raw  Materials 16,500  0  0 

Finished  Goods 15,000  0  0 

Stores 250  0  0 

12.  F.  Define  "Depreciation,"  and  state  when  (if  ever)  it  is  un- 
necessary to  make  provision  for  the  depreciation  of  Wasting  Assets. 

13.  F.  In  the  case  of  a  trading  business  having  numerous  branches 
at  home  and  abroad,  many  of  which  have  mutual  communications, 
it  necessarily  follows  that,  owing  to  the  time  occupied  in  transit, 
there  will  be  differences  of  dates  in  each  branch's  record  of  inter- 
branch  transactions.  How  would  you  deal  with  these  matters 
when  preparing  the  Balance  Sheet  and  Profit  and  Loss  Account 
of  the  business  as  a  whole? 

14.  F.  State  in  general  terms  how  you  would  ascertain  the  Net 
Profit  earned  by  a  Company.  Under  what  circumstances,  if  any, 
may  a  Company  legally  pay  a  dividend  to  its  shareholders  although 
its  operations  for  the  past  year  have  resulted  in  loss  ? 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Intermediate  and  Final  Examinations,  June  1909. 

[2  hours  allowed.] 

Candidates  for  the  Intermediate  are  to  answer  the  ten  questions  marked 
"/."  Candidates  for  the  Final  are  to  answer  the  ten  questions  marked 
**  F.^'     No  marks  will  he  given  for  answers  to  any  other  questions. 

I.  1.  State,  as  concisely  as  you  can,  the  precise  difference  between 
Single  and  Double  Entry  Book-keeping. 

I.  2.  Define  (a)  Nominal  Accounts, 
(6)  Debit  Balances, 
(c)  Trial  Balance. 

I.  3.  What  is  a  Suspense  Account?  Give  an  example  of  one, 
with  two  or  three  entries  on  each  side. 

I.  4.  A.  sold  B.  goods  to  the  value  of  £100,  and  drew  upon  B.  for 
that  amount  at  three  months.  A.  subsequently  discounted  the  Bill 
with  his  bankers,  who  charged  him  £2  for  the  accommodation. 
The  Bill  was  duly  met  by  B.  at  maturity.  You  are  required  to  show 
(a)  the  above  transactions  as  they  would  appear  in  A.'s  Ledger, 
\h)  proformd  Journal  entries  in  B.'s  books  relative  to  the  above. 

L  5.  F.  On  January  1,  1909,  B.  joined  A.  in  partnership,  bringing 
in  a  capital  of  £1,000  in  cash.  On  that  date  A.'s  financial  position 
was  agreed  between  the  parties  as  follows — 
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£  s.  d 

Stock 1,500  0  0 

Debtors 700  0  0 

Cash 50  0  0 

Creditors 1,250  0  0 

Show  proformd  Journal  entries  to  open  the  books  of  the  partner- 
ship, and  the  Balance  Sheet  of  the  firm  as  it  would  appear  on 
January  1,  1909. 

I.  6.  F.  From  the  following  Trial  Balance  prepare  Balance  Sheet 
and  Profit  and  Loss  Account  of  the  Motor  Supplies  Company,  Ltd. — 

Trial  Balance,  March  31,  1909. 

Dr.  Cr, 

£  s.    d.         £       s.  d. 

Capital 12,000    0    0 

Gross  Profit 5,000    0    0 

Rent .    400  0  0 

Discounts 100  0  0 

Bad  Debts 250  0  0 

Commissions        .....  400     0    0 

Business  Premises        ....      2,000  0    0 

Stock,  March  31,  1909         .         .         .     3,500  0    0 

Furniture  and  Fittings        .         .         .         500  0    0 

Plant  and  Machinery  ....     2,000  0    0 

Creditors 1,000    0    0 

Debtors 8,000  0    0 

Bills  Receivable 2,000  0    0 

Bills  Payable 1,500    0    0 

Bank 1,000  0    0 

Depreciation 350  0    0 


£20,000    0    0  £20,000    0    0 


L  7.  F.  State  what  you  consider  to  be  the  advantages  of  having 
several  books  of  first-entry,  instead  of  passing  all  transactions 
through  the  Journal,  and  under  what  circumstances  you  consider 
the  retention  of  the  old-fashioned  Journal  a  convenience. 

I.  8.  F.  Make  Journal  entries  in  respect  of  the  following  adjust- 
ments on  the  closing  of  a  set  of  books  on  March  31  last :  (a)  Bad 
Debts  Reserve  to  be  increased  by  £500.  (b)  A  Reserve  of  2^  per 
cent,  for  cash  discounts  to  be  made  on  Debtors'  accounts  totalling 
£10,000,  and  Creditors'  accounts  totalling  £5,000. 

I.  9.  F.  State  why  it  is  that  a  Bank  Pass  Book  rarely  shows 
exactly  the  same  balance  as  the  Cash  Book.  Give  a  pro  formA 
Reconciliation  Account,  showing  how  the  accuracy  of  the  Cash 
Book  balance  may  be  verified  from  the  Pass  Book. 

I.  10.  F.  On  January  1,  1909,  X.  consigned  to  Y.  goods  of  the 
pro  formd  value  of  £1,000.  X.'s  expenses  in  connection  with  the 
consignment  were  £20.  On  April  1  X.  received  from  Y.  his  Account 
Sales  dated  March  12,  showing  that  the  whole  of  the  consignment 
had  been  sold,  and  had  realized  £1,300  gross;  that  Y.'s  expenses 
were  £50,  and  his  commission  2^  per  cent.  At  the  same  time  Y. 
remitted  to  X.  a  Bill  dra>vn  on  Z.  for  the  balance  due,  payable  10 
days  after  sight.  You  are  required  to  show  the  accounts  in  X.'s 
Ledger  atfected  by  these  transactions,  and  give  the  form  of  the  Bill, 
assuming  it  to  have  been  accepted  by  Z. 
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11.  F.  What  do  you  understand  by  the  terra  Sectional  Balancing  ? 
State  shortl}^  how  this  operation  may  be  performed,  and  what  are 
its  objects  and  advantages. 

12.  F.  On  March  1,  1909,  the  A.  B.  Company,  Ltd.,  redeemed  an 
issue  of  £50,000  Debentures,  at  a  premium  of  5  per  cent.  Show 
the  necessary  entries  in  the  books  of  the  Company. 

13.  F.  A  manufacturer  wishes  to  frame  his  Trading  Account  so 
that  it  will  show  clearly  the  value  of  raw  materials  used  during  the 
current  financial  period,  instead  of  merely  showing  the  values  of 
materials  purchased  and  of  the  opening  and  closing  stocks  thereof. 
Explain  how  this  may  be  done,  giving  pro  forma  examples  of  the 
accounts  necessary  to  elucidate  your  explanation. 

14.  F.  State  shortly  what  you  understand  by  Cost  Accounts,  and 
the  value  of  these  accounts  in  a  manufacturing  concern. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
Intermediate  Examination,  1910. 
[2  hours  allowed.] 
{Only  eight  questions  to  he  attempted.     Questions  3,  5  and  7  are  com- 
pulsory. ) 

1.  Why  does  Capital  appear  as  a  liability  in  a  Balance  Sheet  ? 

2.  Define  the  following  terms  :  (a)  Depreciation,  (6)  Credit  Note, 
(c)  Days  of  grace. 

3.  A.  and  B.  are  partners,  who  share  profits  in  the  proportion  of 
three-fourths  to  A.  and  one-fourth  to  B.  after  allowing  interest  at 
5  per  cent,  per  annum  on  the  credit  balances  of  their  respective 
Capital  Accounts.  Having  provided  for  depreciation  of  Office 
Furniture  at  the  rate  of  10  per  cent,  per  annum,  prepare  their 
Profit  and  Loss  Account  and  Balance  Sheet  from  the  following 
Trial  Balance  for  the  year  ended  June  30,  1910 — 


Tr 

lAL  I 

$AIiA> 

rcE— 

June  30,  1910. 

Dr. 

Cr. 

£     s.   d. 

£ 

5.    d. 

A.  Capital  Account   .... 

2,000 

0    0 

B.       „ 

1,000 

0    0 

A.  Current  Account 

500    0    0 

B.        „ 

620    0    0 

Bank          .         . 

1,000    0    0 

Office  Furniture 

210    0    0 

Stock,  June  30,  1910 

2,000    0    0 

Gross  Profit 

3,000 

0    0 

Commissions 

500 

0    0 

Debtors     . 

3,000    0    0 

Creditors  . 

1,400 

0    0 

Bills  Payable     . 

2,500 

0    0 

Bills  Receivable 

1,560    0    0 

Salaries 

700    0    0 

Office  Expenses 

240    0    0 

Rent,  etc. 

250    0    0 

Bad  Debts 

100    0    0 

Discounts 

500    0    0 

300 

0    0 

Cash  in  liaud     . 

20    0    0 
£10,700    0    0 

£10,700 

0    0 
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4.  You  have  before  you  the  books  of  a  merchant  ;  where  would 
you  look  for  the  following  information  ? — 

(a)  The  total  of  Discounts  allowed  during  the  month  of  Sep- 
tember 1910. 

[h)  The  Balance  at  the  Bank  on  the  same  date. 

(c)  The  amount  of  Bills  Receivable  in  hand  at  the  date  of  your 
inspection. 

5.  On  January  1,  1910,  A.  consigned  to  B.  5,000  tons  of  Tin 
valued  pro  forind  at  £125  per  ton,  at  the  same  time  drawing  on  B. 
for  £600,000  at  15  davs  after  sight.  B.  accepted  the  Bill  on 
March  13,  1910,  and  duly  paid  it  on  maturity.  On  April  20, 
1910,  B.  forwarded  to  A.  an  Account  Sales,  showing  that  he  had 
sold  2,000  tons  at  £127  10s.,  1,500  tons  at  £130,  and  1,500  tons 
at  £125.  B.  paid  freight  at  SOs.  per  ton  and  insurance  £2,000,  to- 
gether with  other  expenses  amounting  to  £240.  After  charging  his 
commission  at  3  per  cent.,  B.  forwarded  to  A.  a  Bill  drawn  on  C.  at 
sight  for  the  balance  of  the  amount  due.  You  are  required  to  show 
the  necessary  entries  in  B.'s  Ledger  to  record  these  transactions. 

6.  Taking  the  facts  stated  in  the  preceding  question,  give  the 
form  of  the  two  Bills  therein  referred  to,  and  show  the  Bill 
Receivable  Book  of  A.  with  the  two  Bills  entered  therein. 

7.  On  looking  through  the  List  of  Debtors  prior  to  closing  the 
books  of  X. ,  a  merchant,  you  find  that  the  following  accounts  maist 
be  written  ofiF  as  bad  :  A.  £20,  B.  £12.  Also  that  a  debt  of  £40  due 
from  C.  is  doubtful,  and  that  it  is  accordingly  desirable  to  make  a 
reserve  of  50  per  cent,  thereon.  There  is  a  debit  balance  of  £10  on 
D.'s  account,  which  he  disputes,  and  it  is  thought  desirable  to  make 
a  reserve  for  this  also.  Show  the  Journal  entries  necessary  to  eflFect 
these  adjustments. 

8.  State  what  kinds  of  errors  are  not  disclosed  by  a  Trial  Balance. 

9.  When  closing  a  set  of  books,  on  what  principle  would  you  dis- 
tinguish between  the  Ledger  Balances  that  go  into  the  Balance 
Sheet  and  those  that  should  be  transferred  to  Profit  and  Loss 
Account  ? 

10.  Give  an  example  of  a  Trading  Account  for  the  year  ended 
June  30,  1910,  showing  a  Gross  Profit  of  20  per  cent,  on  the  Sales, 
and  an  increase  of  20  per  cent,  in  the  value  of  the  Stock  in  hand. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Final  Examination,  19i0. 

[2  hours  allowed.] 

{0)ily  eight  questions  to  be  attempted.     Questions  6  a7ul  9  are  com- 
pulsory. ) 

1.  On  closing  a  set  of  books  you  find — 

(a)  A  debit  balance  of  £200  on  Bad  Debts  Account,  and  a  credit 

balance  of  £350  on  Reserve  for  Doubtful  Debts  Accouct. 
It  is  desired  to  increase  the  Reserve  to  a  sum  equal  to 
6  per  cent,  on  the  outstanding  Debtors,  which  anount 
to  £16,240. 

[b)  The  outstanding  Debtors,  as  before  stated,  are  £16,240,  the 

outstanding  Creditors  are  £14,000.     It  is  desired  to  pro- 
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vide  a  Reserve  for  Discounts  at  2J  per  cent,  in  each  case. 
The  Reserve  for  Discounts  Account  shows  a  credit  balance 
of  £205. 

Make  the  necessary  adjustments  in  the  form  of  Journal  entries, 
and  show  the  Reserve  for  Doubtful  Debts  Account,  and  the  Reserve 
for  Discounts  Account  in  the  Ledger. 

2.  State  exactly  how  you  would  record  expenditure  on  renewals 
of  Plant  in  the  books  of  any  tiuo  of  the  following  undertakings — 

(a)  A  Gas  or  Railway  Company. 

(6)  The  Electricity  Department  of  a  Local  Authority. 

(c)  An  Engineering  Firm, 

3.  Give  an  outline  of  a  system  of  Cost  Accounts  suitable  for  any 
one  of  the  following — 

{a)  A  Builder. 
{h)  A  Gold  Mine, 
(c)  A  Match  Factory. 

4.  Give  the  form  of  a  Financial  Return  suitable  for  submission  at 
a  Board  Meeting  of  any  concern  with  which  you  are  familiar. 

5  A  Company  balances  its  books  on  December  31,  in  each 
year.  On  January  10,  1910,  it  paid  Income  Tax  at  Is.  2d.  in 
the  £  on  £2,400  profits  in  respect  of  the  year  1909/10.  For  the  year 
1909  Interest  on  Debentures  amounting  to  £1,000  was  paid,  subject 
to  deduction  of  Income  Tax  ;  while  the  Preference  Dividend  for  the 
year  was  £1,500,  also  subject  to  Tax.  How  would  you  deal  with 
these  items  in  the  Company's  accounts  for  1909  ? 

6.  The  West  African  Rubber  Company,  Limited,  which  was 
registered  with  a  Capital  of  £100,000  divided  into  1,000,000  shares 
of  2s.  each,  invited  applications  for  its  capital,  payable  Qd.  per 
share  on  application,  Is.  per  share  on  allotment,  and  the  remainder 
one  month  after  allotment.  On  April  1,  1910,  1,200,000 
shares  were  applied  for,  and  the  deposits  thereon  received.  On 
April  6  following  applications  for  800,000  shares  were  accepted  in 
full,  while  applicants  for  the  remaining  400,000  shares  were  allotted 
half  the  number  they  had  respectively  applied  for.  The  balance 
due  on  allotment  was  in  each  case  received  on  the  following  day, 
and  the  final  instalment  was  received  on  May  6,  1910.  You  are 
asked  to  show  the  record  of  the  above  transactions  in  the  Com- 
pany's Cash  Book  and  Journal  and  in  the  following  accounts  in  the 
Ledger — 

(a)  Applications  Account. 
\h)  Allotment  Account, 
(c)  Call  Account. 
id)  Share  Capital  Account. 

7.  Define  the  following  terms— 
(a)  Sinking  Fund. 

(h)  Unpaid  Calls. 
(c)  Debenture. 

8.  A  Builder  commenced  business  on  January  1,  1900,  with 
Plant  valued  at  £1,000.  On  December  31,  1904,  he  spent  a 
further  £400  on  additional  Plant,  and  on  December  31,  1908,  an 
ad(Utional  £500.     Show  how  the  Plant  Account  would  appear  in 

G  G  2 
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his  books  up  to  December  31,  1909,  if  Depreciation  had  been 
written  off  at  the  rate  of  6  per  cent,  per  annum  from  the  original 
cost.  Show  also  ho\T  the  Plant  Account  would  have  appeared,  had 
Depreciation  been  written  off  annually  at  the  rate  of  TJ  per  cent,  on 
the  balance  standing  to  the  debit  of  the  Account  at  the  commence- 
ment of  tlie  year. 

9.  When  making  up  the  accounts  of  a  Company  at  the  end  of  ita 
first  year's  operations,  the  directors  instructed  you  to  charge  against 
Profits  one-fifth  of  the  Preliminary  Expenses,  to  provide  for  Depre- 
ciation at  stated  rates,  and  to  transfer  one-tenth  of  the  balance  to  a 
Reserve  Account.  At  the  end  of  the  second  year,  it  was  found  that 
before  making  such  provisions  the  accounts  showed  a  loss.  Is  the 
fact  that  a  loss  has  been  made  any  reason  for  refraining  from  making 
provisions  on  the  same  scale  as  in  the  previous  year  ?  Give  reasons 
for  your  answer. 

10.  On  the  Balance  Sheet  of  a  Company  appears  the  following 
item — 

"  Forfeited  Shares  £25." 
What  do  you  understand  this  to  mean  ? 


THE  AUCTIONEERS'  INSTITUTE   OF   THE  UNITED 
KINGDOM. 


Prslihinart,  1910. 
[2  hours  allowed.] 

1.  What  do  you  understand  by  a  Bill  of  Exchange"? 

2.  (a)  If  C.  Lyon,  of  Paris,  accepts  a  Bill  for  £100  drawn  by  me 

on  him  at  three  months  from  March  1,  1910,  when  will  it 
be  matured  (exactly  due)  ? 
(h)  How  soon  could  I  exchange  the  Bill  for  cash  if  I  stood  in 
need  of  money  ? 

3.  Compile  a  Cash  Account — 

1910. 

Jan.     1.  Cash  in  hand    .... 

2.  Paid  R.  Field    .... 

5.  Received  of  F.  Ford 

9.  Bought  Goods  for  Cash     . 

14.  Paid  for  Goods  bought  at  [Auction 

Rooms  ..... 

20.  H.  Coles  pays  me      .         .         . 

22.  C.  Ross  buys  Goods  for  Cash    . 

24.  F.  Cross  pays  me      .         .         . 

26.  I  pay  T.  Tims  .... 

31.  I  pay  Rent        .... 

31.  I  pay  Clerk       .... 

31.  I  draw  for  own  use  . 


£ 

s. 

d. 

50 

0 

0 

51 

0 

0 

65 

0 

0 

27 

0 

0 

4.5 

0 

0 

81 

0 

0 

27 

0 

0 

86 

0 

0 

45 

0 

0 

8 

0 

0 

5 

0 

0 

12 

0 

0 

4.  From  the  following  Ledger  Totals  compile  a  Balance  Sheet— 
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Dec.  31,  1909. 


Dr. 


To  Balance  £146 


To  Balance  £181 
R. 

C. 
To  Balance  £15 

F. 
To  Balance  £75 


Cr.       Dr. 

H. 
To  Balance  £101 

Cross.  Ban 

By  Balance  £27      To  Balance  £541 


Jones. 


Cas 
To  Balance  £27 


Moyse.  House 

By  Balance  £8       To  Balance  £804 

Saul. 


Coles 


873 


Cr. 


Evans. 

k. 

h. 

Property. 


Stock  in  hand  at  December  31,  1909,  £254. 

5.  Make  out  separate  accounts  for  each  of  the  following  classes 
of  goods,  open  a  Profit  and  Loss  Account,  and  carry  the  final  balance 
to  the  Capital  Account — 

1909. 
Jan.  l".     Stocks- Silks  £850;       Hosiery  £480  ;      Linen  £747. 

£ 

Purchases  during  the  year — Silks  4,764 

Hosiery  3,860 

Linen  8,170 

Purchases  for  Cash—             Silks  275 

Hosiery  474 

Linen  1,465 

Sales—                                     Silks  4,890 

Hosiery  4,801 

Linen  9,000 

For  Cash—            Silks  150 

Hosiery  217 

Linen  165 

Stocks  at  Dec.  31,  1909— Silks  800 

Hosiery  175 

Linen  1,417 

6.  Compile  H.  Richards'  account — 

1910.  £ 

Jan.     1.  He  has  a  Cr.  balance  of       ...         .     250 

,,       2.  He  buys  of  me  Goods 276 

,,       3.  I  sell  him  a  second-hand  typewriter  .         .       10 

„       6.  He  buys  for  Cash,  Goods     .         .         .         .286 

„     12.  He  sells  to  me  for  Cash,  Goods  .         .         .326 

, ,     18.  He  returns  Goods  because  inferior  to  Sample        6 

,,     21.  I  sell  him  Goods 375 

,,     25.  He  gives  me  a  Bill  at  three  months    .         .     100 
Say  whether  H.    R.  is  your  debtor  or  creditor  at  January  31, 
1910." 
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THE   AUCTIONEERS'   INSTITUTE   OF  THE   UNITED 
KINGDOM. 

Intermediatb,  1910. 

[2  hours  allowed.] 

1.  Mention  four  of  the  chief  books  of  account  in  an  ordinary 
commercial  business,  giving  a  specimen  ruling  of  each  and 
describing  briefly  its  uses. 

2.  On  January  1,  1910,  you  receive  a  Loan  of  £1,000  from 
William  Brown  and  pay  the  same  into  your  Banking  Account. 
State  what  entries  you  would  make  in  your  books  to  record  these 
transactions,  giving  reasons  for  your  answer. 

3.  Mention  some  classes  of  items  which  can  most  conveniently  be 
dealt  with  through  the  Journal.  Make  the  opening  Journal  entries 
for  the  following  transactions.  On  January  1,  1910,  A.  and  B. 
start  in  business  as  auctioneers — 

A.  brings  into  the  Partnership — 

Freehold  Offices,  valued  at         .         .        . 

Cash 

Furniture,  Fittings,  etc 

Goodwill  and  Connection    .... 

3,750 
Less,  Mortgage  on  Freehold  Premises         .     1,000 

£2,750 

B.  brings  in —  £ 

Cash 500 

Goodwill  and  Connection    ....     1,000 


£1,500 


4.  Assume  that  on  December  31,  1910,  A.  and  B.  have  made  a 
profit  of  £2,000,  which  they  share  in  proportions  of  three-fifths  and 
two-fifths  respectively.  Each  is  allowed  5  per  cent,  interest  on 
capital  before  the  profit  is  divided,  and  their  drawings  have  been 
A.  £950,  B.  £800.     Show  their  Capital  Accounts. 

5.  Write  up  the  following  transactions  in  the  Cash  Book  of 
Williams  &  Son,  Auctioneers.  Rule  up  and  bring  down  balances 
and  show  agreement  with  Pass  Books.'  All  receipts  are  paid  into 
the  Bank  and  all  payments  made  by  cheque. 

1909 
Dec.     1.     Balances  in  hand— Office  £169  Is.  6rf.,  Qients  £110  45.  3i. 
„       2.     Received  of  J.  Smith,  Fee  £52  10s. 
,,       3.     Received  of  Long  &  Co.,  Commission  £15  17s.  6rf. 
„       4.     Paid  J.    Atkinson    his    Account  for    Office  Stationery 

£19  5s  9(/ 
,,     10.     Collected  Rents  for  Mrs.  Smythe  £25  10s.  M. 
,,     11.     Paid  Law  Fire  Co.,  Premiums  received  on  their  behalf 

£14  9s.  M. 
,,     15.     Received  of  Capt.  Walker,  Survey  Fee  £15  \os 
,,     17.     H.Williams  (kew  for  his  own  use  £20. 
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1909. 
Dec.  18.     Paid    Mortgage     Interest     on    Account    Mrs.     Smythe 
£12  3s.  M. 

,,     23.     Received  Probate  Valuation  Fee,  Wilson's  Exors.  £31  10s. 

,,     27.     Paid  J.  Freeman,  Esq.,  Rent  of  Office  to  Christmas,  £50. 

,,     30.     Received  from  Mc Andrew   &    Co.,    Deposit  on   Sale  of 
Capt.  Walker's  Edinburgh  Property  £300. 

,,     31.     Paid    Macintosh    &  Co.    their  Fees  re  Capt.  Walker's 
Edinburgh  Property  £26  5s. 

The  "  Office  "  Pass  Book  showed  a  balance  of  £245  14s.  M.  and 
the  "Clients"  £109  Is.  \\d.  Freeman's  and  Macintosh's  cheques 
had  not  been  presented,  and  McAndrew's  being  a  Scotch  cheque, 
had  not  been  credited  by  the  Bank  at  date  of  balance. 

6.  Place  the  following  figures  so  as  to  form  a  Trial  Balance  at 
December  31,  1908,  and  prepare  therefrom  a  Trading  Account, 
Profit  and  Loss  Account  and  Balance  Sheet. 

Goods  Purchased  £2,476,  Sundry  Debtors  £683,  Bought  Returns 
£76,  Wages  £792,  Sold  Returns  £105,  Bad  Debts  £55,  Sundry 
Creditors  £832,  Goods  Sold  £3,762,  Stock  January  1,  1908,  £230, 
Discounts  Allowed  £85,  Bills  Payable  £138,  Furniture  £100, 
Drawings  £350,  Office  Expenses  £326,  Capital  £500,  Cash  at  Bank 
£106.     The  Stock  at  December  31,  1908,  was  £431. 

THE  AUCTIONEERS'  INSTITUTE   OF  THE  UNITED 

KINGDOM. 

Preliminary,  1911. 

[2  hours  allowed.  ] 

1. 


£100.  London,  Jan.  15,  1911. 

Three  Months  after  date  pay  to  me  or  my  order  the  sum 
of  One  Hundred  Pounds,  value  received. 

James  Cole. 
To  H.  Henderson, 

Manchester. 


On  the  above  form  of  a  Bill  of  Exchange, 

(a)  Write  on  it  to  show  how  it  would  be  accepted  payable  at 

The  Union  Bank,  London. 
(J)  Say  who  is  the  Drawer. 
(c)  Say  who  is  the  Drawee. 
(fZ)  Say  when  the  Bill  will  be  exactly  due. 

(c)  By  what  means  could  I  realize  (get  the  money  for)  the  Bill 
before  due  date  ? 
2.  Write  up  Frank  Green's  Account.     Show  the  balance  at  March 
31,  and  bring  it  down  to  commence  following  month.     Balance  the 
Account  at  April  30. 

1910.  ,  £    s.  d. 

Mar.     1.     F.  Green's  Dr.  Balance 73    5    6 

,,        5.     Received  Cash  from  him  .         .         .         .     26  12    0 

„       5.     Allowed  him  Discount 18    0 

„        6.     Sold  him  Goods 15     9     6 

„       8.     Bought  Goods  of  him 43  10    0 
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1910. 
Mar.  10. 
10. 
10. 
15. 
20. 
20. 
25. 

1. 

5. 

5. 

5. 
10. 
15. 
25. 
28. 


Apr. 


Returned  damaged  Goods  to  him    . 

Paid  him 

Sold  him  Goods 

Sent  him  Cash 

Received  Cash  from  him 

Discount  allowed  him      .... 

He  repaid  a  loan  of  .... 

Sold  him  Goods       ..... 

He  returned  Goods  .... 

He  charged  me  expenses  on  returned  Goods 
Received  from  him  .... 

Purchased  Goods  of  him 

Debit  him  with  expenses  paid  on  his  behalf 

Paid  him         ...... 

Received  discount  of  him 


£  8.  d. 
1     7    6 

25  0  0 
0 
0 
0 
0 
0 
6 


12  10 
5    0 


30 
2 
5 

26 


5  10    0 


0  7 
35  0 
25  10 

0  15 
10  10 


0  10    6 


3.  Make  out  a  Goods  Account  and   a  Profit 
(neglecting  any  items  not  required),  and  balance 
net  Profits. 
1910. 

Bought  Goods  of  B.  Crow 

Sold  Goods  for  Cash 

Bought  Goods  of  W.  Slater 

Sold  Goods  to  Hope  k  Co. 

Paid  B.  Crow 

Discount  received 

Paid  Trade  Expenses     . 

Sold  Goods  to  J.  Glen  . 

Goodspurchased  for  Cash 

Paid  W.  Slater      . 

Received  Discount 

Sold  M.  Shaw 

Paid  Salaries 

Bought  Goods  of  W.  Slater 

Sold  Goods  to  J.  Thin  . 

Received  of  Hope  &  Co. 

Discount  allowed  them . 

Paid  J.  Glen 

Sold  Goods  to  J.  Glen  . 

Discount  allowed  by  J.  Glen 

Paid  Rent      . 

Goods  on  hand 


Nov 

1. 

1. 

1. 

3. 

3. 

3. 

5. 

5. 

8. 

10. 

10. 

10. 

12. 

U. 

14. 

14. 

14. 

14. 

20. 

24. 

28. 

30. 

4. 

Mak 

1910. 

Dec. 

31. 

and  Loss  Account 
to  show  gross  and 


£     8.  d. 

148  15  0 

5  12  6 
53  12  0 
39    7  8 

141     6  3 

7  8  9 

6  2  6 
33  12  6 

8  10  0 
50  18  6 

2  13  6 
56  12  0 
10  0  0 
96  10  6 

126    7  6 

35  9  0 

3  18  8 

36  14  0 
36    5  3 

1  18  6 

12  10  0 

105    7  0 


4.  Make  out  C.  Appleton's  Balance  Sheet  from  the  following — 
1910.  £     s.  d. 

Cash  in  hand 25     6  0 

Cash  at  Bank 315  10  D 

Goods  on  hand 219    8  0 

J.  Hill's  Cr.  balance 150  10  0 

Field  k  Go's.  Dr.  balance       .         .         .         .  86    7  0 

W.  Grant  owes 25    9  0 

J.  Melville,  Cr.  balance      '    .         .         .         .  15  12  0 

Sundry  Debtors 17     8  0 

Sundry  Creditors 36  14  0 

G.  Lucas  has  on  Loan    .         .         .         .         .  50    0  0 

5.  Open  Ledger  Accounts  showing  how  the  Balances  in  Question 
4  would  appear. 
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THE   AUCTIONEERS'  INSTITUTE  OF  THE  UNITEF 

KINGDOM. 

Intermediate,  1911. 

[2  hours  allowed.  ] 

1.  What  do  you  understand  by  "Days  of  Grace,"  "Rebate," 
*' Sinking  Fund,'"  "  Goodwill,"  "Assets  "  ? 

2.  A.,  B.  and  C.  are  in  partnership  as  Auctioneers  and  Surveyors, 
sharing  profits  in  the  proportion  of  ^  each,  after  allowing  5  percent, 
interest  on  their  respective  capitals.  On  January  1,  1910,  their 
capitals  were  :  A.  £534,  B.  £236,  C.  £985,  and  at  December  31,  1910, 
the  profit  for  the  year  (before  charging  interest  on  capital)  was 
£753.  During  the  year,  A.  had  drawn  out  £450,  B.  £600,  and  C. 
£350.     Show  their  Capital  Accounts. 

3.  Enter  the  following  transactions  in  an  Auctioneer's  Cash  Book, 
with  separate  columns  for  "  Office  Cash"  and  "Clients'  Cash,"  and 
assuming  all  money  paid  into  Bank  and  all  payments  made  by 
cheque — 

1911. 
Jan.    1.     Balance  in  "Office  Account  "  £539  14s.  M. 
,,      1.     Balance  in  "  Clients'  Account  "  £2,341  175.  M. 
,,      2.     Received  on  account  of  Major  Smart  £100  deposit  on  Sale 

of  "The  Elms." 
,,      2.     Received  Valuation  Fee  from  J.  Macdonald,  £52  \0s. 
,,      3.     Paid  Mrs.  Archer  £777  6s.  Qd.  (being  proceeds  of  Sale  of 

"  The  Gables  "  £850,  less  our  charges  £72  13s.  M.) 
,,      3.     Drew  cheque  for  our  charges  £72  13s.  6c?.,  and  paid  same 

to  Office  Account. 
,,      4.     Paid  Office  Salaries  £15  3s.  4(£. 

,,      5.     Received  £18  16s.  3d  Weekly  Rents  due  to  Major  Smart. 
,,      6.     Received  £45  13s.  3^^. ,  our  commission  on  the  ' '  Crowhurst " 

Mortgage. 
„      6.     Paid  Office  Rent  to  Christmas,  1910— £50. 

Rule  up  Cash  Book  and  bring  down  Balances. 

4.  What  part  does  a  Sales  Day  Book  play  in  a  system  of  double - 
entry  book-keeping,  and  how  would  you  deal  with  the  items  therein, 
in  order  to  fully  carry  out  the  principles  of  the  system  ? 

5.  Show  in  proper  form  the  Account  you  would  render  your  client, 
Mr.  J.  W.  Williams,  in  respect  of  Sale  of  his  Furniture  at  34, 
Queen's  Row,  on  December  4  and  5,  1910,  from  the  following 
particulars — 

Amount  realized  as  per  Catalogue  .         .         . 
Paid  for  Advertising  in  "  Times  "  and  other  papers 
Printing  Posters  and  Catalogues     .... 

Bill  Posting,  etc 

Men  showing  and  attending  at  Sale 

Charge  a  Commission  of  5  per  cent,  on  the  amount  realized  and 
show  cheque  to  balance. 

6.  The  following  is  the  Trial  Balance  of  a  Hotel  for  the  year  ended 
December  31,  1910.  Allow  10  percent.  Depreciation  from  Furniture 
and  Fittings,  5  per  cent,  interest  on  Proprietor's  Capital,  and  prepare 
Trading  and  Profit  and  Loss  Accounts  and  Balance  Sheet,  The 
Stock  of  Wines,  etc.,  at  December  31,  1910,  was  £297  16s.  M, 


£ 

s. 

d. 

.     476 

19 

10 

.       15 

3 

9 

.       12 

5 

6 

2  10 

0 

1 

5 

0 
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Trial  Balance,  Decemher  31, 1910. 


£      s. 

d. 

£      s. 

i. 

Proprietor's  Capital 

15,000    0 

0 

Provisions        .... 

3,295  11 

10 

Rates,  Taxes  and  License 

454  18 

0 

Coals  and  Lighting  . 

562  15 

9 

Hotel  Receipts         .        .        .        . 

11,556    3 

1 

Wages 

992    0 

2 

Wines,  Spirits  and  Cigars 
Garage  Expenses  and  Petrol    . 

760  19 

5 

475  10 

6 

Management  Salaries 

250    0 

0 

Repairs  and  Renewals     . 

230    6 

9 

Garage  Receipts 

510  18 

3 

Laundry  and  House  Expenses 
Stable  Expenses 

707  17 

8 

386    2 

10 

Advertising 

269    7 

4 

General  Charges 

97    3 

2 

Interest  on  Mortgage 

847  10 

0 

Sundry  Debtors 

109    5 

6 

Freehold  Land  and  Buildings  . 

30,500    0 

0 

Furniture  and  Fittings    . 

4,350    0 

0 

Horses,  Carriages,  etc.     . 

300    0 

0 

Sundry  Creditors     . 

433  17  11 

Interest  owing  on  Mortgage     . 
Mortgage  on  Freehold     . 

416  14 

9 

20.000    0 

0 

Cash  at  Bank  and  in  hand 

.       1,354  14 

3 

Stock  of  Wines,  etc.,  Jan.  1,  1910 

348  16 

9 

Proprietor's  Drawings 

1,624  14 
£47,917  14 

COUPON 

1 

£47,917  14 

~0 

INTEREST 

(seepage 

277) 

I 
I 
I 
I 
I 
I 


dri)c  (Troton  (Mtcmical  ©u.lCtd. 


Debenture  No. 


/J2 


interest  Coupon  No.    1  O 


For  Three  pounds  (/rjrJ  iiicfcm4  kx).  Half-year's  interest 
due  the  ist  day  of  Deciiib^jJ/4,  and  payable  at  the 
National  Provincial  Bank  of  England,  Limited, 
Bishopsgate  Street  Witlyn,  London,  E.G.,  or  at  the  Registered 
Office  of  the  Company. 


£3. 


Secretary. 


CHAPTEE   XXXII 

ADDITIONAL   EXAMINATION    PAPERS 

R.  S.  A.    BOOK-KEEPING— STAGE  1,  1912 
[For  solutions  see  Key,  p.  334] 

( 1 )  Explain  the  meaning  of  the  following  terms  and  abbreviations — 
Account  current;  Credit  note;  Rebate;  F.O.B;  CI.F;  A/S. 
(2)  How  many  parties  are  there  to  an  "  order  "  cheque,  and  who  are 
they  ?  Is  it  necessary  to  stamp  a  cheque ;  if  so,  what  is  the  value 
of  the  stamp  required,  and  how  does  it  differ  from  the  stamp  necessary 
for  a  Bill  of  Exchange  ? 

(3)  Prepare  Columnar  Petty  Cash  Book  on  the  Imprest  System, 
record  the  under-mentioned  transactions,  and  bring  down  the  balance 
as  on  Januarv  6,  1912  :  — 

Dec.  31,  1911,  Cash  in  hand,  £5  3.9.  Id.;  Jan.  1,  1912,  Received 
amount  to  make  up  imprest  to  £10 ;  Jan.  2,  Bought  postage  stamps, 
£1  10s. ;  Paid  carriage,  3*.  Id. ;  Jan.  3,  Paid  travelling  expenses, 
lis.  lOd.;  Jan.  4,  Bought  packing  materials,  £1  3s.  Qd.;  Bought 
stationery,  4a.  8d. ;  Jan.  5,  Paid  wages  to  odd  man,  Gs. ;  Jan  6, 
Bought  job  line  of  goods  for  cash  from  H.  Saunders,  £1  15*. 

(4)  William  Jones  received  the  following  letter  from  his  customer, 
Robert  Brown,  on  Jan.  6,  1912  : — ''  1  beg  to  advise  you  that  I  have 
this  day  paid  into  your  account  at  the  Union  Bank  the  sum  of  £19 
in  settlement  of  my  account  less  5%  discount.  Please  return  for 
cancellation  the  3  months'  bill  for  £20  accepted  by  me  on  December 
29,  1911."  On  Jan.  7,  1912,  the  Union  Bank  advised  Jones  that 
his  account  had  been  credited  with  £19  as  above.  Jones  therefore 
returned  the  bill  for  £20  to  Brown.  Show  the  entries  necessary  to 
record  the  above  transactions  in  Jones's  books. 

(5)  To  what  Ledger  Accounts,  and  on  which  side,  would  you 
expect  to  find  the  undermentioned  transactions  posted  : — (a)  Drew 
cheque  for  wages  £160 ;  (6)  Drew  cheque  for  new  printing  machine 
£650 ;  (c)  Received  cheque  £47  10s.  from  R.  Robinson,  in  settlement 
of  his  account  (less  5%  discount). 

Exercise. — John  Miller  commenced  business,  as  draper,  on  July  3, 
1911,  with  £250  at  the  Bank,  £3  cash  in  hand,  and  stock  £300.  The 
stock  was  obtained  on  credit  as  follows: — J.  Beale  &  Co.  £110; 
F.  Hall  &  Sons  £60 ;  Thomas  Fisher  £90 ;  and  Hugh  Jones,  Ltd. 
£40.  J.  Miller  also  possessed  furniture,  fixtures  and  fittings  valued 
at  £70.  Open  John  Miller's  Ledger  with  these  items,  and  post 
through  the  subsidiary  books  the  following  transactions  : — 

July  3,  1911,  Paid  cash  stamps  5s.,  stationery  6s.  Sd.;  Bought 
from  J.  Beale  &  Co.  120  yds.  flannelette  at  4s.  3d.  per  doz.  yds., 
on  credit.    July  4,  Bought  from  F.  Hall  &  Sons  600  yds.  shirting 
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(240  yds.  at  85.  M.  per  doz.  yds.,  and  360  yds.  at  lOs.  9d.  per  doz. 
yds.),  on  credit; 

July  5,  Bought,  for  Cash,  bro^n  paper  and  string  15,!?. ; 

Banked  Cash  Sales  for  the  3rd  and  4th  July  £27  10s.  Banked 
Cash  Sales  for  5th  July  £16  6*.;  Paid  cheque,  J.  Beale  and  Co., 
£30  on  account,  also  Hugh  Jones'  account  less  2^%  discount; 

July  7,  Paid  by  Cash,  carriage  13*.  6c?. ; 

July  8,  Sold  to  Miss  H  Hayman,  on  credit,  10  yds.  sheeting  at 
l6-.  5rf.  per  yd. ;  1  doz.  reels  cotton  for  2s.  M.,  2  pairs  lace  curtains 
at  16«.  lid.  per  pair;  Received  credit  note  from  F.  Hall  and  Sons 
for  8  yds.  shirting  at  10*.  %d.  per  doz.  yds.,  damaged  in  transit  and 
returned  to  Hall  on  the  8th  inst. ;  Banked  Cash  Sales  for  6th  and  7th 
July,  £32  \5s. ;  Cashed  cheque  for  £10,  and  paid  wages,  £7  bs. 
Balance  the  ledger  accounts,  bring  down  the  balances,  and  extract 
a  "  Trial  Balance  "  as  on  July  8,  191 1. 

R.S.A.    BOOK-KEEPINCi— STAGE,  II,  1912 
[For  solutions  see  Key,  p.  339] 

(1)  What  is  a  "  negotiable  instrument  "  ?  WTiat  is  the  effect  of 
marking  a  document  "  not  negotiable  "  ?  (2)  Briefly  explain  the 
purposes  for  which  the  Journal  is  employed  in  an  "up-to-date" 
counting-house.     Journalise  the  follo^^ing  : — 

(a)  On  Jan.  18,  1912,  Peter  Sykes  exchanged,  with  Peter  Blair, 
his  motor  car  valued  at  £350,  for  a  dog-cart  valuc<I  at  £150  and  two 
horses  valued  at  £100  each,  (h)  On  Jan.  19,  1912,  John  Smith 
returned  damaged  goods,  invoiced  at  £10  14^*.  6rf.,  to  Andre  Gammon. 
Smith's  book-keeper  entered  the  transaction  in  the  Sales  Journal, 
in  error.        , 

Exercise  I.  George  Norman  and  Robert  Carter  were  in  partner- 
ship as  Wholesale  and  Retail  Grocers,  the  former's  Capital  being 
twice  that  of  the  latter.  On  Dec.  31,  1911,  in  addition  to  the 
Partners'  Capital  Accounts'  balances,  the  following  appeared  in  their 
Ledgers  :- 

Cash  in  hand,  £47;  Cash  at  Bank,  £482;  Stock  in  hand,  £870; 
Fixtures,  Fittings  and  Utensils,  £247 ;  Horses  and  Vehicles,  £156; 
Sundry  Debtors:— J.  Morlev,  £<)8;  A.  Barnes,  £23;  R.  Foster,  £29; 
S.  Middleton,  £35. 

Sundry  Creditors ;— J.  Harris  &  Sons,  £50;  W.  Clark,  £55;  Evans 
Llovd  &  Co.,  £64;  W.  Newton,  £15.  Reserve  for  Rent  (due  Dec. 
25, '1911),  £50. 

Enter  in  the  Ledger  the  foregoing  particulars;  and  pass  the 
following  transactions  through  the  books : — 

Jan.  1,  1912,  Paid  into  lank,  £30;  Received  from  J.  Harris  & 
Sons,  3  cwt.  sugar  at  ISs-.  (id.  per  cwt ;  and  from  W.  Clark,  20  cases 
preserved  fmit  at  9c-.  Gd.  per  doz.  tins  (each  case  contained  2  doz. 
tins) ;  Jan.  2,  Sold  A.  Barnes  50  lb.  tea  at  Is.  4d.  per  lb.,  and  charged 
liim  3s.  for  boxes.  Accepted  3/ms.  bill  from  J.  Harris  &  Sons  for  £50. 
Cash  Sales  for  the  past  tw'o  days  were  £77.  Jan.  3,  Received  and 
paid  into  bank  cheque  from  S.  Middleton  in  settlement  of  his  account 
less  5**/o  discount.  Cash  Sales  for  the  dav,  £27.  Jan.  4,  Paid  rent 
(due  Dec.  25,  1911),  by  cheque.  Sold  R.  Foster,  12  cases  "  XL" 
Sauce  at  3^.  3rf.  per  doz.  bots.  (each  case  contained  2  doz.  bots.). 
Returned  to  W.  Clark  1  case  preserved  fruit  delivered  1st  inst, — goods 
faulty.    Jan.  5,  J.  Morley  accepted  a  one  month's  bill  for  £40.    Otsh 
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Sales  for  the  past  two  days  were  £83.  Jan.  6,  Sold  S.  Middleton 
1  gross  tins  Cocoa  at  6s.  per  doz.  tins.  Received  from  Evans  Lloyd 
&  Co.,  30  kegs  butter,  in  all  4  cwt.,  at  865.  per  ewt.  The  Bank 
discounted  J.  Morley's  bill  at  3f%.  Sent  credit  note  for  3^.  to 
A.  Barnes  for  boxes  returned.  Paid  Wages,  £13  \0s.  in  cash.  Cash 
Sales  for  the  day  were  £46.  Jan.  8,  Paid  by  cheque  W.  Newton's 
account  as  on  Dec.  31,  1911,  less  2i%.  George  Norman  drew  in 
cash  £7,  and  Robert  Carter  £3  10s.  Paid  by  cheque  Evans  Lloyd 
&  Co's.  account  as  on  Dec.  31,  1911,  less  2|-%.  Paid  into  Bank  all 
cash  in  hand  on  this  date,  except  £10  retained  for  Petty  Cash. 
Purchases  and  Sales  were  on  credit,  unless  otherwise  stated. 
Balance  the  Ledger  accounts  as  on  Jan.  8,  1912;  bring  down 
balances,  and  extract  T.  B. 

Exercise  II.  The  X  Manufacturing  Company,  Ltd.  was  registered 
with  Nominal  Capital  of  £75,000  divided  into  5,000  Ordinarv  Shares 
of  £10  ea.,  and  25,000  ^%  Pref.  Shares  of  £1  ea.  From  the  following 
T.  B.  prepare  Trading  and  P.  &  L.  Ac/s  for  the  year  ending  Dec. 
31,  1911,  and  Balance  Sheet  as  on  that  date  : — 

Dr.  Balances.  Stock  (Jan.  1,  1911),  £16,200  4s.  U. ;  Cash  in  hand, 
£106  2s. ;  Cash  at  Bank,  £3,196  13s. ;  Purchases,  £25,123  7s. ;  Returns 
(Inwards),  £901  7s.  9c?.;  Manufacturing  Expenses,  £5,314  2s.; 
Manufacturing  Wages,  £13,210;  Salaries,  £1,525;  Travellers'  Salaries, 
Commission,  and  Expenses,  £3,210;  Rates  and  Taxes,  £210; 
Insurance,  £70;  General  Expenses,  £1,420 ;  Discounts,  £1,283  2s.; 
Bad  Debts,  £280;  Interest  and  Bank  Charges,  £87;  Land  and 
Buildings,  £10,000 ;  Machinery  and.Plant,  £17,000 ;  Sundrv^  Debtors, 
£28,397  4s.  2d. ;  Patents,  £3,000 ;  Pref.  Dividend  paid,  £706  5s. ; 
Interim  Ord.  Div.  paid,  £900.     Total,  £132,140  7s.  2d. 

Cr.  Balances,  Ordinary  Share  Capital  A/c,  £30,000 ;  Pref.  Share 
Cap.  A/c,  £25,000;  Sales,  £63,200  4s.  8d. ;  Returns  (Outwards),  £308 
17s.  6d.;  Discounts,  £.578  3s. ;  Sundrv  Creditors,  £9.843  2s.;  Bad 
Debts  Reserve  (Jan.  1,  1911).  £400;  P.  and  L.  A/c  (Bal.  Dec.  31, 
1910),  £810  ;  Reserve  A/c,  £2000.     Total,  £132,140  7s.  2d. 

Prepare  the  necessary  accounts,  making  the  following  adjust- 
ments : — 

Charge  Depreciation  on  Buildings  at  2%  p.  a. ;  and  on  Plant  and 
Machinery  at  6%  p.  a. ;  Credit  fairther  reserve  of  \%  on  gross  Sales 
to  Bad  Debt  Reserve  A/c ;  Write  down  Patents  10'% ;  Reserve  2i% 
on  Debtors  for  Discount ;  and  £250  for  Directors'  Fees ;  appropriate 
£2000  to  Reserve  A/c.  Value  of  Stock  on  Dec.  31,  1911,  was 
£11,420  8s. 


B.  S.  A.     BOOK-KEEPING— STAGE  III,  1912 
[For  Solutioas  see  Key,  p.  347] 

(1)  Prepare  the  necessary  accoimts  for  the  following  as  they  would 
appear  in  W\  A.  Richardson's  Ledger  : — On  June  1,  1910,  Richardson 
purchased  £5000  New  Zealand  3%  (1945)  Stock  at  85i  plus  2s.  U.% 
brokerage  and  45s.  stamps,  etc.,  and  on  April  3,  1912,  he  sold  £4000 
of  the  stock  at  89,  and  paid  £6  7s.  expenses.  Interest  upon  the  stock 
is  payable  half-yearly  on  April  1  and  October  1,  less  tax  (to  be 
taken  at  Is.  2d.  in  the  £). 

(2)  After  considering  the  audited  accounts  for  the  year  ended 
Dec.  31,  1911,  the  Directors  of  the  R/ayon  d'Or  PubUshing  Co.,  Ltd., 
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resolved  as  follows  : — (a)  To  pay  the  0%  dividend  (less  tax)  on  the 
Pref.  Stock  (£50,000).  (6)  To  pay  a  dividend  of  8%  (less  tax)  on 
the  Ordinary  Share  Capital  (£60,000).  (c)  To  transfer  £1500  to 
Renewals  Reserve  A/c.  {d)  To  carry  forward  the  balance.  Profits 
shown  by  the  P.  and  L.  A/c  amounted  to  £11,400. 

Assume  rate  of  Income  Tax  payable  to  be  Is.  2d.  in  £.  Shov 
Journal  entries  to  carry  out  these  resolutions. 

(3)  Give  a  form  (or  forms)  of  ruling  of  a  Cash  Book,  suitable  for 
the  record  of  the  Receipts  and  Payments  of  a  Life  Assurance  Company 
with  a  large  business  and  many  agencies,  (4)  Ls  an  employer  under 
any  obligation  to  the  Income  Tax  Authorities  with  reference  to  the 
safaries  paid  to  his  staff  ?  Are  Limited  Companies  and  their 
employees  upon  the  same  footing  as  the  ordinary  employer  and  his 
staff  in  this  respect  ? 

ExEROSE.  A  and  B  were  in  partnership  as  Manufacturing  Iron- 
mongers. Their  Capital  Accounts,  on  Dec.  31,  1910,  were  equal  in 
amount  at  credit.  The  partnership  agreement  provided  that  A 
should  take  £300  of  the  profits  before  B  received  any  share.  The 
balance  was  to  be  divided  equally.  During  the  year  ended  Dec.  31 
1911,  A  drew  at  the  rate  of  £50  a  month,  and  B  at  the  rate  of  £6 
a  week.  On  Dec.  31,  1911,  the  Ledger  Balances,  in  addition  to  those 
of  the  Partners'  Capital  and  Drawing  Accounts,  were  as  shown 
below  : — 

On  Dec.  31,  1911,  Stock  in  hand  was  agreed  at  £6928  4«.  6ci.,  Work 
in  Progress  at  £301  6«.  Irf..  and  Loose  Tools  at  £406  13«.  2d.  Prepare 
Trading  and  P.  and  L.  A/c  for  the  year  ended  Dec.  31,  1911,  and. 
Balance  Sheet  as  on  that  date,  after  taking  the  following  into  con- 
sideration : — (1)  The  Auditors  pointed  out  that  Leasehold  Premif^es 
had  not  been  depreciated  in  the  past.  The  lease  has  15  years  to 
run,  and  it  is  decided  to  write  oil  the  book  value  in  equal  annual 
instalments.  (2)  Write  lO^^  Depreciation  off  Plant  and  Machinery 
as  on  Dec.  31,  1910,  and  5%  off  additions  made  during  the  year. 
(3)  Write  £50  depreciation  off  Furniture  and  Fittings.  (4)  \Vages 
Account  includes  £47,  paid  while  repairs  were  being  made  to 
machinery.  Transfer  this  amount  to  its  proper  account,  and  also 
transfer  £121  28.  Id.  representing  the  cost  of  material  used  out  of 
stock  for  such  repairs.  (5)  The  unexpiretl  portions  of  Rates  and 
Insurance  on  Dec.  31,  1911,  were  £27  2s.  M.  and  £14  Os.  \d. 
respectively.  (6)  Create  a  Reserve  for  Bad  Debts  of  5%  on  the 
Sundry  Debtors.  (7)  No  interest  on  capital  or  drawings  is  to  be 
charged. 

Balances :— Cash  at  Bank,  £280  2$.  8d. ;  Cash  in  Hand,  £37  l&J.  2d. ; 
Plant  and  Machinery  (including  additions  during  year  of  £345  2*.) 
£4,018  2s.  Id.;  Furniture  and  Fittings,  £273  14*.  Id.;  Discount 
account  (Debit  Balance),  £47  3^"?.  Id.;  Manufacturing  Wages,  £7.649 
12.S.  lOd.;  Salaries,  £962  13*-.  M.;  Purchases,  £20,747  IQs.  lid.; 
Carriage,  £467  4s.  9d.;  Office  Expenses,  £212  6.«f.  2d.;  Postage  and 
Stationerv,  £42  15^.  Id. ;  Leasehold  Buildings,  £1,500 ;  Sales  £34,242 
125.  Id. ;  ISales  Returns,  £347  135.  Id. ;  Purchases  Returns,  £742  12*. ; 
Stock  (Dec.  31, 1910),  £6,738  0*.  2d. ;  Sundry  Debtors,  £9,261  12-9.  6d. ; 
Work  in  Progress  (Dec.  31,  1910),  £276  145.  lid.;  Advertising, 
£117  175.  id.;  Bad  Debt^,  £135  25.  Id.;  Interest  on  Temporary 
Loan  (repaid  Nov.,  1911),  £6  75.  lOd.;  Loose  Tools  (Dec.  31,  1910), 
£431  145.  2d.;  Rent,  Rates,  and  Taxes,  £346  155.  Sd.;  Insurance, 
£92  45.  2d.;  Commission,  £114  95.  lid.;  Lighting  and  Heating,  £102 
48.  Id. ;  Sundry  Creditors,  £2,136  19*. 
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R.  S.  A.     BOOK-KEEPING— STAGE  I,  1913. 
[For  solutions  see  Key,  p.  350] 

(1)  Explain  the  meanings  of  the  following  terms  and  abbre- 
viations : — Book  Debts;  Voucher;  Per  Cent.;  R/D;  p.a.;  Net. 
(2)  Briefly  explain  the  uses  of  the  following  : — (a)  Invoice;  (6)  State- 
ment; (c)  Credit  Note.  Give  specimen  form  of  each  document, 
(write  two  entries),  assuming  that  John  Johns  is  a  customer  of 
William  Walter  &  Co.,  Ltd. 

(3)  From  the  following  statement  of  a  Trader's  Credit  Sales, 
Credit  Purchases,  and  Returns  (Inwards  and  Outwards)  enter  the 
transactions  in  the  proper  books  of  original  entry  and  show  the 
totals  of  each.  A'o  posting  to  Ledger  Accounts  to  he  done  : — Feb.  3, 
1913,  Bought  from  F.  Grace,  2  doz.  Pocket  Knives  at  4.5.  6c?.  ea.; 
Sold  J.  Abel,  1  doz.  Photo  Frames  at  \s.  ea. ;  Sold  J.  Shrewsbury, 
6  doz.  Dessert  Knives  at  20^.  per  doz.,  less  5%  Trade  Discount; 
Received  from  B.  Briggs,  1  case  Carvers  25s.,  returned  damaged. 
Feb.  4,  Bought  from  G.  Mead,  2  doz.  Silver  Photo  Frame?  at  5s.  M. 
ea.,  less  10%  Trade  Discount;  Returned  to  N.  Hurst,  1  doz.  pairs 
Scissors  at  18s.  per  doz.,  wrong  size.  Feb.  5,  Sold  W.  Humphreys, 
^  doz.  Razors  at  3.s.  ea.,  and  charged  him  M.  carriage;  Sold  L. 
Townsend,  2  cases  Fish  Knives  and  Forks  at  £2  per  case;  Returned 
to  F.  Grace,  J  doz.  Pocket  Knives  at  4-5.  6(Z.  ea.,  poor  quality.  Feb. 
6,  Bought  from  B.  Lilley,  2  doz.  Glass  Match  Stands,  Silver  Mounted, 
at  6s.  ea. ;  J.  Abel  returned  |  doz.  Photo  Fiames  at  Is.  ea.,  not 
ordered.  Feb.  7,  Sold  J.  Heame,  3  doz.  Pocket  Knives  at  30s.  per 
doz.,  less  5%  Trade  Discount;  Sold  to  V.  Gunn,  \  doz.  Glass  Match 
Stands,  Silver  Mounted,  at  8s.  Zd.  each.  Feb.  8,  Bought  from  L. 
Spooner,  6  cases  Fish  Knives  and  Forks  at  £3  per  case,  less  10% 
Trade  Discount. 

(4)  On  Jan.  1,  1913,  Middlemiss  &  Tumbull,  London,  sent 
S.  Macgregor,  Manchester,  for  acceptance,  a  B/E  for  £100,  dated 
Jan.  3,  1913,  payable  at  3  m/d.  Macgregor  accepted  the  draft  and 
made  it  payable  at  the  Staple  and  Stedfast  Banking  Co.,  Ltd.,  of 
Stockport.  Show  the  Bill  as  it  would  appear  when  returned  to 
Middlemiss  &  Tumbull,  state  who  is  the  Drawer  and  who  the  Drawee, 
and  give  the  date  when  the  Bill  will  mature. 

(5)  A  Firm's  book  keeper  had,  during  the  month  of  Jan.  1913, 
entered  Returns  Inwards  and  Outwards  in  the  Purchases  Book  and 
Sales  Book  respectively,  and  posted  the  monthly  totals  of  each  to 
Purchases  and  Sales  Accounts  in  the  Ledger.  What  entries  should 
be  put  through  the  books  to  rectify  these  mistakes,  assuming  that 
Returns  Inwards  for  the  month  amounted  to  £40  and  Returns 
Outwards  to  £30  ? 

Exercise.  Charles  Ross  &  Augustus  Webb,  trading  in  partner- 
ship as  Furniture  Dealers,  had  £400  each  standing  to  the  credit  of 
their  Capital  Accounts  on  Jan.  1,  1913.  The  other  balances  on  this 
date  were  : — 

Debit  Balances.  Stock,  £813;  Debtors  r—F.  Lamer,  £62;  N. 
Sturgess  £49;  Cash  at  Bank,  £113;  Cash  in  Hand,  £10 ;  Fumiture 
and  Fittings,  £45. 

Credit  Balances.  Creditors  : — F.  Hammond,  £134 ;  L.  Yates, 
£81 ;  E.  Bridge,  £77.  Open  Ross  &  Webb's  Ledger  from  these 
particulars,  and  post  thereto,  through  the  books  of  original  entry, 
the  following  transactions  : — 
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Jan.  1,  .1913,  Sold  F.  Lamer  on  credit,  6  Windsor  Smoking-Room 
Chairs  at  18^.  6<i.  ea.;  Sold  for  Cash,  1  Occasional  Table  for  £1  \s. 
Jan.  2,  Bought  for  Cash,  Stationery,  £1  5s.  y  Paid  Window  Cleaner, 
&s.  in  Cash  T  Bought  of  L.  Yates,  on  credit,  1  Walnut  Hall  Stand, 
£3.  Jan.  3,  Received  cheques  and  paid  them  into  the  Bank : — 
F.  Lamer,  £50  on  account;  N.  Sturgess,  balance  of  account,  less 
6%  discount.  Jan.  4,  Drew  and  cashed  Cheque,  £15;  Paid  Wages, 
£7  lO*.  (including  Insurance  Stamps)  in  Cash;  Each  Partner  with- 
drew £3  10*.  in  Cash.  Jan.  6,  Sold  for  Cash,  1  Bedroom  Suite,  £15; 
Paid  into  Bank,  £iO.  Jan.  7,  Sent  Credit  Note  to  F.  Lamer  allowing 
6d.  ea.  on  G  Windsor  Smoking-Room  Chairs ;  Drew  cheques  : — 
F.  Hammond,  £50  on  account ;  L.  Yates,  £30  on  account;  E.  Bridge, 
the  amount  of  his  Account,  less  5%  Discount.  Jan.  8,  Paid  Rent 
by  Cneque,  £25;  Paid  Gas  Account  by  Cash,  £7  13*.  Balance  the 
liedger  Accounts,  bring  down  the  Balances,  and  extract  T.  B.  as  on 
Jan.  8,  1913. 

R.  S.  A.    BOOK-KEEPING— STAGE  II,  1913 
[For  solutions  see  Key,  p.  357) 

(1)  Rule  forms  of  Sales  Journal  and  Cash  Book  for  a  firm  using 
Town  and  Country  Self -Balancing  Ledgers.  The  Sales  Joumsd 
should  also  provide  for  analysis  ot  Sales  as  between  three  depart- 
ments. State  how  and  where  the  items  entered  in  each  book  should 
be  posted,  (2)  What  portions  of  the  Salaries  and  Wages  should  be 
charged  to  the  Trading  A/c  and  what  to  P.  and  L.  A/c  in  the  business 
of  a  Manufacturer?  Name  some  items  of  expenditure,  which  may 
occur  in  the  same  business,  and  which  should  dc  charged  to  Capital. 

Exercise  I.  The  following  was  the  Balance  Sheet  of  Smith  & 
Company,  Ltd.,  as  on  December  31,  1912  : — 

Liabilities : — Nominal  Capital  6,000  shares  of  £1  ea.,  5,000  being 
issued  and  fullv  paid  ;  Sundry  Creditors  : — Rent,  £120 ;  Income 
Tax,  £62;  H.  feell,  £75;  T.  Burton.  £33;  R.  Lawson,  £60.  Bill 
payable,  A  Scott,  £40 ;   P.  and  L.  A/c,  £907.     Tot<U,  £6,297. 

Assets. — Leasehold  Buildings,  £1,000;  Fixtur&s,  fittings  and 
Furniture,  £472;  Sundry  Debtors: — H.  Falconer,  £153;  T.  Cove, 
£71;  N.  Carver,  £149;*  V.  Row,  £27.  Stock  on  Hand,  £3,023; 
Bill  receivable,  G.  Watson,  £HX);  Cash  at  Bank,  £1,252;  Cash  in 
Hand,  £50.     Total,  £6,297. 

Open  the  necessary  Ledger  Accounts  for  the  above,  and  post  the 
following  transactions  through  the  subsidiary  books  : — 

Jan.  1,  1913,  Received  cheque  from  T.  Cave,  for  balance  of  account, 
less  2i%  discount;  Purchased  from  A.  Scott,  1  gross  1-lb.  jars 
Mamialade  at  4*.  per  doz ;  Sold  N.  Carv'cr,  10  cwt.  Beet  Sugar  at 
9*.  6d.  per  cwt. ;  Jan.  2,  1913,  Paid  by  cheques.  Rent  and  Income 
Tax,  owing  on  Dec.  31,  1912;  Paid  carriage  by  cash,  £3  25.  4d.; 
Received  from  H.  Falconer,  bill  at  3  m/d,  dated  Jan.  2,  1913,  for 
£100,  and  discounted  it.  Bank  Charges  being  £1  Os.  4d.  Jan.  3, 
Sold  V.  Row,  56  lb.  Tea  at  Is.  Id.  per  lb. ;  T.  Cave's  cheque  (received 
on  the  1st  inst.)  was  retumed  by  the  Eiank,  marked  R/D.  Jan.  4, 
Purchased  from  R.  Lawson,  2  gross  tins  Preserved  Pears  at  6s.  (xl. 
per  doz.;  Cash  Sales,  £8  Ids.;  Paid  T.  Burton,  by  cheque,  balance 
of  account,  loss  2|°o  discount.  Jan.  5,  Received  cheque  from  N. 
Carver  for  £80  on  a/c ;  Sold  H.  Falconer,  2  cwt.  Ground  Rice  at  2d. 
per  lb. ;   Sent  C/N  to  N.  Carver  for  5s. — short  weight  in  goods  .sold 
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him  on  1st  inst.  Jan.  6,  Bill  payable  £40,  due  this  date,  was  presented 
to  and  paid  by  the  Bank,  Jan.  7,  Paid  Wages,  in  cash,  £19  55.; 
Received  4e?.  from  each  of  8  employees  for  National  Health  Insurance ; 
Returned  R.  Lawson  1  doz.  tins  Preserved  Pears  (damaged ) purchased 
on  the  4th  inst.,  and  received  C/N.  Jan.  8,  Purchased  out  of  Cash 
new  showcase  and  fittings  for  £18;  Cash  Sales,  £23;  Paid  into  the 
Bank  all  cash  in  hand,  less  £10  retained.  Purchases  and  Sales  were 
on  credit,  except  where  the  contrary  is  stated.  All  cheques  received 
were  paid  into  the  Bank.  Balance  the  Ledger  Accounts  as  on 
Jan.  8,  1913,  bring  down  the  balances,  and  extract  a  T.  B. 

Exercise  II.  The  following  T.  B.  was  extracted  from  the  books 
of  Angus  MacAdam  and  John  Westrum  as  on  Dec.  31,  1912  : — 

Dr.  Balances.  Angus  MacAdam  (Drawing  Account),  £1,000; 
John  Westrum  (Drawing  Account),  £300;  Land  and  Buildings, 
£4,960;  Plant  and  Machinerv,  £1,036  105.;  Stock,  Jan.  1,  1912, 
£2,019  35.  Id.;  Sundry  Debtors,  £1,596  155.;  Purchases,  £9,284 
l5.  6d;  Returns  Inwards,  £370  25.;  General  Expenses,  £150  65.; 
Manufacturing  Wages,  £2,C01  1 55.  Id. ;  Rates  and  Taxes,  £167  45.  M. ; 
Insurance,  £66  95.  Id.;  Manufacturing  Expenses,  £225  IO5.  4d; 
Salaries,  £666  85. ;  Discount  Account,  £39  45.  Id. ;  Cash  in  hand, 
£64  35.  9d. ;  Cash  at  Bank,  £655  95.  4d.     Total,  £24,603  35.  5d. 

Cr.  Balances.  Angus  MacAdam  (Capital  Account),  £6,000 ;  John 
Westrum  (Capital  Account),  £2,000;  Sundry  Creditors,  £1,362  135. 
2d.. ;  Reserve  for  Doubtful  Debts,  £66  35. ;  Sales,  £14,274  65.  6c?. ; 
Returns  Outwards,  £870  25.;  Discount  Account,  £29  I85.  8d.; 
Total,  £24,603  35.  5d. 

The  Partnership  Agreement  provides  that : — 
'  (a)  5%  p.  a.  shall  be  allowed  on  Capital  (as  a  charge  to  the  P.  & 
L.  A/c),  the  interest  to  be  credited  to  Partners'  Drawing  A/c.  (b)  A 
Partnership  Salary  out  of  Net  Profits  (if  and  as  made)  of  £300  p.  a. 
shall  in  the  first  instance  be  credited  to  Mr.  Westnim's  Drawing  A/c. 
(c)  The  Net  Profit  (if  any),  after  providing  for  Partner's  Salary, 
shall  be  divided  pro  rata  according  to  the  amounts  at  credit  of 
Partners'  Capital  A/c,  and  be  credited  to  their  Drawing  A/cs.  Prepare 
Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1912,  and 
B/S  as  on  that  date,  after  charging  Depreciation  at  the  rate  of  2  J  % 
on  Land  and  Buildings,  and  10  %  on  Plant  and  Machinery ;  increasing 
the  Reserve  for  Doubtful  Debts  to  5%  on  the  Sundry  Debtors ;  and 
carrying  fonvard  the  unexpire<I  portions  of  expenses,  viz.  Rates,  £27 
l5.  9d.,  and  Insurance,  £16  75.  9d.  Stock  on  hand  on  Dec.  31,  1912, 
was  agreed  at  £1,991  75.  Qd.. 

R.  S.  A.    BOOK-KEEPING— STAGE  III,  1913 
[For  solutions  see  Key,  p.  366] 

(1)  The  Falkirk  Foundry  Co.,  Ltd.,  was  formed  in  Jan.  1912,  to 
take  over  the  business  of  John  B.  Clark,  with  a  Nominal  Capital  of 
125,000  Shares  of  £1  each.  Assets  were  taken  over  at  book  values; 
and,  in  addition,  10,000  fully  paid  shares  of  £1  ea.  were  issued  to 
Vendor  as  purchase  price  of  Goodwill.  100,000  Shares  of  £1  ea. 
were  offered  to  the  public,  fully  subscribed ,  and  called  up.  Excepting 
£300,  calls  were  duly  paid  up,  as  on  Dec.  31,  1912.  During  the  year, 
£25,000  5%  Debentures  were  issued.  In  addition  to  the  foregoing, 
the  following  accounts  remained  open  upon  the  Company's  Books 
as    on    Dec.    31,    1912 :— Sundry    Creditors,    £8,960;    Land    and 
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Buildings,  £55,895;  Investments,  £20,220;  Preliminary'  Expenses 
Account  (Balance),  £1,560;  Reserve  Fund,  £2,000;  Stock  in  Trade 
(Dec.  31,  1012)  £12,690;  Plant  A/o,  £24,908;  P.  and  L.  A/c 
(undistributed  balance),  £2,560;  Cash  at  Bank,  £0,876;  Cash  in 
hand,  £489 ;  Sundry  Debtors,  £12,  572.  Prepare  B/S  of  the  Company 
as  on  Dec.  31,  1912. 

(2)  Briefly  explain  the  followinsr  entries  in  the  books  of  the  East 
Essex  Assurance  Co.,  Ltd.,  at  the  close  of  the  Company's  financial 
year;  and  describe  the  sources  from  which  the  entries  would  be 
compiled  : — 

£  £ 

(a)  Claims  Account    Dr.       .         .         .        15,000 

to  Outstanding  Claims  Account     .         .  .      15,000 

for  claims  admitted,  but  not  paid. 
(6)  Agents'  Commission  Account    Dr.    .  1,980 

to  Sundry  Agents 1,980 

for  commi«ision  due,  but  not  yet  paid, 
(c)  Outstanding  Premiums  Account      Dr.     21,000 

to  Premiums  Account  .....     21,000 
for  premiums  not  yet  collected. 

(3)  The  Books  of  John  Roger:«on  &  Co.  are  kept  on  the  double- 
entry  system,  and  include  a  Bought  Ledger  and  three  Sales  Ledgers 
(Town,  Country,  and  Foreign).  Write  a  short  report,  iastructing 
the  firm's  book-keeper  how  to  convert  these  I-<edgers  into  Self- 
balancing  I-iedgers. 

(4)  Enumerate  six  items,  other  than  depreciation,  properly  charged 
in  the  P.  and  L.  A/c  of  a  commercial  undert,aking,  but  which  would 
be  disallowed  by  the  Surveyor  of  Taxes  in  an  Income  Tax  return 
under  Sch.  (D).    State  why  in  each  c^se. 

(5)  On  Jan.  1,  1012,  the  Lucas  Manufacturing  Co.,  Ltd.,  was 
formed  to  acquire  the  business  of  A.  B.  Lucas.  The  Nominal  Capital 
of  the  Company  was  £20,000,  divided  into  20,000  shares  of  £1  ea. 
10,000  fully  paid  shares  of  £1  were  allotted  to  the  Vendor  as  the 
purchase  price  for  his  business,  the  remainder  being  offered  for 
public  sul»cription,  of  which  8,000  were  applied  for  and  allotted. 
Up  to  Dec.  31,  1912,  17*.  6</.  per  share  had  been  called  up;  and, 
except  25.  6rf.  per  share  on  1,200  shares,  had  been  paid  in  full.  The 
balances,  stated  below,  appeared  in  the  Company's  books  on  Dec. 
31,  1912,  in  addition  to  the  balance.-  represented  by  the  above  trans- 
actions. Stock  in  hand  on  Dec.  31,  1912,  was  agreed  at  £3,104 
14«.  lOrf.  Prepare  Trading  and  P.  and  Ii.  A/cs  for  the  year  ended 
Dec.  31,  1912,  and  B/S  as  on  that  date,  after  taking  into  consideration 
the  following  : — [a)  Write  10%  Depreciation  off  Plant  and  Machinery 
and  Fixtures  and  Fittings ;  and  one-half  the  balance  of  Preliminary 
Expenses  A/c.  (6)  A  qtiarter's  rent  (£62  10s.)  was  outstanding  on 
Dec.  31,  1912;  and  Rates  and  Insurance  unexpired  on  that  date 
were  respectively  £17  2*.  and  £14  6^.  Id.  (c)  Increase  Reserve  for 
Bad  and  Doubtful  Debts  to  b%  on  the  amount  of  the  Sundry  Debtors. 
Balances. — Plant  and  Machinerj',  £8.741  10s. ;  Fixtures  and  Fittings, 
£942 ;  Sales,  £22,952  14.s.  9d. ;  Sales  Returns,  £421  14*.  9d. ;  Purchases 
£12,(H2  14<f.  Id. ;  Purchases  Returns,  £147  6«.  2d. ;  Reserve  for  Bad 
Debts,  £150;  Manufacturing  Wages,  £5,412  0*.  6rf.;  Carriage  Out- 
wards, £322  4s.  Id.;  Lighting  and  Heating.  £86  14.s.  Id.;  Fuel  and 
Power,  £337  6^.  Ud. ;  Sundrv  Debtors,  £6,414  15.s. ;  Sundrv  Creditors, 
£1,342  10s.  9d.;  Bills  Receivable,  £142  ia«.  6d.;  Discount  Account 
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(Debit  Balance),  £18  9.<f.  1^.;  Preliminary  Expenses  Account,  £216 
7*.  2d. ;  Salaries,  £750 ;  Directors'  Fees,  £200 ;  Rates,  Taxes,  and 
Insurance,  £137  14*.  (Sd.-,  Rent,  £187  106'.;  General  Expenses, 
£216  It:?.  \d.;  Manufacturing  Charges,  £167  16s.  5r/. ;  Stock  (Dec. 
31,  1911),  £3,416  185.  U.;  Cash  at  Bank,  £647  Us.  lid.;  Cash  in 
Hand,  £19  10«.  M. 


R.  S.  A.    BOOK-KEEPING— STAGE  I,  1914 
[T'or  solutions  see  Key,  p.  367] 

(1)  Explain  tlie  meanings  of  the  following  terms  and  abbrevia- 
tions : — Days  of  Grace;  Bad  Debt;  Depreciation;  Above  Par; 
P/N;  C.O.D.  (2)  Give  one  example,  and  record  a  few  items  therein, 
of  each  of  the  following  kinds  of  account : — {a)  Personal,  {h)  Real, 
(c)  Nominal. 

(3)  On  Jan.  1,  1914,  Henry  Cross  found  that  according  to  his 
Pass  Book  his  balance  was  £152  16s.  Id.,  whereas  his  Cash  Book 
showed  a  balance  of  £150  10s.  He  found  that  a  cheque  for  £25,  paid 
in  on  Dec.  30,  1913,  had  not  yet  been  placed  to  his  credit  in  the  Pass 
Book,  and  that  a  cheque  for  £27  6s.  Id.,  drawn  by  him  on  Dec.  29, 
1913,  had  not  been  presented  for  payment.  Prepare  a  Reconciliation 
Statement  agreeing  the  two  balances. 

(4)  Rule  a  columnar  Petty  Cash  Book  providing  for  the  following 
headings  : — Postage,  Telegrams,  etc. ;  Carriage ;  Office  Expenses ; 
Stationery,  etc.;  Travelling;  Salaries  and  Wages;  and  Sundries. 
Record  the  following  transactions  therein,  and  bring  down  the 
balance  as  on  Dec.  6,  1913,  and  enter  the  amount  to  be  received  from 
the  Cashier  to  make  up  the  "Imprest"  of  £20  :— Dec.  1,  1913, 
Received  and  cashed  cheque  for  £12  8s.  Id.,  to  make  up  the  "  Imprest," 
viz.,  £20 ;  Bought  Stamps,  £1  10s. ;  Paid  Office  Cleaner,  5s.  Dec.  2, 
Bought  Stationery  12s. ;  Paid  telegram  to  J.  Brown,  Is.  %d. ;  Bought 
Office  Stool,  12s.  Dec.  3,  Paid  fares  to  Chiswiek,  Is. ;  Paid  Account 
for  Telephone  Trunk  Calls  for  November,  £1  18s.  9rf.  Dec.  4,  Paid 
Carriers'  Account,  £1  2s.  4fZ. ;  .Received  from  Inland  Revenue  for 
Spoiled  Stamps,  £1  8s.  6cZ. ;  Paid  for  Insertion  in  Directory,  5s. ; 
Paid  Return  Fare  to  St.  Albans,  3s.  lOrf. ;  Bought  Packing  Materials, 
£1  19.S'.  4d.  Dec.  5,  Paid  Window  Cleaner  6s.  Q>d. ;  Bought  Pens 
and  Pencils,  5s.  Zd.  Dec.  6,  Paid  Wages  to  two  casual  men  at  bs. 
per  day  each  for  three  days ;  Paid  Salaries  to  Office  Boy  and  Typist, 
£1  15s. 

(5)  Show,  by  Journal  Entries,  which  accounts  would  be  debited 
and  credited  respectively  in  the  books  of  John  Brown,  to  record  the 
following  transactions,  during  Oct.  1913  : — {a)  Received  from  Geo. 
Higgs  bill  at  3  m/d  for  £20,  in  settlement  of  his  account  (£20  3s.  4(i.), 
the  balance  of  3s.  4(Z.  being  discount.  (6)  Received  from  H.  T. 
Pearce  a  sewing  machine,  value  £8,  as  part  payment  of  his  account. 

(6)  The  following  was  the  B/S  of  Henry  Coulthard  as  on  Dec. 
31,  1913  :— 

Liabilities.  Capital  A/c,  £361 ;  Sundry  Creditors  : — F.  Nelson, 
£96;  G.  Harrod,  £48;  T.  Arnold,  £24.  Bank  overdraft,  £6.  Assets, 
Machinery,  Fixtures  and  Fittings,  £120 ;  Sundry  Debtors  :— A. 
Coats,  £72;  S.  Wilcox,  £24;  B.  Vickers,  £8.  Stock  in  Hand  £296; 
Cash  in  Hand,  £15.  Open  the  accounts,  in  Henry  Coulthard's 
Ledger  to  record  the  foregoing;  and  post  on  through  the  books  of 
original  entry,  the  following   transactions  : — Jan.  1,  1914,  Bought, 
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on  credit,  from  T.  Arnold,  half-ton  Motor  Inner  Tubes  at  £26  per  ton ; 
Received  and  paid  into  Bank  cheque  from  A.  Coats  for  £70,  the 
balance  being  discount;  Sold,  for  cash,  5  cwt.  ground  rubber  at 
£1  17«.  4d.  per  cwt.  Jan.  2,  Sold,  on  credit,  to  B.  Vickers,  1  ton 
Cab  Tyres  at  40«.  per  cwt ;  Sold,  for  cash,  half-ton  of  ground  rubber 
at  £23  2.S.  i)er  ton.  Jan.  3,  Paid  T.  Arnold,  by  cheque,  his  account 
as  on  Dec.  31,  1913,  less  10%  discount;  Sold,  on  credit,  to  S.  Wilcox, 
2  tons  Bus  Tyres  at  £42  per  ton,  and  received  cheque  for  his  account- 
as  on  Decemijer  31,  1913,  less  5%  discount;  Drew  cheque  for  £5  for 
private  purposes.  Jan  4,  B.  Vickers  returned,  as  unsuitable,  half- 
cwt.  of  rubber  invoiced  on  the  2nd  inst.  Sent  him  credit  note  for 
same:  Sold,  for  cash,  6  cwt.  Inner  Tubes  at  38*.  6d.  per  cwt.  Jan. 
5,  Paid  in  Cksh,  Wages,  £10  16*.  4rf.  (including  Insurance  Stamps); 
Paid  G.  Harrod  cheque  for  £18  on  account;  Bought,  on  credit,  from 
F.  Nelson,  2  tons  Cab  Tyres  at  £41  10*.  per  ton;  including  charge  for 
bags;  Paid  C^sh  for  Sundry  Trade  Expenses,  £9  12.s.  4rf.  Jan.  6. 
Bought  a  Weighing  Macliine  for  £12  from  H.  Jackson,  and  paid  him 
by  cheque;  Returned  to  F.  Nelson  20  empty  t>ags,  and  received 
credit  note  for  Ga.  8d. ;  Paid  int-o  Bank  from  Cash,  £21  9«.  Balance 
the  Accounts,  bring  down  the  balances,  and  take  out  T.  B.  as  on 
Jan.  6,  1914. 

R.  S.  A.    BOOK-KEEPING— STAGE  H,  1914 
[For  solutions  see  Key,  p.  375] 

(1)  The  following  errors  were  found  in  the  books  of  John  Brown 
&  Co.,  Ltd.,  affecting  the  year  ended  Dec.  31,  1913  :— (a)  June  4. 
Cheque  received  from  M.  Stein  for  £10  was  posted  to  his  credit 
as  10*.  (6)  Doc.  27.  Goods  returned  bv  E.  Hay,  invoiced  at 
£17  10*.,  were  taken  into  Stock  at  £15;  t)ut  were  not  entered  in 
the  books  until  the  following  month,  (c)  Oct.  1.  A  purchase 
value  £35  10*.  was  entered  in  the  Purchase  Journal  correctly,  but 
was  credited  to  the  Personal  Account  as  £30  6*.  lOt/.  Show  the 
adjusting  Journal  entries  required  to  rectify  these  errors  in  the  books, 
as  on  Dec.  31,  1913. 

(2)  What  constitute  the  essential  differences  between  a  Trading, 
a  P.  and  L.  A/c,  and  an  Appropriation  Account  ? 

Exercise  I.  The  following  was  the  B/S  of  the  Bright  Coal  Co., 
Ltd..  as  on  Dec.  31,  1913  :— 

Liabilities :— Nominal  Capital,  5,000  Shares  of  £1  ea.,  4,500  being 
issued  and  fully  paid ;  Sundry  Creditors  : — Blank  Colliery  Co., 
£190;  White  Coal  Co,  £210;  W.  Stranson  £35;  S.  Brown,  £18. 
Bill  livable,  Duml>leton  CoUierv  Co.,  £300 ;  Profit  and  Loss  Account 
(balance),  £339.     Total,  £5,592.* 

/1 5*e/* :— Freehold  Buildings,  £800;  Railway  Trucks,  £2,100; 
Office  Furniture.  £70;  Scales  and  Sacks,  £130;  Horses  and  Vans, 
£390;  Sundry  Debtors  :—W.  Carter,  £18;  Rowton  Cori)oration, 
£328;  V.  Norman,  £82;  J.  Wilson,  £23.  Stock  on  hand,  £1,000; 
Cash  at  Bank,  £487;  Cash  in  Hand,  £74.  Total,  £5,592.  Open 
Ledger  A/cs  to  record  the  foregoing,  and  post,  through  the  subsidiary 
books,  the  following  transactions  : — 

Jan.  1,  1914,  Bought  of  Dumbleton  Colliery  Co.  100  tons  Steam 
Coal  at  10*.  3rf.  per  ton;  Sold  H.  C^arver,  6  tons  House  Coal  at  27*. 
6rf.  i)er  ton;  Cash  Sales,  £18  10*.  6t/.  Jan.  2,  Paid  Blank  Colliery 
Co.  their  account,  less  £11  11*.  3c?.  allowance  for  short  weight;  Oish 
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Sales,  £9  li)s.  6d. :  Bought,  out  of  Cash,  Insurance  Stamps,  value 
145. ;  Sold  Rowton  Corporation,  80  tons  Steam  Coal  at  20*.  per  ton. 
Jan.  3,  Cash  Sales,  £21  10^.;  Received  of  Rowton  Corporation,' 
cheque,  £300 ;  Bought  of  the  Blank  Colliery  Co.,  200  tons  Coal  at 
lis.  9d.  per  ton;  Paid  Wages  in  Cash,  £15  95.;  Received  4d.  from 
each  of  10  employees  for  National  Health  Insurance.  Jan.  5,  Bill 
payable,  £300,  due  this  date,  was  presented  to,  and  paid  by,  the 
Bank;  Cash  Sales,  £19  5s.;  Paid  W.  Stranson  his  Account,  by 
cheque,  less  12.s.  for  com  sacks  returned ;  Bought  of  S.  Brown, 
2  tons  Hay  at  £6  55.  per  ton;  Cash  Sales,  £18;  Received  from  V. 
Norman  his  Account,  by  cheque,  less  £3  allowance.  Jan.  7,  Cash 
Sales,  £23  55.  Qd. ;  Paid  to  Bank  all  cash  in  hand,  less  £25  retained ; 
Sold  Rowton  Corporation,  120  tons  Steam  Coal  at  205.  per  ton. 
Purchases  and  sales  were  on  credit,  except  where  stated.  All  cheques 
were  paid  into  the  Bank.  Balance  the  Ledger  Accounts  as  on 
Jan.  7,  1914,  bring  dowTi  balances,  and  extract  T.  B. 

Exercise  II.  The  Speedy  Motor  Cab  Co.,  Ltd.,  was  registered 
with  a  Nominal  Capital  of  £30,000,  divided  into  10,000  Ordinary 
Shares  of  £1  each,  and  20,000  0%  Preference  Shares  of  £1  each. 
From  the  following  T.  B.  prepare  Trading  and  P.  and  L.  A/cs  for 
the  year  ended  Dec.  31,  1913,  and  B/S  as  on  that  date  : — 

Dr.  Balances : — Call  in  arrear  on  Pref .  Shares,  £8  IO5. ;  Stock  in 
hand  (Jan.  1, 1913),  £1,305  85.  7(i. ;  Cash  in  hand,  £28  95.  3^;. ;  Salaries, 
£1,187  10.5.  3d.;  Tj^res,  £4,906  35.  lid.;  Insurance,  £1,521  85.; 
General  Expenses,  £278  95.;  Plant  and  Machinerv,  £1,451  95.: 
Fixture  and  Fittings,  £1,126  175.;  Taxi  Cabs,  £28,000;  Debtors, 
£89  175.  3d. ;  P.  and  L.  A/c  (Balance,  Dec.  31,  1912),  £748  35.  5d. ; 
Rent  of  Taximeters,  £465  IO5. ;  Licences,  £312  85.;  Petrol  (less 
Payment  by  Drivers),  £874  85.  6^.;  Training  Drivers,  £103  55.  4:d.; 
Washing  and  Cleaning  Cabs,  £2,606  85.  2d. ;  Repairs,  £1,810  125.  5d. ; 
Rent,  Rates  and  Taxes,  £953  85.  Id. ;  Lighting,  £189  55. 4d. ;  Directors 
Fees,  £250 ;  Preliminary  Expenses,  £458  95.  6d. ;  Legal  Expenses 
and  Audit  Fee,  £102  55.  3d.  Total,  £48,778  65.  9d. 
'  Cr.  Balances  i—Ord.  Share  Cap.  A/c,  £10,000;  Pref.  Share  Cap. 
A/c,  £18,267;  Bank  Overdraft,  £603  55.  4d. ;  Cab  Earnings,  £18,697 
195.  5d. ;  Creditors,  £710  25. ;  Reserve  for  Renewals  (Jan.  1,  1913), 
£500.  Total,  £48,778  65.  9d.  Before  preparing  the  Accounts, 
make  the  following  adjustments  : — 

Charge  Depreciation  on  Plant  and  Machinery,  and  Fixtures  and 
Fittings,  at  10  per  cent.  p.  a. ;  and  on  Taxicabs  at  5  per  cent.  p.  a. 
Reserve  for  Renewals,  £500;  for  Rates,  £18  75.  6d.;  for  Insurance 
paid  in  advance,  £170  I5.  Qd.  Drivers'  takings  on  Dec.  30  and  31 
value  £171  85.  3d.,  were  not  paid  in  until  Jan.  1.  Write  off  one-third 
of  the  Preliminary  Expenses  Account.  Value  of  the  Stock  in  hand 
as  on  Dec.  31,  1913,  was  agreed  at  £1,486  IO5.  9c;. 

R.  S.  A.     BOOK-KEEPING— STAGE  III,  1914. 

[For  solutions  see  Key,  p.  383] 

(1)  The  undermentioned  persons  applied  for,  in  the  order  named, 
and,  with  one  exception,  were  allotted  Shares  of  £1  ea.  in  Soleil  d'Or 
Limited.  Shares  were  payable  55.  on  application,  55.  on  allotment, 
and  the  balance  when  determined  by  Resolution  of  the  Directors. 
The  distinctive  numbers  of  the  Shares  in  question  ran  from  1  onwards. 
The  Application  List  was  closed  on  July  1,  1913,  and  all  allotment 
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moneys  were  paid  on  or  before  July  15,  1913.  Make  the  entries 
recording  the  application  for,  and  allotment  of,  the  following  Shares 
in  the  Application  and  Allotment  Book  of  the  Company  : — Robert 
Rheid,  IH  Finsbury  Circus,  E.C.,  Wool  Broker,  Applied  for  5,000, 
allotted  5,000;  (;!eorge  Dewey,  261  Low  Pavement,  Nottingham, 
Lace  Manufacturer,  applied  for  1,000,  allotted  500;  Robert  Rich- 
mond, Eastwood,  Esf^ex,  Rose  Grower,  applied  for  2,000,  allotted 
2,000;  Florence  Veitch,  The  ]Manse,  Loam  town,  Spinster,  applied 
for  100,  allotted  none. 

(2)  What  is  an  Account  Current?  Illustrate,  by  means  of  a  pro 
forma  A/c,  a  convenient  method  for  determining'  interest  on  the 
"balance  of  an  account  current  between  a  merchant  and  his  foreign 
agent. 

(3)  On  Dec.  31,  1912,  the  Hadleigh  Trading  Company  stood  in 
the  books  of  A.  B,  Waters  as  debtors  for  £497  12«.  6(/. ;  and  on  Jan.  1, 
1913,  they  accepted  three  bills  :  one  for  £150  at  1  ra/d,  one  for 
£175  at  2  m/d,  and  a  third,  for  the  balance  of  the  account,  at  4  m/d. 
The  first  was  met  at  maturity;  the  second  was  dishonoured,  but 
was  renewed  at  one  month,  plus  5%  interest,  and  duly  met;  the 
third  was  taken  up,  under  rebate  of  5%,  one  month  before  maturity. 
Show  the  necessary  entries  in  the  books  of  A.  B.  Waters. 

(4)  The  P.  and  L.  A/cs,  as  prepared  bj-  Robert  Rayleigh,  for  the 
three  years  ended  March  31,  1913,  are  set  out  below.  Tnc  factory 
occupied  by  him  was  his  o^vn  freehold  property.  Schedule  A  Assess- 
ment being  £300  p.  a.  The  Surveyor  dii-allowcd  the  amounts  charged 
in  the  Accounts  for  Depreciation,  but  agreed  to  an  allowance  of  £39 
for  Depreciation  on  Plant.  Prepare  G.  Rayleigh's  return  for  Schedule 
D  purposes  for  the  fiscal  year  1913-14. 

1911         1912         1913 


£ 

£ 

£ 

General  Expenses 

450 

501 

462 

Depreciation  (PlantJ   . 

82 

71 

68 

Do.        (Fixtures) 

15 

15 

15 

Fire  Insurance    . 

12 

12 

12 

Income  Tax 

29 

27 

19 

Interest  on  Capital 

350 

350 

350 

Charitable  Donations  . 

10 

19 

17 

Salaries 

560 

620 

580 

Net  Profit 

682 

227 
£1,842 

169 

£2,190 

£1,692 

« 

=■= 

" 

1911 

1912 

1913 

£ 

£ 

£ 

Balance  from 

Trading  A/c 

2,190 

£2,190 

1,842 

1,692 

£1,842 

£1,692 

(5)  A  was  a  manufacturer,  and  on  Jan.  1,  1913,  admitted  his 
manager  B  as  a  salaried  |)artner,  on  the  following  conditions  : — 

(a)  A  Goodwill  A/c  was  to  be  opened  in  the  books  of  the  new  Firm, 
and  debited  with  £5,C00,  3/4ths  being  credited  to  A's  Capital  A/c  and 
l/4th  to  B's,  the  result  being  that  A's  share  of  the  goodwill  was  equal 
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to  l/Srd  of  the  balance  of  his  Cap.  A/c  before  the  admission  of  B.  (6) 
Partners'  Capital  A/os  were  to  be  credited  with  interest  at  5%  p.  a. 
(out  of  profits),  (c)  B  was  to  receive  (out  of  profits)  a  salary  of 
£500  p.  a.,  payable  monthly,  and  to  be  credited  with  10%  of  the 
profits  shown  by  the  P.  and  L.  A/c  before  charging  his  salary  or 
interest  on  capital.  The  remainder  of  the  profits  (if  any)  were  to 
belong  to  A.  [d)  B  was  entitled  to  draw  (with  the  consent  of  A) 
during  the  year  sums  on  account  of  his  percentage  of  profits,  (e)  No 
interest  was  to  be  charged  on  the  drawings  of  either  partner.  The 
entries  required  by  (a)  were  duly  made  on  Jan.  ],  1013;  and  during 
the  year  ended  Dec.  31,  1913,  B  drew  his  salary,  and  also  £50  on 
account  of  profits.  In  addition  to  the  amount  standing  to  the  credit 
of  A's  Cap.  A/c,  before  B  became  a  partner,  and  the  balances  of  the 
foregoing  transactions,  the  following  balances  appeared  in  the  books 
of  the  Firm  as  on  Dec.  31,  1913  :— 

Balances '.—Cdiih.  at  Bank,  £490  12.s.  4d;  Cash  in  Hand,  £14 
Is.  3d. ;  Fixtures  and  Fittings,  £327 ;  Plant  and  Machinery  (including 
additions  during  the  year  of  £97),  £4,524  12s.  Qd. ;  Purchases,  £17,420 
Us.  4d.;  Sales,  £31,921  lO*.  Qd.;  Carriage  Inwards,  £114  Us.  lid.; 
Carriage  Outwards,  £246  lAs.  5d.;  A  Drawings  Account,  £1,275; 
Manufacturing  Wages,  £5,426  lOs.;  Office  Salaries,  £641  16*.  Sd.; 
Sundry  Debtors,  £8,942  Us.  lOd.;  Sundry  Creditors,  £2,337  15,9.  9d; 
Discount  Account  (Cr.  Bal.),  £8  0*.  3rf.;  Postage  and  Station- 
ery, £51  12s.  9d.;  Office  Expenses,  £197  14*.  Id.;  Manufacturing 
Expenses,  £439  2*.  Id.;  Stock  (Dec.  31,  1912),  £5,064  4s.  8d.;  Bad 
Debts,  £271  16^.;  Rent,  £225;  Bills  Payable,  £1,324  10s.;  Rates, 
Taxes, and  Insurance,  £127  2s.  lOd.;  Fuel  and  PoM^er,  £102  4s.  Id.; 
Lighting  and  Heating,  £49  Gs.  4rf. ;  Purchases  Returns,  £987  14s.  Id. ; 
Sales  Returns,  £1,326  12s,  6c/. 

Prepare  Trading  and  P.  and  L.  A/os  for  the  year  ended  Dec.  31, 
1913,  and  B/S  as  on  that  date,  after  making  following  adjustments  : — 
{a)  (1)  Write  10%  depreciation  off  Plant  and  Machinery  as  on  Dec. 
31,  1912;  5  per  cent,  off  additions  made  during  the  year;  and  £27 
off  Fixtures  and  Fittings.  (2)  One  quarter's  Rent,  £75,  was  owing 
on  Dec.  31,  1913.  (3)  Unexpired  Rates  and  Insurance  on  Dec.  31, 
1913,  were  respectively,  £12  6s.  2d.  and  £10.  (4)  Stock  on  Hand 
at  Dec.  31,  1913,  was  agreed  at  £4,945  15s.  Qd. 

R.  S.  A.     BOOK-KEEPING— STAGE  III,  APRIL,  1919    . 

(1)  On  Nov.  11,  1918,  J.  B.  Clark,  of  Altwood  Road,  Brav,  applied 
for  1,000  £1  6%  Pref.  Shares  in  the  Marne  Mining  Co.,  Ltd.',  and  paid 
2s.  Qd.  i)er  share  upon  application.  The  shares  were  allotted  to  him 
on  Nov.  16,  and  were  numbered  5490  to  6489.  On  Nov.  18,  he  sent 
a  cheque  to  the  Company's  Bankers  for  the  amount  due  on  allotment, 
viz.  5s.  per  share.  On  Dec.  18,  he  paid  the  first  and  final  call  of  12s. 
6d.  per  share.  On  Dec.  24,  1918,  he  sold  500  .shares  (numbered  5490 
to  5989)  at  25s.  per  share  to  A.  Chatney,  The  Chestnuts,  Dover, 
the  transfer  being  approved  bj'^  the  Directors  on  Dec.  31,  1918.  Show 
the  entries  necessary  to  record  these  transactions  in  the  statistical 
books  of  the  Company. 

(2)  What  is  a  "  Secret  Reserve  "  ?  Illustrate  two  methods  by 
which  a  limited  company  could  create  such  a  reserve,  and  state  your 
views  as  to  the  practice.  (3)  What  is  Super-tax  ?  Upon  whom  is 
it  levied  ?  (4)  Briefly  state  the  considerations  which  would  guide 
you  in  allocating  expenditure  as  between  Capital  and  Revenue. 
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(5)  The  Somme  Trading  Co.,  Ltd.,  was  registered  with  a  nominal 
capital  of  £200,000,  divided  into  100,000  6%  Pref.  Shares  of  £1  ea., 
and  100,000  Ord.  Sharcs  of  £1  ea.  All  the  Ord.  and  50,000  Pref. 
Shares  were  issued  and  fully  paid  up,  except  that  the  final  call  of  5#. 
per  share  on  1000  Ord.  Shares  remained  unpaid  as  on  Dec.  31,  1918. 
In  addition  to  the  accounts  represented  by  the  foregoing,  the  following 
balances  were  extracted  from  the  Company  s  books  as  on  Dec. 
31,  1918 :— Freehold  Warehouse,  £101,000;  Goodwill,  £20.000; 
Machinery  and  Plant,  £19,500;  Machinery  and  Plant  additions 
during  the  year,  £3,200;  Stock  (Dec.  31,  1917),  £9,281;  Interest 
and  Dividends  received,  £242;  Warehouse  Wages,  £8,241;  Sales, 
£43,872;  Sales  Returns,  £122;  Purchases,  £lo,864;  Purchases 
Eetums,  £831;  Cash  at  Bonk,  £4,400;  Cash  in  Hand,  £141;  Bills 
Payable,  £1,841;  lU-serve  Fund,  £19,000;  Investments,  £9,750; 
Patents,  £10,(K)0 ;  Office  Salaries  and  Expenses,  £2,2G1 ;  Warehouse 
Exiienses,  £1,874;  Directors' Fees,  £1,500;  Sundrv  Debtors,  £12,940 ; 
Sundry  Creditors,  £3,020;  Travellers'  Salaries  and  ExiK-mes,  £1,342 ; 
Bates,  Taxes,  Insurance  and  Telephone,  £64t'>;  Carriage  Inwards, 
£1,172;  Carriage  Outwards,  £796;  Reserve  for  Ba<l  Debts  (Dec.  31, 
1917),  £550;  P.  and  L.  A/c  (C^r.  Ril.,  Dec.  31,  1917),  £15,241; 
Dividemls  paid  during  the  year,  £10,924.  Prepare  Trading  and 
P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1918,  and  B/S  as  on  that 
date.  AVTien  preparing  the  accounts  make  the  following  adjust- 
ments : — («)  Increase  Reserve  for  Bad  Debts  to  an  amount  equal 
to  5%  on  Sundry  Debtors.  (6)  Wages  amounting  to  £284  were  paid 
to  firm's  workmen  for  time  employed  in  fixing  new  machinery. 

(c)  Write  10%  depreciation  ofi  'Machineiy  and  Plant,  and  J  5% 
ofi  Patents. 

((/)  Interest  on  Investments,  amounting  to  £141,  had  accrued  due, 
but  had  not  been  received  os  on  Dec.  31,  1918. 

(c)  Stock  on  hand,  on  Dec.  31,  1918,  was  valued  at  £9,451. 

(/)  Unexpired  insurance  £42  is  to  be  carried  forward  to  next  year. 


R.  S.  A.  B00K-IvEEPLN(3— STAGE  III,  MAY-JUNE,  1919. 

(1)  \Miat  is  the  object  of  a  Deficiency  Account  in  insolvency 
proceedings  ?  Su  bmit  specimen  of  such  an  account  by  way  of 
illustration.  (2)  Explain  the  diilerence  between  a  Receipts  and 
Payments  Account  and  an  Income  and  Expenditure  Account.  Give 
'pro  Jorma  examples.  (3)  Comoro  and  contrast  the  Balance  Sheets 
necessary  in  : — (a)  Private  Partnership.  (6)  Private  Limited  Com- 
pany, (c)  Public  Limited  Company.  (4)  Enumerate  three  items, 
usually  charged  in  the  Profit  and  Loss  Account  of  a  trading  firm, 
which  would  not  be  allowed  in  a  return  of  profits  assessable  for 
Income  Tax  under  Schedule  D. 

Exercise.  On  Jan.  1,  1918,  S.  Wilson,  trading  as  the  Vimy 
Engineering  Company,  agi^eed  to  take  his  manager,  T.  Brown,  into 
partnership.  At  that  date  S.  Wilson's  Cap.  A/c  stood  at  £5,500. 
The  partnership  agreement  provided  that: — (a)  As  on  Jan.  1,  1918, 
S.  Wilson  should  be  credited  with  £500,  as  representing  the  value  of 
the  Goodwill  of  the  business.  (6)  T.  Brown,  instead  of  paying 
capital  in  cash,  should,  at  the  end  of  each  year  when  profits  were 
ascertained,  transfer  £500  from  his  Current  to  his  Capital  A/c,  until 
the  latter  equalled  that  of  S.  Wilson ;  or,  if  his  share  of  the  profits 
did  not  reach  £500,  then  the  whole  of  it  was  to  be  credited  to  his  Cap. 
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A/c.  (c)  Each  partner  should  draw  on  account  of  proSta  £6  per 
week  (this  was  done  throughout  the  year),  {d)  T.  BroAvn  should 
be  credited  with  10%  of  the  net  profits  at  the  end  of  each  year  (after 
charging  interest  on  Capital)  for  managing  the  business,  (e)  Partners 
should  be  credited  with  5*^0  interest  on  their  Cap.  A/cs,  but  no 
interest  should  be  charged  on  drawings.  (/)  Until  such  time  as  their 
Cap.  A/cs  were  equal,  Profits  and  Losses  should  be  shared  as  follows  : 
S.  Wilson  two-thirds,  T.  Brown  one-third;  afterwards  they  should 
share  equally.  In  addition  to  the  Ledger  A/cs  embracing  the  fore- 
going, the  following  balances  appeared  in  the  firm's  books  as  on 
Doc.  31,  1918:— Manufacturing  Expenses,  £2,001  S-s.  4d.;  Trade 
Expenses,  £1,010  10s.  M.;  Wages,  £8,605  15«.;  F^tes,  Taxes  and 
Insurance,  £390  8-5.  4.d. ;  Salaries,  £450 ;  Freehold  Premises,  £3,000 ; 
Purchases,  £14,603  2*.  Irf.;  Sales,  £29.604  Os.  5d.;  Carriage  and 
Delivery  Expenses,  £2,108  1 7.^.  2d. ;  Bad  Debts,  £53  3*.  8c?. ;  Discount 
Account  (Credit  Balance),  £42  6*.  \d. ;  Plant,  Machinerv  and  T4)ols, 
£3,105  ^s.;  Stock  (Jan.  1,  1918),  £2,620  85.  9d ;  PurchWe  Returns, 
£280  18.9.  U.;  Sales  Returns,  £106  16*\  'M.;  Bank  Overdraft,  £116 
9eJ.  \d.;  Loan  by  Bankers,  £2,000 ;  Sundry  Creditors,  £8,543  16s.  4cZ.; 
Cash  in  Hand,  £18  65.  4c?.;   Sundry  Debtors,  £7,389  45.  ¥)d. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1918,  and  a  B/S  as  on  that  date.  When  preparing  the  Ac/s  take  into 
consideration  the  following  : — (a)  Provide  for  two  days'  wages, 
£38  95.  4cZ.  (6)  Stock  on  hand  and  work  in  progress  cm  Dec.  31,  1918, 
amounted  to  £3,293  9*.  %d.  and  £1,622  10*.  ^d.,  respectively,  {c) 
Create  Pi«serve  for  Bad  and  Doubtful  Debts  of  2i  per  cent,  on  Sundry 
Debtors,  {d)  Plant,  Machinerv  and  Tools  on  Dec.  31,  1918,  were 
valued  at  £2,890.  (e)  £05  4*.' 2d.  wts  due  tc>  the  Firm's  Bankers 
for  Interest  on  Loan  and  Overdraft.  (/)  £25  8s.  was  to  be  carried 
forward  for  unexpired  insurances. 


R.  S.  A.    BOOK-KEEPING— STAGE  III,  MARCH,  1920. 

(1)  A.  Chatenay  bought  £10,000  worth  of  goods  from  J.  B.  Clark 
in  July,  1919,  Clark  s  profit  being  £800.  Chatenay  lost  several 
contracts,  and,  in  Dec.  1919,  asked  Clark  to  re-purchase  half  of  the 
goods  for  £5,000,  which  Clark  did.  Show  how  these  transactions 
should  appear  in  Clark's  books. 

(2)  The  Director's  report  of  a  Limited  Company  stated  that  "  fresh 
working  Capital  had  been  raised  during  the  year  by  means  of  a 
floating  charge."  Explain  the  meaning  of  this,  and  show,  by  'pro 
forma  entries,  how  it  w^ould  affect  the  Company's  B/S.  (3)  Explain 
what  is  meant  by  a  "Stable  Exchange  Country."  Submit  brief 
rules  for  recording  the  transactions  between  the  London  Head  Office 
of  a  firm  and  a  branch  situated  in  a  Stable  Exchange  Country. 

(4)  Smith  accepted  an  Accommodation  Bill  drawn  by  Robinson  for 
£500  at  three  months,  dated  March  1,  1919.  Robinson  immediately 
discounted  this  bill  at  5h%  and  handed  £200  to  Smith.  On  the 
same  date  Robinson  accepted  an  Accommodation  Bill  drawn  by  Smith 
for  £300  at  three  months,  which  was  discounted  at  once  at  6%  by 
Smith,  who  handed  £100  of  the  proceeds  to  Robinson.  All  dis- 
counting charges  were  to  be  equally  borne.  On  May  1,  1919,  Robin- 
son made  an  arrangement  wdth  his  creditors  paying  them  10s.  in  the 
£  on  his  debts.  Show  how  these  transactions  would  appear  in 
Smith's  books. 
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Exercise.  The  Altwood  Manufacturing  Company  Ltd.  was 
registered  with  a  nominal  Cap.  of  £200,0C0  divided  into  IGO.COO 
6%  Cum.  Pref.  Shares  of  £1  ea.  and  1(;0,010  Ord.  Shares  of  £1  ea. 
£50,000  of  the  Prcf.  Cap.  had  been  issued  and  fully  paid.  The  whole 
of  the  Ord.  Cap.  had  also  been  allotted  and  \0s.  per  share  had  been 
called  and  fully  paid  up,  except  that  2s.  6rZ.  per  share  on  600  shares 
remained  unpaid.  100  5%  Debs,  of  £100  ea.  were  issued  at  95 
repayable  in  10  years  at  par  and  were  fully  paid  up  as  on  July  1, 
1919.  In  addition  to  the  accounts  nece^s^ary  to  record  the  foregoing 
the  following  balances  were  extracted  from  the  books  of  the  Company 
as  on  Deo.  31,  1919  :— Factory  Fuel  and  Lighting,  £3,173;  Freehold 
Factory,  £49,860;  Motor  Ix)rries,  £4,2^0;  Preliminary  Expenses 
Account,  £585;  Carriage,  Freight  and  Dock  Dues  on  Purchase, 
£2,642;  Machinerv  and  Plant,  £19,850;  Ix)ose  Tools,  £2,940 ;  Office 
Furniture,  £560:  'Stock  (Jan.  1,  1919),  £26,344;  £5,000  War  Loan 
(Investment  of  Re.-erve  Fund),  £5,000;  Rescrix  Fund,  £5,000; 
Transfer  Fees,  £0;  Purchases,  £56,484;  Purchases  Returns,  £941; 
Sales,  £119,984;  Sales  Returns,  £420;  Factory  Wages,  £15,785; 
Office  Salaries,  £3,420;  Directors'  Fee.*,  £510;  Rates  and  Insurance, 
£324;  Discount  Account  (Cr.  Bal.),  £86;  Bad  Debts  written  off, 
£307;  Law  Charges,  £594;  Factory  Expenses,  £1,144;  Office 
Expenses  and  Incidentals,  £247;  Catalogues  and  Price  Lists,  £1,428; 
Advertising,  £3,000;  Packing  Fxpenscs,  £9S4;  Travellers'  Salaries 
and  Commission,  £4,296;  Sundry  Drs.,  £18,400;  Sundry  Crs., 
£3,864;  Cash  in  Hand,  £186;  Cash  at  Bank,  £16,826;  Interest 
Account  (Cr.  Bal.;,  £242. 

Prepare  Manufacturing  and  P.  and  L.  Ae/s  for  the  year  ended 
Dec.  31,  1919,  and  B,,S  as  on  that  date. 

Before  preparing  the  accounts,  make  the  following  adjustments  : — 

(1)  Write  10%  depreciation  off  Machinery  and  Ptant;  and  ^^q  off 
Office  Furniture.  (2)  Wages  paid  to  workmen  while  making  Lco>e 
Tools  for  the  Company  and  repairing  their  Motor  Lorries  were  £271 
and  £116  respectively.  These  amounts  had  been  charged  to  Manu- 
facturing Wages.  (3)  Stock  was  valued  as  on  Dec.  31,  1919,  at 
£27,821 ;  Loose  Tools  at  £2,000;  and  Motor  Lorries  at  £3,CC0.  (4) 
Write  off  Balance  of  Preliminary  Expenses  A/c.  (5)  Judgment  in 
an  action  (the  costs  of  which  to  date  are  included  in  "Law  Charges  '') 
decided  on  Dec.  24,  awanled  the  Company  £327  costs,  but  no  entries 
have  been  made  in  the  Books.  (6)  Create  Reserve  for  Bad  Debts 
equal  to  5%  on  the  Sundry  Drs.  (7)  Write  l/5th  off  Deb.  Discount 
A/c.  (8)  Provide  for  half-year's  interest  due  on  the  Debs.,  ignoring 
Income  Tax. 


R.  S.  A.    BOOK  KEEPING— STAGE  III,  MAY,  1920 

(1)  The  following  transactions  appeared  in  the  accounts  of  the 
Realistic  Picture  Theatre  Company,  Limited,  {a)  A  bonus  of 
£50,000  was  distributed  amongst  the  shareholders  in  the  form  of 
50,000  fully  paid  shares  of  £1  ea.  (6)  A  sum  of  £1,000  was  debited 
to  P.  and  L.  A/c  as  "  Dilapidations  Reserve,"  and  separately  invested. 
This  amount  represented  l/5th  of  an  agreed  sum  of  £5,000  due  under 
a  lease  expiring  5  years  hence,  (c)  £187  had  been  received  during 
the  year  as  interest  on  the  Bank  Deposit  A/e,  and  credited  to  the 
P.  and  L  A/c.  {d)  £200  had  been  paid  for  a  new  piano  to  replace 
one  purc-hased  12  months  ago.    The  cost  of  the  new  piano  had  been 
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debited  to  P.  and  L.  A/c,  less  £30  received  for  the  old  one.  To  what 
extent,  if  any,  do  the  above  transactions  affect  the  Company's  Return 
for  liability  for  Income  Tax  under  Schedule  D  ? 

(2)  Briefly  describe  the  procedure  necessary  for  the  forfeiture  of 
shares.  Submit  qrro  forma  entries  recording' the  forfeiture  of  500 
shares  of  £1  ea.,  on  which  5s.  only  had  been  paid,  and  the  re-issue 
of  the  shares  to  a  new  member  for  a  cash  payment  of  175.  M.  per 
share. 

(3)  The  Nom.  Cap.  of  C^a^vfords,  Ltd.,  was  250,000  shares  of  £1 
ea.,  200,000  issued  and  fully  paid.  In  order  to  bring  the  book  value 
of  their  assets  more  in  accord  with  present  values,  the  Company 
decided  to  :— (a)  Add  £20,000  to  Plant  and  Machinery  A/c.  (6)  Add 
£15,000  to  Freehold  Factory  A/c.  (c)  Add  £15,000  to  Goodwill  and 
Trade  Marks  A/c.  (rf)  Issue  the  balance  of  the  Ord.  Share  Cap., 
£50,000,  as  a  bonus  of  1  fully  paid  share  of  £1  for  each  4  shares  held. 
Submit  the  entries  necessary  to  record  these  transactions  in  the 
Company's  books. 

(4)  Explain  the  difference,  if  any,  between  the  terms  "  Deprecia- 
tion," "  Wear  and  Tear,"  and  "  Fluctuation  in  Value,"  as  applied 
to  the  assets  of  a  manufacturing  firm. 

(5)  The  East  Anglian  Hotel  Company,  Ltd.,  was  formed  to  purchase 
an  old-established  hotel,  and  was  registered  with  a  nominal  Cap.  of 
£110,000,  divided  into  50,000  Ord.  Shares  of  £1  ea.,  50,000  7%  Cum. 
Pref.  Shares  of  £1  ea.,  and  10,000  Def.  Shares  of  £1  ea.  All  the  Def. 
Shares  were  issued  to  the  Vendors  as  the  purchase  price  of  the  Good- 
will. The  Ord.  Shares  were  issued  at  par,  and  the  Pref.  Shares  at 
a  premium  of  2s.  M„  per  share.  Both  classes  of  shares  were  fully 
subscribed  and  paid  up,  except  that  the  final  call  of  5s.  per  share 
upon  1,000  Pref.  Shares  remained  unpaid  as  on  Dec.  31,  1019.  On 
July  1,  1919,  200  6%  Deb.  of  £100  each,  repayable  at  par  in  10  years, 
were  issued  at  95,  fully  subscribed,  and  paid  up.  In  addition  to  the 
accounts  represented  by  the  foregoing,  the  following  ledger  balances 
were  extracted  from  the  Company's  books,  as  on  Dec.  31,  1919  : — 
Freehold  Hotel,  £134,400;  Furniture  and  Fittings,  £22,800; 
Preliminary  Expenses  A/c,  £800 ;  Purchases  : — Provisions,  £38,726 ; 
Wines,  Beer  and  Spirits,  £22,462;  Sundries,  £624.  Wages  of 
Waiters  and  Staff,  £8,986;  Office  Salaries,  £827;  Hotel  Takings, 
£99,861 ;  Laundry  Expenses,  £1,794 ;  Bar  Takings,  £12,842 ;  Billiards 
Takings,  £416;  Carriage  Inwards,  £347;  Laundrj-  Receipts,  £1,912; 
Sundry  Working  Expenses,  £1,296;  Coal  and  .Lighting,  £842; 
Repairs  to  Furniture,  etc.,  £2,441 ;  Motor  Omnibuses,  £2,400 ; 
Advertising,  £1,575;  Discount  Account  (Cr.  Bal.),  £342;  Omnibus 
Receipts,  £1,284;  Transfer  Fees,  £5;  Stock  (Jan.  1,  1919),  £5,986; 
P.  and  L.  A/c,  Jan.  1,  1919  (Cr.  Bal.),  £13,842;  Sundrv  Crs.,  £1,869; 
Sundry  Drs.,  £798;  Directors'  Fees,  £500:  Cash  at 'Bank,  £4,864; 
Cash  in  Hand,  £897;  Pref.  Share  Dividend  for  half  year  to  June  30, 
1919,  £1,750;  Pvates,  Taxes  and  Insurance,  £2,162;  Bad  Debts, 
£96.  Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec. 
31,  1919,  and  B/S  as  on  that  date.  Before  preparing  the  A/cs  make 
the  following  adjustments  : — (a)  The  Deb.  Int.  due  on  Dec.  31,  1919, 
had  not  been  passed  through  the  books.  (6)  As  on  Dec.  31,  1919, 
the  following  amounts  were  outstanding  and  had  not  been  provided 
for:— Wages  £128,  Salaries  £52,  Excess  Profits  Duty  £2,461.  (c) 
Insurance  paid  in  advance  amounted  to  £148  as  on  Dec.  31,  1919. 
{d)  Depreciate  Furniture  and  Fittings,  15%,  and  Motor  Omnibuses, 
20%.    (e)  The  Stock  of  Wines,  l&pirits  and  Provisions  on  hand 

H  H 
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as  on  Dec.  31,  1919,  was  valued  at  £7,221.  (/)  Write  £200  off  Deb. 
Discount  A/c,  and  £400  oU  Preliminary  Expenses  A/c.  {g)  Carry 
£7,500  to  a  Reserve  A/c. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Inter.,  June  1911. 

(For  solutions  see  Key,  pp.  660  et  sqq.) 

(1)  The  following  is  the  T.  B.  of  A,  a  merchant,  as  on  Dec.  31, 
1910.  Prepare  his  Trading  A/c,  P.  and  L.  A/c  and  B/S;  first 
writing  £11  off  Business  Premises,  and  £32  oflf  Office  Furniture 
for  Depreciation.     Stock-in-trade  at  the  close  of  the  year  was  £950  : — 

Dr.  Balances.  A.  Drawings  A/c,  £1,500 ;  Business  Premises,  £591 ; 
Bank,  £1,465;  Office  Furniture,  £312;  Stock,  Jan.  1,  1910,  £1,869; 
Purchases,  £17,940;  Discounts,  £500;  Sundry  Drs.,  £4,172;  Bills 
Receivable,  £2,685;  Salaries,  £1,200;  General  Expenses,  £2,000; 
Rates,  Taxes,  Insurance,  £500;  Bad  Debts,  £246;  Cash  in  hand, 
£20.     Total,  £35,000. 

Cr.  Balances.  A.  Cap.  A/c,  £3,492;  Sales,  £24,618;  Purchases 
Returns,  £340;  Commissions  A/c,  £760;  Discounts,  £350;  Sundry 
Crs.,  £3,000 ;  Bills  Payable,  £2,450.     Total,  £36,000. 

(2)  What  are  "  closing  entries  "  ?  Show  in  full  the  closing  entries 
in  connection  with  the  facts  stated  in  Q.  (1).  (3)  What  do  you 
understand  by  "  Depreciation  "  ?  When  is  it  necessary  to  take 
Depreciation  into  account?  (4)  Define:  («)  Acceptance;  (6)  Net; 
(c)  Consignment;  {d)  Capital.  (5)  In  some  text-books  the  rule  is 
laid  down  that  the  Receiving  A/c  is  invariably  debited,  and  the 
Paying  A/c  is  credited.  State  the  application  of  this  rule  to  a 
Discounts  A/c.  (6)  Prior  to  closing  a  set  of  books,  you  are  instructed 
to  reserve  2A%  on  outstanding  Drs.'  and  Crs.'  balances  for  Dis- 
counts. Assuming  the  Drs.'  balances  amount  to  £4,000  and  the 
Crs.'  balances  to  £2,500,  what  entries  would  you  make?  State  as 
clearly  as  you  can  the  distinction  between  Capital  and  Revenue  in 
connection  with  one  of  the  following:  («)  A  Club;  (6)  A  Colliery; 
(c)  A  Land  Development  Co. ;  (rf)  A  Shipping  Co.  (8)  A  merchant 
has  forwarded  to  a  customer- an  invoice  for  goods,  £48  3«.  Qd.,  and 
the  entry  has  been  passed  through  his  books.  Afterwards  it  is 
discovered  that  the  correct  total  is  £47  I3s.  9d.  Suggest  how  you 
would  correct  the  mistake.  (9)  On  Jan.  1,  1911,  A  sold  B  goods 
value  £100,  and  drew  upon  him  at  3  mos.  for  that  amount.  On 
Feb.  1,  1911,  A  bought  from  C  goods  value  £200,  in  payment  he 
handed  C  B's  acceptance  and  cheque  for  £97  10s. — allowing  £2  lOs. 
discount.  On  maturity  B's  Bill  is  dishonoured,  and  A  has  to  take 
it  up.  Show  the  entries  necessary  to  record  the  above  transactions 
in  A's  books. 


CHARTERED  INSTITUTE  OF  SECRETARIES 

Inter.,  December  1911. 

(For  solutions  see  Key,  pp.  664  ct  sqq.) 

(I)  From  the  following  T.  B.,  as  on  Oct.  31,  1911,  of  R.  Thompson 
&  Co.,  Ltd.,  prepare  Trading  A/c,  P.  and  L.  A/c,  and  B/S,  as  on 
Oct.  31,  1911.    Write  off  Depreciation  at  5%  on  Machinery  and 
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Plant,  10%  on  Patents,  and  IS^^  on  Loose  Tools.  Stock  at  Oct.  31, 
1911,  was  £18,500:— 

-^Dr.  Balances.  Freehold  Land  and  Buildings,  £20,000 ;  Plant  and 
Machinery,  £10,000 ;  Loose  Tools,  £750 ;  Patents,  £5,000 ;  Sundry 
Drs.,  £12,050;  Goodwill,  £9,000;  Stock,  Nov.  1,  1910,  £16,750; 
Purchases,  £21,250;  Productive  Wages,  £7,500;  Salaries  of  Staff, 
etc.,  £1,500;  Rates  and  Taxes,  £525;  Heating  and  Light,  £600; 
General  Expenses,  £1,450;  Repairs,  £525;  Bad  Debts,  £150; 
Dividend  paid  Dec.  1910,  £10,000;  Cash  in  hand,  £25;  Cash  at 
Bank,  £11,400.     Total,  £128,475. 

Cr.  Balances.  Issued  Cap.,  50,000  Shares  f.p.  £50,000;  Sundry 
Crs.,  £19,250;  Sales,  £41,000;  Balance  P.  and  L.  A/c,  Nov.  1,  1910, 
£18,225.     Total,  £128,475. 

(2)  What  is  a  "  Bad  Debts  Reserve,"  and  how  should  it  be 
shown  in  a  B/S  ?  How  may  it  affect  the  P.  and  L.  A/c  ?  (3)  Give 
a  suitable  ruling  for  Petty  Cash  Book,  and  explain  the  best  way 
to  write  it  up.  (4)  Explain  the  following:  (a)  Share  Capital; 
(6)  Cum.  Pref.  Shares;  (c)  Reserve  for  Discounts  on  outstanding 
Debts.  (5)  On  Mar.  25,  1911,  Jones  accepted  Brown's  bill  for  £650 
at  3  mos.  This  bill  was  dishonoured,  and  Brown  drew  on  Jones 
at  2  mos.  for  the  total  amt.,  plus  interest  at  5%  p.  a.  This  bill  was 
met.  Show  entries  in  Brown's  Ledger  and  Cash  Book.  (6)  What 
is  a  Promissory  Note  ?  Give  an  example  of  one  for  £1,000.  (7)  The 
following  mistakes  were  made  in  posting  Co.'s  books:  (1)  Wages, 
£100,  posted  as  £150;  (2)  £50  debited  to  Cash  Purchases,  instead 
of  to  a  Personal  A/c;  (3)  Goods,  £100,  taken  into  Stock  at  Oct.  31, 
1911,  were  not  entered  into  Purchases  Book  till  Nov.  2,  1911. 
What  effect  would  these  mistakes  have  on  the  Company's  A/cs  ? 
(8)  W^hat  is  "  Depreciation,"  and  how  should  it  be  allowed  for  in 
making  up  A/cs?  (9)  Rule  suitable  form  of  Cash  Book  and  enter 
the  following,  assuming  all  Cash  is  paid  into  the*  Bank  daily,  and 
all  remittances  made  by  cheque:  1911,  Jan.  1,  Balance  at  Bank, 
£200  Is.  \0d. ;  Jan.  2,  Reed,  of  Jones  &  Co.,  £41  6s.  \Qd.  (Discount 
allowed,  £2  3*.  2d.)',  Jan.  2,  Cash  Sales,  £26  45.  2d.;  Jan.  3, 
Robinson  settled  A/c  for  £125  (allowed  him  3%  Dis.);  Jan.  3,  Drew 
cheque  for  Wages,  £42  3^.  M. ;  Jan.  4,  Paid  Brown,  £56  Is.  2d, ; 
Jan.  4,  Paid  to  Petty  Cash,  £10;  Jan.  4,  Reed.  Cash  from  Harris, 
£26  8*.  M. ;  Jan.  5,  Paid  Rent,  £120. 
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Inter.,  June  1912. 

(For  solutions  see  Key,  pp.  669  et  sqq. ) 

(1)  Briefly  describe  the  most  suitable  system  of  keeping  Petty 
Cash  in  a  commercial  house.  Rule  specimen  form,  and  enter  the 
following  items:  Jan.  1,  1912,  Balance  in  hand,  £10  12s.  6d.; 
Jan.  2,  Paid  Bus  fares,  Qd.,  Bought  Brown  Paper,  Is.  Qd.,  and 
String,  Is. ;  Jan.  3,  Bought  Stamps,  10s.,  Paid  Telegrams,  Is.  2d. ; 
Jan.  4,  Paid  Housekeeper's  A/c,  I5s.  3d.;  Jan.  5,  Bought  Office 
Stool,  5s.  9d.,  and  paid  A/c  for  repairs  to  Furniture,  13s.  2d.; 
Jan.  6,  Paid  Bus  fares.  Id.,  and  cost  of  Cable,  19s.  Qd.  Close  the 
Cash  Book  and  bring  down  balance.  (2)  Briefly  describe  how  you 
would  prepare  a  T.  B.  from  a  set  of  double-entry  books.  In  which 
column  of  the  T.  B.  would  you  enter  the  balances  of  the  following 
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A/cs:  Sales  A/c,  Returns  Inwards  A/c,  Bad  Debt  Reserve  A/c, 
Discounts  allowed,  Depreciation  A/c  ?  (3)  For  what  purpose  is  the 
Journal  used?  R.  Lyons  commenced  business  on  Jan.  1,  1912, 
with  the  following  assets :  Cash  at  Bank,  £1,000 ;  Freehold  Premises, 
£2,500;  Machinery,  £900;  Stock  in  hand,  £1,200;  Dehls  due  to 
him:  D.  Perkins,  £50;  C.  Rambler,  £12.  Creditors:  A.  Barbier, 
£540;  W.  J.  Grant,  £194;  C.  Liberty,  £228;  G.  Goldfinch  was  loan 
creditor  for  £2,000.  Prepare  the  necessary  Journal  entr\-  to  open 
R.  Lyons'  books  as  on  Jan.  1,  1912.  (4)  Briefly  describe  the 
difference  between  a  B/E  and  a  Cheque.  Rule  si)ecimen  form  of 
Bills  Payable  Book,  and  enter  the  following  bills :  1912,  Jan.  2, 
Accepted  J.  Roberts'  draft  payable  two  months  in  his  own  favour, 
dated  Jan.  2,  1912  (Bill  No.  21)  for  £250;  Jan.  4,  Gave  P.  Blair 
my  acceptance  in  his  favour,  of  even  date,  due  in  3  mos.  (Bill 
No.  22),  for  £200;  Jan.  5,  Accepted  E.  Malcolm's  draft,  dated 
Jan.  4  (Bill  No.  23),  due  10  days  after  date,  for  £100.  All  these 
bills  were  payable  at  the  Union  Bank,  Ltd.,  London.  (5)  What  is 
the  difference  between  Capital  and  Revenue  Expenditure  ?  Give 
two  examples  of  each  kind.  (6)  On  Dec.  31,  1911,  the  following 
T.  B.  was  extracted  from  the  books  of  the  Brankstone  Patent 
Medicine  Co.,  Ltd.  The  Company  was  registered  on  July  2,  1907, 
the  Authorized  Capital  being  £100,000  Ord.  Shares  £1  ea.  Prepare 
from  these  figures  a  P.  and  L.  A/c  for  the  year  ended  Dec.  31,  1911, 
and  a  B/S  as  on  that  date  subject  to  the  following  adjustments : 
{a\  Bad  Debt  Reserve  to  be  increased  to  £2.000;  (b)  Depreciation, 
5*^o  on  Premises  and  lO^o  on  Plant  and  Machinery. 

Dr.  Balances.  Freehold  and  Leasehold  Premises,  £9,634;  Plant 
and  Machinery,  £9,292;  Goodwill,  £22,000;  Investments,  £6,457; 
Dividend  paid.  Mar.  1,  1911,  £8,450;  Debenture  Int.,  £600;  Rent„ 
Rates,  Taxes  and  Insurance,  £1,987;  Repairs  and  Renewals,  £864; 
Salaries,  £6,185;  Directors' Fees,  £1,500;  General  Ex])ense8,  £1,736; 
Advertising,  £4,863 ;  Sundry  Drs.,  £26,397 ;  Stock  on  hand,  Dec.  31, 
1911,  £14,683;  Cash  at  Bank  and  in  hand,  £14,614.  Total, 
£129  262. 

Cr.  Balances.  Ord.  Share  Cap.  (65,000  Shares  £1  ea.  fully  paid), 
£65,000;  Debentures,  £12,000;  P.  and  L.  A/c  balance,  Dec.  31, 
1910,  £10,416;  Reserve  A/c,  £5,000;  Balance  from  Trading  A/c, 
being  Gross  Profit  for  year,  £25,799;  Interest  on  Investments,  £241 ; 
Sundry  Crs.,  £9,806;  Reserve  for  Bad  and  Doubtful  Debts  (Dec.  31, 
1910),  £1,000.     Total,  £129,262. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Final,  June  1912. 

(For  solutions  see  Key,  pp.  672  et  sqq.) 

(1)  Is  there  any  difference  between  a  Receipts  and  Payments  A/c 
and  an  Income  and  Expenditure  A  c  ?  From  the  following  figures 
prepare  the  first  annual  A/cs  of  the  Blankshire  Rose  Society  for  the 
year  ended  Dec.  31,  1911:  Donations,  £500;  Members'  Subscrip- 
tions, £734;  Sales  of  Publications,  £138;  Interest  on  Investment, 
£47;  Rent  and  Office  Expenses,  £280;  Secretary's  Salary  and 
Travelling  Expenses,  £300;  Expenses  oi  Annual  Show  (less  receipts), 
£510;  Printing,    £15§;  Statjoneiy,    £38;  Postages>    £21;  Cash   a% 
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Bank — Deposit,  £200;  Current  A/c,  £221.  A  legacy  was  left  to 
Society  during  year,  and  was  invested  in  5%  Debenture  Stock  of 
Western  of  Canada  Rly.,  £1,000-  The  following  A/cs  were  unpaid 
on  Dec.  31,  1911  :   Stationery,  £10;   Printing,  £22;   Rent,  £30. 

(2)  On  June  1,  1911,  L.  Hillingdon,  10  Mansfield  Place,  Thorpe 
Bay,  applied  for  500  £1  Ord.  Shares  in  Eldorado  (Nigeria)  Tin 
Mining  Co.,  Ltd.,  and  paid  5s.  per  share  on  application.  These 
shares,  numbered  15,254  to  15,753,  were  duly  allotted  to  him  on 
June  5.  On  June  6  he  sent  cheque  to  the  Company's  bankers  for 
5s.  per  share  due  on  allotment.  On  July  1,  he  paid  1st  call  of  5s. 
per  share,  and  on  Aug.  1,  2nd  call  of  bs.  On  Sept.  3,  he  purchased, 
through  his  stockbrokers,  1000  shares  at  21s.  per  share,  free  of  all 
charges.  On.  Sept.  5,  the  transfer  of  these  shares  was  approved 
by  directors.  On  Oct.  8,  he  sold,  through  his  stockbrokers,  800 
shares  at  22s.  6tZ.,  free  of  all  charges,  the  transfer  being  approved 
by  the  directors  on  Oct.  12.  Show  rulings  of  the  statistical  books 
of  the  Co.  in  which  you  would  enter  these  transactions,  and  make 
the  necessary  entries.  Show  the  above  transactions,  also,  as  they 
would  appear  in  L.  Hillingdon's  books. 

(3)  When  closing  the  books  of  a  Ltd.  Company,  how  would  you 
deal  with  the  following  items  :  (a)  50  £1  shares,  on  which  only  10s. 
has  been  paid,  the  shares  having  been  forfeited,  in  consequence,  by 
the  directors;  {h)  £1,000,  being  portion  of  Reserve  Fund,  invested 
in  Ltd.  Company,  whose  £1  shares  now  stand  at  12s.  per  share; 
(c)  Remittance  of  £500  sent  Dec.  30,  1911,  to  Company's  Bristol 
Branch,  did  not  reach  Bristol  till  Jan.  1,  1912,  and  did  not,  there- 
fore, appear  in  the  T.  B.  forwarded  from  the  branch  to  the  Head 
Office  at  the  close  of  the  year. 

(4)  The  Reve  d'Or  Rubber  Co.,  Ltd.,  own  a  plantation  in  Borneo. 
The  rubber  is  shipped  to  London,  and  sold  by  public  tender.  The 
expenditure  in  Borneo  is  in  local  currency,  and  Monthly  Cash  State- 
ments are  sent  to  the  London  Office.  State  briefly  how  you  would 
deal  with  the  question  of  currency  when  writing  up  the  Head  Office 
books. 

(5)  The  following  T.  B.  was  extracted  from  the  books  of  Ravary, 
Ltd.  (Nom.  Cap.,  1,000  Ord.  Shares,  £10  ea.).  Prepare  from  these 
figures  a  Trading  A/c  and  P.  and  L.  A/c  for  the  year  ended  Dec.  31, 
1911,  and  a  B/S  as  on  that  date.  Make  the  following  adjustments  : 
Reserve  for  Bad  and  Doubtful  Debts,  £500  ;  Depreciation  10%  off 
Plant  and  Machinery  and  5%  off  Furniture  and  Fittings;  make 
the  necessary  Reserve  for  1  qr,'s  rent,  £50,  due  at  the  end  of  year; 
Carry  forward  £13,  being  amount  of  rates  paid  in  advance. 

Dr.  Balances.  Sundry  Drs.,  £6,240  Is.  U. ;  Stock  (Dec.  31,  1910), 
£4,271  12s.;  Plant  and  Machinery,  £1,272  10s.;  Purchases, 
£10,245  Is.  Sd. ;  Sales  Returns,  £310  6s.  2d. ;  Furniture  and  Fit- 
tings, £136;  Carriage,  £149  4s.  4d.;  Wages  (Manufacturing), 
£4,171  16s.  lOd.;  Salaries,  £1,270;  General  Expenses,  £426  9s.  3d; 
Rent,  Rates  and  Taxes,  £258  19s.  lOd.;  Lighting  and  Heating, 
£92  4s.  2d.;  Insurance,  £15  6s.  7d.;  Repairs,  £48  15s.  lid.;  Bad 
Debts,  £82  4s.  Id. ;  P.  and  L.  A/c  balance  (Dec.  31, 1910),  £152  45.  4d  ; 
Discount  A/c  balance,.  £6  25.  lOd. ;  Cash  at  Bank  and  in  Hand, 
£1,166  3s.  4d.  Toted,  £30,315  12s.  5d.  The  Stock  on  Dec.  31,  1911, 
was  valued  at  £3,746  14s.  Id. 

Cr.  Balances.  Capital  (840  Shares  £10  fully  paid,  £8,400;  Sundry 
Crs.,  £3,160  12s.  Id.;  Purchases  Returns,  £123  Os.  6d ;  Sales, 
£18,631  19s.  4d.     Total,  £30,315  12s.  5d. 
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CHARTERED  INSTITUTE  OF  SECRETARIES. 

Inter.,  December  1912. 

(For  solutions  see  Key,  pp.  676  et  sqq,) 

•(1)  Rule  a  form  of  Returns  Outwards  Book  and  enter  the  follow- 
ing returns :  1912,  Sept.  2,  Returned  to  Griffiths  &  Co.,  6  pes. 
Sheeting,  wrong  quality,  £6;  Sept.  3,  Returned  to  Laing  &  Co., 
3  cases  Fancy  Goods,  damaged,  £4  lO^r. ;  Sept.  4,  Returned  to 
Hervey  Sons  &  Co.,  6  Sable  Skins,  moth-eaten,  £18;  Sept.  5, 
Returned  to  Bartlett  &  Son,  2  bales  Woollen  Goods,  not  to  sample, 
£12  10«.  (2)  What  are  the  priorities  as  to  Dividends  and  Capital 
Rights  of  holders  of  the  following:  (a)  Ord.  Shares;  (6)  Cum. 
Pref.  Shares;  (c)  Non-Cum.  Pref.  Shares;  {d)  Debentures? 

(3)  S.  Taylor  stood  as  debtor  in  A.  Martin's  books  on  Mar.  31, 
1912,  for  £50.  On  June  5,  1912,  S.  Taylor  became  bankrupt;  his 
estate  realized  sufficient  to  pay  (on  Aug.  18,  1912)  a  1st  and  final 
dividend  of  12^.  6f/.  in  the  £.  What  is  meant  by  a  1st  and  final 
dividend  ?  How  much  did  A.  Martin  receive  from  the  estate  of 
S.  Taylor ;  and  what  entries  would  you  expect  to  find  in  his  books  ? 

(4)  The  Worksop  Ironworks  Co.,  Ltd.,  desire  to  open  an  A/c  with 
the  Midland  District  Banking  Co.  Describe  the  formalities  required 
to  open  the  A/c.  (5)  How  would  you  deal  (in  the  books  of  a 
Ltd.  Co.)  with  Inc.  Tax  deducted  when  paying  dividends  to 
shareholders  ? 

(6)  The  following  T.  B.  was  extracted  from  the  books  of  Harris, 
Phillips  &  Bamett,  trading  as  the  Elite  Clothing  Co.,  on  June  30, 
1912:— 

Dr.  Balances.  Drawing  A/cs :  S.  Harris,  H.  Phillips,  and  I. 
Barnett,  £500  ea. ;  l^Asehold  Premises,  £4,812  Us.  lOd.;  Fixtures 
and  Fittings,  £1,067  16.s.  8d. ;  Bills  Receivable,  £40;  Stock  (June  30, 
1911),  £2,815  9s.  Id. ;  Salaries,  £540  I2s. ;  Purchases,  £8,410  12s.  4d. ; 
Sales  Returns,  £144  3^.  (^d. ;  Rent,  Rates  and  Taxes,  £1,265  9.9.  3rf. ; 
Insurance,  £142  17«.  4d.;  Advertising,  £1,063  I5s.  6t/. ;  Repairs, 
£1,134  9s.  Id.;  Wages,  £2,833  ds.;  Trade  Expenses,  £97  25.  4rf. ; 
General  Expenses,  £135  5s.  5d. ;  Carriage,  £166  3?.  5d. ;  Bank 
Charges,  £26  9s.  4rf. ;  Cash  in  hand,  £238  19«.  9d.;  Sundry  Drs., 
£2,109  18*.  2d.     Total,  £28,545  5s. 

Cr.  Btdanccs.  Capital  A/cs,  as  on  June  30,  1911:  S.  Harris, 
£4,114  3s.  4d.,  H.  Phillips,  £3,849  I3s.  4d.,  I.  Bamett,  £3,357  3.^.  ^. ; 
Bills  Payable,  £230;  Reserve  for  Bad  and  Doubtful  Debts  as  on 
June  30,  1911,  £111  (^s.  6d.;  Purchases  Returns,  £305  Qs.  2d.; 
Sales,  £15,666  10s.  6d.;  Discount  A/c  balance,  £16  9s.  9rf. ;  Bank 
balance,  £62  18s.  lOd.;  Sundry  Creditors,  £831  13s.  3d.  Total, 
£28  545  5s. 

Stock  on  hand,  June  30,  1912,  £3,013  Is.  Id.;  Bills  under  Dis- 
count, £105.  Pivpare  Trading  and  P.  and  L.  A/cs  for  the  year  ended 
June  30,  1912,  and  B/S  as  on  that  date,  subject  to  the  following 
adjustments  :  (a)  Each  partner  to  be  credited  with  5*^0  "^^-  on  the 
balance  of  his  Capital  A/'c  as  on  June  30,  1911;  no  interest  to  be 
calculated  on  drawings;  (6)  Reserve  5%  on  Simdry  Drs.  for  Bad 
Debts;  (r)  Depreciation  5%  off  Leasehold  Premises  and  15%  on 
Fixtures  and  Fittings ;  (rf)  Carry  forward  £22  Insurance  unexpired ; 
(c)  The  Repairs  include  £1,000  for  Shop  Improvements  to  be  written 
off  over  4  yrs. 
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CHARTERED    INSTITUTE  OF  SECRETARIES. 

Final,  December  1912. 

(For  solutions  see  Key,  pp.  678  et  sqq.) 

(1)  The  Brixham  Steam  Drifter  Co.,  Ltd.,  was  formed  on  Sept.  2, 
i912  (Norn.  Cap.,  £60,000  in  £1  Shares).  An  Agreement  was  entered 
into  to  take  over  the  steam  trawlers  Effie  and  Mabel  from  the 
Paignton  S.S.  Co.,  Ltd.,  for  £8,000— £3,000  payable  in  5%  deben- 
tures, £1,500  in  cash,  and  £3,500  in  Ord.  Shares,  fully  paid,  to  be^ 
valued  at  par.  On  Sept.  5,  the  Company  offered  for  public  sub- 
scription 20,000  Ord.  £1  Shares  at  a  premium  of  5*.,  payable  as  to 
105.  per  share  (including  premium)  on  application,  and  as  to  5*. 
per  share  on  allotment.  The  balance  of  lO^.  was  payable  on  Oct.  1, 
1912.  The  whole  issue  was  taken  up  and  duly  allotted  Sept.  10. 
The  cash  due  on  allotment  was  duly  paid  Sept.  13.  All  monies 
due  on  Final  Call  A/c  were  duly  paid,  except  lOs.  per  share  on 
shares  held  by  John  Rutland  (150)  and  William  Reve  (300).  These 
shares  were  forfeited  Nov.  1,  and  re-issued  on  Nov.  10  to  R.  G.- 
Griffiths  upon  payment  of  the  amount  due  on  450  shares.  The 
Agreement  with  the  Paignton  S.S.  Co.,  Ltd.,  was  duly  carried  out 
on  Oct.  1,  1912.  Make  the  entries  necessary  to  show  the  above 
transactions  in  the  Brixham  Steam  Drifter  Co.'s  books. 

(2)  The  book  value  of  Atlas,  Hercules  &  Co.'s  Plant  stood  at 
£7,040,  while  there  was  a  credit  balance  of  £3,600  on  Depreciation 
Reserve  A/c.  It  was  decided  to  replace  the  entire  Plant,  and  a 
tender  of  £9,500  for  a  new  installation  received  from  the  Inter- 
national Machinery  Co.,  Ltd.,  was  accepted.  The  installers  utilized 
part  of  the  existing  plant,  and  made  an  allowance  of  £400  on  the 
contract  price.  The  remainder  of  the  old  plant  realized  £2,000  at 
auction.  Show  the  entries  necessary  to  record  these  transactions 
in  Atlas,  Hercules  &  Co.'s  books,  and  state  how  you  would  deal 
with  the  balance  remaining  on  the  old  Plant  A/c. 

(3)  How  would  you  deal  with  the  following  items  when  preparing 
a  P.  and  L.  A/c  and  B/S  :  (1)  Bills  Receivable  under  Discount;. 
(2  and  3)  Reserves  for  Bad  and  Doubtful  Debts  on  (a)  Jan.  1,  1911, 
and  (6)  Dec.  31,   1911;  (4)  Loss  of  Stock  by  Fire;  (5)  Premium 
received  on  issue  of  New  Shares. 

(4)  Markem,  Low  &  Co.,  Boot  and  Shoe  Retailers,  have  a  Head 
Office  and  2  branches  (A  and  B).  The  Head  Office  keeps  all  the 
books  and  receives  all  goods  bought.  Goods  sent  to  branches  are 
charged  out  to  them  at  selling  price,  and  all  sales  at  branches  are 
for  cash.  Each  branch  pays  its  own  Wages  and  Petty  Expenses 
out  of  cash  takings.  The  following  returns  for  1st  week  of  Jan. 
1912  were  received  from  the  branches  by  the  Head  Office : — 
A  Branch  :  Stock  on  hand,  Jan.  1,  1912,  £550 ;  Goods  received 
from  Head  Office,  £75;  Sales,  Jan.  1-6,  £90,  and  Stock  on  hand, 
£535;  Wages,  £10;  Window  Cleaning,  £1;  Cleaning,  10s.;  Cash 
remitted  to  H.  0.,  £78  lOs.  B  Branch  :  Stock  on  hand,  Jan.  1, 
1912,  £740 ;  Goods  received  from  H.  O.,  £80 ;  Sales,  Jan.  1-6,  £105, 
and  Stock  on  hand,  £715;  Wages,  £14;  Cleaning,  10^.;  Electric 
Lamps,  105.;  Cash  remitted  to  H.  O.,  £90.  How  would  you  deal 
with  the  foregoing  returns  in  firm's  books?  Give  specimen 
accounts. 

(5)  The  following  T.  B.  was  extracted,  June  30,  1912,  from  the 
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books  of  M.  Roby  &  G.  Cran,  partners  as  manufacturers.  Prepare 
Trading  and  P.  and  L.  A/cs  for  the  year  ended  June  30,  1912,  and 
a  B/S  as  on  that  date,  taking  the  following  into  consideration  : 
(a)  The  partnership  deed  provides  for  5°o  P-  a-  interest  on  Capital 
but  not  on  Drawings;  (6)  Profits  and  Losses  are  to  be  shared  as 
follows:  M.  Roby  three-fifths,  G.  Cran  two-fifths;  (c)  Reserve  for 
Bad  Debts  to  be  increased  to  £750 ;  {d)  Depreciation  10%  on  Plant, 
Machinery  and  Fixtures  A/c;  (c)  Insurance  unexpired,  £19  2e.  7rf., 
and  Rates  paid  in  advance,  £42  10?. ;  (/)  I^easehold  Premises  A/c 
is  being  written  off  in  equal  annual  instalments  of  £190 ;  (g)  Stock 
on  June  30,  1912,  was  valued  £2,691  14«.  llrf.,  and  Work  in  Progress 
at  £254  28.  6d. 

Dr.  Balances.  M.  Roby,  Drawings  A/c,  £427  10«.;  G.  Cran, 
Drawings  A/c,  £372  4?.;  Bad  Debts,  £51  a?.  Id;  Sundry  Drs., 
£3,721  lbs.  lU.;  Purchases,  £10,721  ICvs.  M.;  Sdles  Returns, 
£250  4ts.  4r/. ;  Plant,  Mac"fiinery  and  Fixtures,  £1,267  19.*.;  Lease- 
hold  Premises,  £950 ;  Manufacturing  Wages,  £3,982  0«.  9d ;  Stock, 
June  30,  1911,  £3,891  4«.  Irf. ;  Work  in  Progress,  June  30,  1911, 
£370  16*.  lOrf. ;  Insurance,  £59  5«.  9rf. ;  Rates  and  Taxes,  £240  15«.  8rf. ; 
Carriage  Inwards,  £350  2&  M.-,  Carriage  Outwards,  £196  14*.  lid.; 
Salaries,  £427  13*.  M. ;  Repairs,  £109  4«.  2d. ;  Lighting  and  Heating, 
£47  5*.  3c?. ;  Discount  A/c,  £6  Is.  2d. ;  General  Expenses,  Postage, 
etc.,  £247  I65.  bd.;  Cash  at  Bank,  £446  Is.  5d.;  Cash  in  ha"nd, 
£11  10s.  2d.     Total,  £27,700. 

Cr.  Balances.  M.  Roby,  Capital  A/c  (including  £500  paid  on 
Mar.  31,  1912),  £4,126  12*.  Gd.;  G.  Cran,  Capital  A/c,  £2,101  1*.  3rf.; 
Reserve  for  Bad  De"bts,  £450 ;  Sundry  Crs.,  £2,1 12  2s.  Id. ;  Purchases 
Returns,  £120  55.  2d. ;  Sales,  £18,790  18*  6d.     Total,  £27,700. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Inter.,  June  1913. 

(For  solutions  see  Key,  pp.  682  et  sqq.) 

.  (1)  What  is  a  Trial  Balance?  Does  the  agreement  of  the  totals 
of  the  T.  B»  prove  the  absolute  correctness  of  the  posting?  Give 
two  instances  of  errors  which  may  have  occurred  in  the  books  but 
would  not  affect  the  agreement  of  the  T.  B.  totals. 

(2)  The  Delhi  Tea  Co.,  Ceylon,  consigned  to  P.  Blair  &  Son, 
London,  100  chts.  Tea  for  sale  on  commission  (including  del  credere) 
of  2%.  Blair  &  Son  sold  the  tea  for  £95,  less  2i%  dis.  for  cash. 
The  following  charges  were  incurred  :  Landing  charges,  £6  Is.  2d. ; 
Brokerage,  £3  Is.  2d.;  Fire  Insurance,  £2  15*.;  Warehouse  Rent, 
£7  2s.  Id. ;  Marine  Insurance,  £4  9$.  lOd.  Prepare  the  A/S  rendered 
by  Blair  &  Son  to  the  Delhi  Tea  Co.,  showing  the  result  of  the 
consignment. 

(3)  What  is  the  effect  of  marking  a  B/E  "  not  negotiable"  ?  On 
Jan.  2,  1913,  Cieorge  Reimers  received  from  Andre  Gammon  a  duly 
accepted  bill  for  £150,  dated  Jan.  1,  1913,  payable  in  3  mos.  The 
bill  was  met  at  maturity.  Give  the  entries  which  would  appear 
in  George  Reimers  books,  including  his  Bills  Receivable  book. 

(4)  What  is  the  difference  between  Fixed  and  Floating  Assets? 
Name  three  types  of  each,  and  explain  the  difference,  if  any,  in 
the  need  for  provision  of  depreciation  upon  the  two  types.  (5)  State 
whether  you  would  enter  the  following  items  in  the  Trading  A/c 
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or  in  the  P.  and  L.  A/c  and  why :  {a)  Manufacturing  Wages ; 
(6)  Carriage  Outwards;  (c)  Depreciation  of  Plant  and  Machinery; 
{d)  Discounts  allowed  to  Customers. 

(6)  The  Wymering  Tea  Co.,  Ltd.,  was  formed  in  1896  (Nom. 
Cap.,  2,000  £10  Ord.  Shares;  1,500  fully  paid  shares  issued).  The 
following  is  the  T.  B.  extracted  from  the  books  as  on  Mar.  31, 
1913:— 

Dr.  Balances.  Office  Furniture,  £180  15^.  Sd. ;  Bills  Receivable, 
£70 ;  Plant  and  Machinery  A/c,  £525  10^. ;  Discount  A/c  (balance), 
£83  Us.  9d.;  Stock,  Mar.  31,  1912,  £8,242  14^.  2d.;  Purchases, 
£19,  457  12s.  lOd. ;  Wages,  £825  Is.  Sd. ;  Sales  Returns,  £315  135.  Id. ; 
Trade  Expenses,  £212  15s.;  Advertising,  £1,2^7  135.  4d.;  Bank 
Charges,  £10  Os.  Id. ;  Insurance,  £65  2s.  3d. ;  Salaries,  £1,010  145.  Id. ; 
Duty,  £9,826  Us.  lOd.;  Rent,  Rates  and  Taxes,  £579  I65.  3d.; 
Carriage  Inwards,  £404  I65.  3c?. ;  Carriage  Outwards,  £537  I65.  Id. ; 
Travellers'  Salaries,  Commission  and  Expenses,  £847  195.  7c?.; 
General  Expenses,  £342  75. ;  Cash  in  hand,  £41  IO5  7c?. ;  Cash  at 
Bank,  £427  O5.  2d. ;  Sundry  Drs.,  £12,433  I85.  lie?. ;  Dividend  paid, 
£900.     Total,  £58,629  IO5.  Id. 

Or.  Balances.  Share  Capital,  £15,000 ;  Reserve  A/c,  £3,000 ;  Bad 
Debt  Reserve  as  on  Mar  31,  1912,  £197  65.  2d. ;  Purchase  Returns, 
£277  75.  Id.;  Sales,  £30,759  175.  3d.;  Sundry  Crs.,  £8,184  145.  6<?.; 
P.  and  L.  A/c  (balance),  £1,210  55.  Id.     Total,  £58,629  IO5.  Id. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Mar.  31, 
1913,  and  B/S  as  on  that  date,  after  taking  into  consideration  the 
following  :  Bad  Debt  Reserve  increased  to  5%  on  the  Debtors ; 
Depreciation  6%  on  Office  Furniture  and  10%  on  Plant  and 
Machinery;  Stock  on  Mar.  31,  1913,  valued  at  £11,254  95.  56?. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Final,  June  1913. 

(For  solutions  see  Key,  pp.  684  et  sqq. ) 

(1)  Extracts  from  the  B/S  (Dec.  31,  1912)  of  G.  MacArthur  &  Co., 
Ltd.,  are  given  below.  Have  you  any  comments  to  make  on  these 
items?  Liabilities:  Depreciation  Reserve  Fund,  £3,825;  Loan  on 
Mortgage  of  Freehold  Property,  £2,000.  Assets:  Machinery  and 
Plant  at  Cost  as  on  31/12/1900,  £12,500;  Goodwill  at  Cost  as  on 
31/12/1900,  £10,000  (less  Depreciation  written  off  to  date,  £3,000); 
Preliminary  Expense,  A/c  as  on  31/12/1900,  £850 ;  Freehold  Property, 
£3,000 ;  Calls  in  arrear,  £250. 

(2)  Briefly  describe  the  Slip  System  of  ledger  posting.  In  what 
circumstances  is  this  system  advantageous  ? 

(3)  How  would  you  deal  with  the  undermentioned  items  when 
closing  the  books  of  Rayon  d'Or,  Ltd.,  for  .year  ended  Dec.  31, 
1912  :  (a)  Fire  Insurance  Premium  (£150)  covering  risk  on  Com- 
pany's Works  for  12  mos. ;  (6)  Patents  A/cs  debit  balance,  £3,085, 
representing  (1)  cost  of  a  patent  bought  by  the  Company  in  1903, 
(2)  Renewal  Fees  and  Expenses  debited  to  A/c  from  time  to  time, 
£85;  (c)  100  5%  £100  Debentures,  repayable  Dec.  31,  1920,  had 
been  issued  during  the  year  at  95.  Expenses  of  issue  (apart  from 
the  discount)  were  £550;  {d)  5C0  fully  paid  £1  shares  in  the 
Sandakan  Syndicate,  Ltd.,  had  been  issued  to  the  Rayon  d'Or  Co. 
as  their  share  of  profits  of  a  joint  flotation. 

H  H  2 
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(4)  Rule  form  of  Columnar  Cash  Book  suitable  for  recording 
expenditure  only  of  a  Life  Assurance  Co.,  and  enter  six  items  of 
differing  nature. 

(5)  The  Brown  Manufacturing  Co.,  Ltd.,  was  registered  with 
Kom.  Cap.,  £30,000  (3,000  Shares  £10  each).  The  whole  of  the 
shares  were  issued  to  the  public,  and  2,750  were  applied  for  and 
duly  allotfed.  On  Dec.  31,  1912,  the  shares  were  fully  called  and 
paid  up,  except  £5  per  share  on  750  shares.  In  Dec.  1912  there 
was  an  issue  of  200  5%  £100  Debentures,  carrying  interest  from 
Jan.  1,  1913.  All  these  Debentures  were  allotted  and  paid  in  full 
prior  to  Dec.  31,  1912.  In  addition  to  the  balances  represented  by 
the  above  transactions,  the  undermentioned  balances  appeared  in 
the  books  as  on  Dec.  31,  1912:  Sundry  Drs.,  £12,649  145.  6d. ; 
Sundry  Crs.,  £6,599  3«.  llrf.;  Purchases,  £13,642  12&  2d.;  Pur- 
chases Returns,  £501  lU.  lOrf. ;  Sales,  £27,426  6*.  Id. ;  Sales  Returns, 
£213  4?.  Id.;  Plant  and  Machinery,  £8,747  16«.  Id.;  Fixtures  and 
Fittings,  £615  10*.;  Rates  and  Taxes,  £491  12&  \d.;  Insurance, 
£72  \As.  Qd.;  Carriage  Inwards.  £462  lis.  lid.;  Carriage  Outwards, 
£611  2s.  4rf. ;  Salaries,  £850 ;  Manufacturing  Wages,  £7,647  14^.  Id. ; 
Directors'  Fees,  £150;  General  and  Office  Expenses,  £437  16*.  3d.; 
Bad  Debts,  £140  Us.  Ud.;  Freehold  Premises,  £12,000;  Stock, 
Dec.  31,  1911,  £9,846  14^.;  Ix)08e  Tools,  £247  10s.;  Repairs, 
£191  3s.  Id. ;  Lighting  and  Heating,  £42  Os.  Gd. ;  Fuel  and  Power, 
£931  6s.  2d.;  Discount  A/c  (debit  balance),  £124  16f?.  9d.;  Cash  at 
Bank,  £2,314  4s.  2d. ;  Cash  in  hand,  £91  6s.  Id. ;  Bills  Receivable, 
£1,216  10s.  lOd.;  P.  and  L.  A/c  (debit  balance),  £4,532  5.?.  4d. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1912,  and  a  B/S  as  on  that  date.  When  preparing  these  A/cs  take 
the  following  into  consideration  :  ( 1 )  Depreciation  10%  off  Plant 
and  Machinery  and  5%  off  Fixtures  and  Fittings;  (2)  Reserve  for 
Bad  Debts  (5%  on  amount  of  debts)  to  be  created;  (3)  Insurance 
unexpired,  £20  lis.  6d. ;  Rates  paid  in  advance,  £57  10*. ;  (4)  Reserve 
2i%  to  be  made  for  discounts  on  Drs.  and  Crs. ;  (5)  Bills  Receivable 
(discounted,  but  not  matured,  Dec.  31,  1912),  £742;  (6)  Stock, 
Dec.  31,  1912,  valued  £8,647  2s.  Id.,  and  Loose  Tools,  £317  45. 


CHARTERED  INSTITITE  OF  SECRETARIES, 
t  Inter.,  December  1913. 

(For  solutions  see  Key,  pp.  686  et  sqq.) 

(1)  What  is  the  difference  between  a  Balance  Sheet  and  a  State- 
ment of  Affairs  ?  Explain  in  what  circumstances  the  latter  docu- 
ment would  be  prepared.  (2)  On  Jan.  6,  1913,  T.  Robinson  draws 
on  J.  Brown  at  2  mos.  for  £100.  The  bill  is  duly  accepted,  and 
paid  into  bank  for  collection,  but  is  dishonoured  on  maturity.  On 
March  12  a  new  bill  is  given  for  the  same  term  and  amount,  with 
the  addition  of  £1  I65.  interest  and  bank  charges.  Give  the  entries 
in  T.  Robinson's  books.  (3)  Explain:  (a)  Cum.  Pref.  Shares; 
(6) -Debentures ;  (c)  Ord.  Shares;  (d)  Deferred  Shares.  In  what 
circumstances  are  the  last  usually  issued  ? 

(4)  The  Cooper  Colliery  Co.  took  a  lease  of  a  coal  mine  for  20  yrs. 
from  Jan.  1,  1908,  at  a  royalty  of  6d.  per  ton  upon  the  output, 
with  a  minimum  rent  of  £150  p.  a.,  and  with  power  to  recoup 
"  short  workings "  over  the  first  6  yrs.   of  lease.     Explain  thisj^ 
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illustrating  your  answer  with  an  example,   assuming  the  output 
for  the  first  2  yrs.  of  the  lease  was  5,000  and  9,000  tons  respectively. 

(5)  On  June  30,  1913,  the  Cash  Book  of  A.  B.  showed  that 
£647  Qs.  lid.  should  be  in  his  banker's  hands  on  that  date.  It  is 
found  that  the  balances  of  the  C/B  and  Pass  Book  do  not  agree — 
cheques  (£97  4s.  2d.)  drawn  by  A.  B.,  and  entered  in  the  C/B  before 
June  30,  had  not  been  presented  for  payment,  and  cheques  received 
June  30,  and  paid  into  the  bank  that  day,  had  not  been  collected 
until  afterwards.  Prepare  a  statement  showing  the  balance 
appearing  in  A.  B.'s  Pass  Book  on  June  30. 

(6)  J.  Greenlay,  R.  Dean  were  equal  partners  in  a  manufacturing 
business.     On  Dec.  31,  1912,  the  following  T.  B.  was  extracted : — 

Dr.  Balances.  Machinery  and  Plant,  £11,114  4s.  M.;  Stock, 
Dec.  31,  1911,  £6,506  16s.  Id.;  Purchases,  £22,411  10s.  5d ;  Sales 
Returns,  £214  14s.  M.-,  Salaries,  £1,114;  Wages,  £4,419  10s.  6d ; 
Drs.,  £9,220  8s.  Ud.;  Carriage  Inwards,  £112  10s.;  Carriage  Out- 
wards,  £216  7s.  4rf. ;  Rent,  Rates,  Taxes,  Insurance,  £1,214  15s.  \0d. ; 
Discount  A/c,  £117  4s.  9d ;  J.  Greenlay,  Salary,  £600;  R.  Dean, 
£400;  Repairs,  £214  Is.  U.;  Lighting  and  Heating,  £472  14s.  4d ; 
Bills  Receivable,  £92  4s.  Id. ;  Cash  at  Bank,  £3,741  14s.  4d. ;  Cash 
in  hand,  £14  7s.  Qd.     Total,  £62,197  5s.  Qd. 

Cr.  Balances.  J.  Greenlay  Cap.  A/c,  £12,000 ;  R.  Dean  Cap.  A/c, 
£9,000 ;  Purchases  Returns,  £1,319  4s.  4d. ;  Sales,  £35,694  12s.  lOd. ; 
Crs.,  £3,469  Is.  3d. ;  Bills  Payable,  £714  7s.  1^.     Total,  £62,197  5s.  6^. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1912,  and  a  B/S  as  on  that  date,  after  taking  the  following  into 
consideration:  (a)  Stock,  Dec.  31,  1912,  agreed  at  £7,400  4s.  Qd.; 
(6)  Each  partner  to  be  credited  with  5%  interest  on  his  Capital; 
(c)  Depreciation  10%  on  Plant  and  Machinery;  (d)  Reserve  for  Bad 
Debts  to  be  created — 2J%  of  debts;  (e)  Rates  paid  in  advance 
and  Insurance  unexpired  amounted  to  £114  4s.  lOd. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

Final,  December  1913 

(For  solutions  see  Key,  pp.  688  et  sqq. ) 

(1)  What  is  the  meaning  of  "  Quinquennial  Valuation"  in  Life 
Assurance  A/cs  ?  What  is  the  object  of  valuation  ?  (2)  An  English 
firm  has  a  foreign  branch  whose  books  are  kept  in  the  local 
currency,  which  is  subject  to  considerable  fluctuations.  What  rates 
of  conversion  would  you  employ  when  amalgamating  Head  Office 
and  Branch  T.  Bs.  at  the  end  of  the  financial  year  in  connection 
with  the  following  items  appearing  in  the  Branch  T.  B.  :  (a)  Fixed 
Assets:  (1)  Bought  prior  to  the  ^beginning  of  the  trading  period 
under  review,  (2)  Bought  during  the  trading  period;  (b)  Floating 
Assets;  (c)  P.  and  L.  A/c  balances;  {d)  Remittances  to  and  from 
H.  O.  (3)  When  preparing  the  B/S  of  a  Ltd.  Co.  as  on  Dec.  31, 
1912,  how  would  you  treat  the  following :  (a)  Bills  Receivable 
(£500)  discounted,  but  not  due  till  after  Dec.  31,  1912;  (b)  100 
£1  shares  held  in  another  Qo.  on  which  only  10s.  per  share  had 
been  called  up;  (c)  Balance  of  £400  paid  for  an  unexercised  option 
to  purchase  Nysar  Tabak  Estate  for  £12,600,  such  option  expiring 
Jan.  5,  1913. 

(4)  To  what  classes  of  undertaking  is  the  "  Double  Account  " 
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System  applied  ?  Give  a  specimen  B/S  prepared  on  this  system^ 
and  briefly  explain  the  principal  items  you  insert. 

(5)  C.  Trevor  and  J.  Walsh  are  in  partnership  as  manufacturers, 
their  joint  capital  being  £40,000.  The  Partnership  Agreement 
provides :  (i)  5"o  interest  on  capital,  but  interest  not  to  be  chained 
on  drawings,  this  interest  to  be  credited  to  Partners'  Drawings 
A/cs;  (ii)  C.  Trevor  to  have  salary  of  £500  p.  a.  out  of  net  profits 
when  ascertained;  (iii)  Balance  of  profits  divided  between  Partners 
in  proportion  to  the  amounts  standing  to  the  credit  of  their  Cap. 
A/cs,  viz.  three-fifths  and  two-fifths  respectively ;  (iv)  All  Profits  to  be 
credited  to  Partners'  Drawings  A/cs  in  order  to  maintain  their  Caj). 
A/c8  at  the  original  figures. 

In  addition  to  the  balances  of  the  Cap.  A/cs  the  following  balances 
appeared  in  the  books  on  Dec.  31,  1912  :  Machinery  and  Plant 
£16,210  lis.  6rf.;  Fixtures  and  Fittings,  £2,750  15«. ;  Purchases, 
£22,654  18«.  (irf. ;  Purchases  Returns,  £1,475  4«.  Id.;  Sales, 
£48,827  18«.  lOd. ;  Sales  Returns,  £1,046  Us.  6rf. ;  Bad  Debts, 
£219  6^.;  Sundry  Drs.,  £13,061  10«. ;  Sundry  Crs.,  £5.799  145.  lid.; 
Stock,  Dec.  31,  1911,  £6,536  7^.  3d. ;  Freehold  and  Leasehold  Premises, 
£12,000;  Manufacturing  Expenses,  £1,041  10«. ;  Bad  Debts  Reserve 
(Dec.  31,  1911),  £402  4s.  Id.;  General  and  Office  Expenses,  £741 
14«.  lOd. ;  Manufacturing  Wages,  £13,347  14«.  \\d. ;  Salaries,  £1,910 ; 
Travelling  Expenses,  £546  12-s.  8d. ;  Rent,  Rates,  Taxes,  Insurance, 
£858  15<*.  3d. ;  Discount  A/c  (excess  of  discount  allowed  over  discount 
received),  £114  4«.  9d. ;  Carriage  Inwards,  £564  0^.  7d. ;  Carriage 
Outwards,  £-1,275  lbs.  6d.;  Advertising,  £471  Us.  Id.;  C.  Trevor 
Drawings  A/c  (C^.  balance),  £114  4*.;  J.  Walsh  Drawings  A/c 
(Dr.  balance),  £92  a».  8d. ;  Cash  at  Bank,  £2,147  lis.  6d. ;  C^h  in 
hand,  £27  45. 

Pi-epare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1912,  and  a  B/S  as  on  that  date,  taking  into  consideration  the  follow- 
ing :  (a)  Depreciation,  10%  off  Plant  and  Machinery  and  5%  off 
Fixtures  and  Fittings;  (6)  Create  Leasehold  Redemption  A/c  and 
transfer  thereto  £500;  (c)  Increase  Bad  Debts  Reserve  to  an  amount 
equivalent  to  6%  of  Sundry  Drs. ;  (d)  Insurance  unexpired  and  Rates 
paid  in  advance  amounted  on  Deo^  31,  1912,  to  £196  4«. ;  {je)  Stock 
agreed  at  £6,912  145.  lOd. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 

IsTEB.,  June,  1914. 

[For  solutions  see  Key,  pp.  690  ct  sqq.^ 

( 1 )  When  preparing  the  annual  A/cs  of  a  business,  where  would  you 
expect  to  find  the  following  information,  and  how  would  you  deal 
with  it  in  the  A/cs  under  preparation?:  (a)  Goods  returned  by 
customers  during  year  £158;  (6)  Goods  sent  "  on  Sale  or  return  "  to 
Peter  Veldt,  Cape  Town,  invoiced  at  £125,  cost  price  £100;  Bank 
Overdraft  £520. 

(2)  On  Mar.  16,  1914,  Robert  Radboume,  London,  shipped  dry 
goods  (£500)  to  hfs  customer  L.  Rodrigues,  Rio.  The  usual  trade 
credrt  terms  are  4  mos.,  but  Radboume  wants  speedier  payment. 
Suggest  a  method  of  obtaining  this. 

(3)  Miles  Standish's  B/S,  as  on  Dec.  31, 1913,  was  as  follows : — 
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Balance  Sheet,  Dec,  31,  1913. 

£  £ 

Capital   ....     3,0C0       Sundry  Assets  .  .     8,400 

Crs 4,5C0       Cash  in  hand  .  .        100 

Bank  overdraft       .         .     I,0o0 


£8,500  £8,500 

Standish  admits  Hugh  Dickeson  into  partnership  as  on  Jan.  1, 
1914.  Dickeson  is  to  bring  in  £1,000  cash  as  capital.  Having  no 
further  funds,  Dickeson  is  unable  to  pay  Standish  the  agreed 
premium  of  £1,000  for  admission  as  partner.  It  is,  therefore,  arranged 
that  a  Goodwill  A/c  for  that  amount  shall  be  raised  in  the  books  of 
the  new  firm.  Give  the  B/S  of  the  new  firm  as  on  Jan.  1,  1914,  after 
completion  of  the  above  transaction. 

(4)  A  firm  of  tobacco  manufacturers  making  («)  cigarettes;  (6) 
cigars;  (c)  loose  tobacco,  journalized  all  purchases.  A  separate 
trading  A/c  was  kept  in  the  ledger  for  each  department,  and  for 
Machinery  and  Plant  A/c  and  for  Buildings  A/c.  Suggest  a  more 
expeditious  and  economical  method  of  dealing  with  the  firm's 
purchases.     Illustrate  your  answer. 

(5)  Robert  Eastwood  and  George  Sutton  are  equal  partners  in  a 
manufacturing  business.  The  T.  B.  extracted  as  on  Dec.  31,  1913, 
was  as  follows  : — 

Dr.  Balances.  R.  Eastwood  Drawings,  £1,200 ;  G.  Sutton  Drawings, 
£800 ;  Freehold  Works,  £11,000 ;  Stock,  Jan.  1,  1913,  £3,800 ;  Work  in 
Pi-ogress,  £1,500';  Plant  and  Machinery,  £5,600;  Purchases  £19,820; 
Bills  Receivable,  £740 ;  Sales  Returns,  £105 ;  Manufacturing  Wages, 
£1,464;  Salaries,  £1,821;  Rates  and  Taxes,  £440;  Manufacturing 
Expenses,  £860;  Carriage  Inwards,  £421;  Carriage  Outwards,  £320; 
Office  Expenses,  £641;  Cash  m  hand,  £264;  Discount  A/c,  £304; 
Sundry  Drs.,  £4,148 ;  Bad  Debts,  £501 ;  Advertising  £1,981 ;  Insurance, 
£180 ;  Interest  A/c,  £140.     Total,  £58,050. 

Cr.  Balatices.  R.  Eastwood,  Cap.  A/c,  £10,000 ;  G.  Sutton,  Cap. 
A/c,  £5,000;  Purchases  Returns,  £570;  Bills  Payable,  £860;  Sales, 
£32,980;  Bad  Debts  Reserve  (Jan.  1,  1913),  £100;  Bank  Overdraft, 
£3,000 ;  Sundry  Crs.,  £5,540.     Total,  £58,050. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1913,  and  a  B/S  as  on  that  date.  Stock  at  close  of  the  year  was 
agreed  at  £5,978.  Work  in  progress  on  the  same  date,  £890.  Before 
closing  the  A/cs  make  the  following  adjustments:  (1)  5%  p.  a. 
allowed  on  Partners'  Cap.  A/cs.  No  interest  to  be  charged  on 
drawings;  (2)  G.  Sutton  to  have  managing  salary  £300  p.  a.  before 
division  of  the  profits;  (3)  Insurance  carried  forward  to  next  year, 
£50;  (4)  Depreciation,  10%  ofE  Plant  and  Machinery;  Bad  Debt 
JReserve  to  be  raised  to  £250. 

CHARTERED  INSTITUTE   OF  SECRETARIES. 

Final,  June,  1914 

[For  solutions  see  Key,  pp.  692  et  sqq."] 

(1)  On  Jan.  31,  1914,  Woodwards,  Ltd.,  offered  50,000  New  Ord. 
Shares  £1  for  subscription  at  par.     Shares  were  payable :    25.  6d 
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on  application,  5^.  on  allotment,  and  the  balance  as  and  when  required 
by  resolution  of  the  Directors.  The  following  applications  were 
received :  Robert  Easter,  Baldwins,  Chelston,  Essex,  Gentleman, 
applied  for  20,000  (all  allotted) ;  George  Grainger,  365  Elden  Avenue, 
E.C.,Wool  Merchant,  applied  for  10,000  (all  allotted) ;  Charles  Coombe, 
10  Low  Pavement,  Chester,  Shipowner,  applied  for  15,000  (10,000 
allotted);  Phillip  Goodsir,  Salisburj-  House,  E.C.,  Solicitor,  applied 
for  10,000  (all  allotted);  William  Smith,  Smithfield  Market,  E.G., 
Salesman,  applied  for  150  (none  allotted).  The  Directors  went  to 
Allotment  Feb.  3,  and  all  allotment  monies  were  duly  paid  on  or 
before  Feb.  6.  The  distinctive  numbers  of  the  new  shares  ran  from 
60,001  onwards.  Prepare  a  suitable  Application  and  Allotment 
Book,  and  make  the  necessary  entries ;  and  give  the  entries  recording 
the  above  transactions  in  the  financial  books  of  theX'ompany. 

(2)  The  Eastern  Trust,  Ltd.,  held  a  large  number  of  investments. 
Submit  forms  of  any  books  you  would  suggest  for  the  record  of  the 
Co.'s  investments,  and  transactions  arising  therefrom.  Enter  the 
following  transactions:  1914,  Feb.  16,  Bought  through  Stag  &  Co., 
the  Co.'s  brokers,  £5,000  Consols  (a;  75f.  Brokerage  and  Expenses, 
£8  15*.;  Feb.  17,  Bought  through  Stag  &  Co.,  £5,000  Midland  Riy. 
2\%  Pref.  Consolidated  Ord.  Stock  @,  60.  Brokerage  and  Expenses, 
€8  10*. ;  Mar.  3,  Received  dividend  on  above  for  i  yr.  to  Dec.  31,  1913 
(less  tax);  Mar.  15,  Sold  through  Stag  &  Co.,  fo'.OOO  Consols  %  76 J. 
Brokerage  and  Expenses,  £8. 

(3)  Bouton  d'Or,  Ltd.,  bought  Stalkys,  Ltd.'s,  business  as  on  Dec. 
31,  1913.  The  latter  Co.  had  issued  and  called  up  the  whole  of  their 
Nom.  Cap.  (50,000  £1  Shares).  The  purchase  price  of  the  shares 
acquired  by  Bouton  dOr,  Ltd.,  was  £25,000,  payable  in  cash  £10,000, 
and  £15,000  in  Second  Debentures  of  Stalkys,  Ltd.,  which  was  to  be 
continued  as  a  separate  Co.  The  Blankshire*  Bank,  Ltd.,  lent  Stalkys, 
Xtd.,  £30,000,  taking  £40,000  First  Debentures  by  way  of  security. 
JCI 5,000  of  this  was  used  to  discharge  amounts  owing  to  loan  and  trade 
creditors  as  on  Dec.  31,  and  £10,000  was  lent  to  Bouton  d'Or,  Ltd., 
who  used  it  in  discharge  of  j)art  of  the  purchase  price  of  Stalkys, 
Ltd.'s,  shares.  Second  Debentures  (£15,000)  were  issued  to  Bouton 
d'Or,  Ltd.,  who  were  treated  as  debtors  for  the  amount.  These 
debentures  were  then  transferred  to  the  old  shareholders  of  Stalkjrs, 
Ltd.,  in  completion  of  the  purchase  of  their  shares. 

STALKYS,  Ltd. 

Balance  Sheet,  Dec.  31,  1913. 

£  £ 

Capital ....    50,000      Sundry  Assets       .        .    65,000 
Loans    .         .         .  10,000 

Trade  Cr?.     .        .        .      5,C00 


65,000  £65,000 

Show  the  above  transactions  as  they  would  appear  in  Stalkys, 
Ltd.  's,  books,  and  give  the  B/S  of  the  Co.  as  it  would  appear  on  com- 
pletion of  the  purchase. 

(4)  What  is  a  Secret  Reserve  ?  Give  two  methods  employed  by 
bankers  to  create  Secret  Reserves,  and  criticize  the  practice  from  the 
standpoint  of  the  Bank's  customers. 
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(5)  The  Chasemore  Manufacturing  Co.,  Ltd.,  was  registered  in 
1910  (Norn.  Cap.  30,000  Ord.  £1  Shares);  12,000  shares  had  been 
issued,  on  which  15s.  per  share  had  been  called  up  and  paid.  During 
1913,  a  20%  dividend  for  1912  was  paid  on  the  paid-up  capital.  In 
addition  to  the  balances  represented  by  the  above,  the  undermentioned 
balances  appeared  in  the  books  on  Dec.  31,  1913  :  Plant,  Machinery 
and  Fixtures,  £1,697  \s.  3d.;  Bills  Receivable,  £102;  Reserve  A/c, 
£5,000;  Sundry  Drs.,  £10,542  14*\ ;  Bad  Debts  Reserve  (Dec.  31, 
1912),  £854  6s.  Id.;  Sundry  Crs.,  £1,529  lis.;  Carriage  Inwards, 
£624  Us.  Id. ;  Carriage  Outwards  £747  8s.  2d. ;  Purchases,  £15,278 
6-5.  4d;  Purchases  Returns,  £1,142  4s.  2d.;  Sales,  £28,637  Is.  4:d.; 
Sales  Returns,  £721  9-5.  2d.;  Manufacturing  Wages  £4,438  8s.  lid.; 
Manufacturing  Expenses,  £206  195.  4:d.;  Salaries,  £2,153  4s.  lOd.; 
Rent,  Rates,  Taxes,  £1,099  I4s.  6d. ;  Insurance,  £50  14s. ;  Power  and 
Fuel,  £292  10s.  4:d. ;  Lighting  and  Heating,  £197  2s.  Id. ;  General 
Expenses,  £499  14s.  4rf. ;  Stock  on  hand  (Dec.  31,  1912),  £3,227  0^. 
lOd. ;  Travelling  Expenses,  £591  2s.  Td. ;  Discount  A/c  (Debit  balance), 
£115  6s.  Id. ;  Bad  Debts  £116  Is.  8d.;  Advertising,  £1,847  4s.  lOd.; 
National  Health  Insurance  (Employer's  contribution),  £40  16s.  Id.; 
P.  and  L.  A/c  Cr.  balance  (Dec.  31,  1912),  £2,642  lis.  4d ;  Cash  at 
Bank,  £2,214  4s.  Id. ;  Cash  in  hand,  £202  Os.  lid. 

.Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1913,  and  a  B/S  as  on  that  date,  and  submit  a  brief  report  on  the 
financial  position  of  the  Co.  When  preparing  these  A/cs,  take  into 
consideration  the  following:  (a)  Depreciation  10%  off  Plant, 
Machinery  and  Fixtures;  (6)  Bad  Debts  Reserve  to  be  increased  to 
£1,000  ;  (c)  Insurance  unexpired,  £19  4s.  Qd.,  and  Rates  paid  in  advance, 
£72  4s.  Id. ;  (d)  The  Manager  is  entitled  to  5%  Commission  on  net 
profits;  (e)  Stock  valued  £4,722,  as  on  Dec.  31,  1913. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
Inter.,  March  1920. 

{Three  questions  only  to  be  attempted,  of  which  Q.  5  must  be  one. 
Q.  4  must  be  answered  by  candidates  sitting  under  the  revised  syllabus.) 

(1)  What  is  the  meaning  of  the  term  "  Exchange"  as  between 
two  countries  ?  Briefly  explain  the  causes  of  the  fluctuations  which 
take  place  in  the  rate  of  exchange  from  day  to  day.  (2)  Soleil  d'Or, 
Ltd.,  issued  100,000  7%  £1  Pref.  Shares  at  a  premium  of  2s.  6d.  per 
share.  Give  the  entries  necessary  to  record  the  new  issue  in  the 
Co.'s  books,  and  state  how  the  premiums  received  should  appear  in 
the  Co.'s  B/S.  Are  these  premiums  available  fo  dividend  purposes  ? 
(3)  Select  a  manufacturing  business  and  describe  a  system  of  receiving 
and  issuing  goods  from  store  designed  to  facilitate  costing  and 
minimize  pilfering.  Give  ruling  of  one  of  the  books  you  recommend 
and  make  three  specimen  entries. 

(4)  The  following  is  the  P.  and  L.  A/c  of  Hugh  and  George  Dickson 
for  the  year  ended  Dec.  31,  1919:  To  Office  Salaries,  £2,386;  To 
G.  Dickson  Salary,  £500;  To  Interest  on  Capital  @  5%,  £375;  To 
Income  Tax  (Sch.  D.),  £287;  To  Reserve  for  Bad  Debts  31/12/19 
(£600  less  £500  31/12/18),  £100;  To  Depreciation  (10%  off  Plant  and 
Machinery,  £340,  and  Furniture  at  5%,  £25),  £365 ;  To  Profit  for  Year, 
£894.  Total,  £4,907.  By  Balance  from  Trading  A/c,  £4,855;  By 
Interest  on  Bank  Deposit  A/c,  £52.     Total,  £4,907.     State  whether 
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for  Income  Tax  purposes  the  profit  for  1919  should  be  included  in 
the  average  of  the  past  three  years  as  £894.  If,  in  your  opinion,  this 
is  not  correct,  give  the  figure  you  would  include,  and  show  how  you, 
arrive  at  it, 

(5)  Ramblers,  Ltd.,  was  registered  to  acquire  the  business  of  a 
firm  of  Rose  Growers.  The  Nom.  Cap.  of  the  Co.  was  £50,000 
(25,000  £1  Ord.  Shares  and  25,000  7%  £1  Pref.  Shares).  The  whole 
of  the  Pref.  Shares  had  been  issued  and  paid  up  in  full.  The  whole  of 
the  Ord.  Shares  had  also  been  issued,  and  \Qs.  per  share  called  up. 
The  following  T.  B.  was  extracted  from  the  books  as  on  Dec.  31, 
1919:— 

Dr.  Bidances.  Ord.  Shares  Calls  in  arrear,  £6C0 ;  Freehold  Nursery 
A/c,  £30,000 ;  Stock  and  Tillages  (Dec.  31,  1918),  £12,982 ;  Purchases 
(Roses,  new  varieties,  £371;  Briars,  £242;  Fertilizers  and  Manures, 
£438);  Sundry  Drs.,  £7,862;  Nursery  Wages,  £5,945;  Rates,  Tithes, 
Insurance,  £742;  Stock  of  Tools  and  Implements  (Dec.  31,  1918), 
£860 ;  Motor  Lorry,  £1,260 ;  Tools  Purchased,  £172 ;  Packing  materials, 
£344;  Carriage  Outwards,  £638;  Horses  and  Carts,  £640;  Stable 
Expenses,  £284;  Office  Exjienses,  £296;  Directors'  Fees,  £400; 
Office  Salaries,  £741 ;  Advertising,  £1,260;  Cost  of  Catalogue,  £721 ; 
Pref.  Share  Dividend  to  July  1,  1919,  £875;  Office  Furniture,  £200; 
Cash  in  hand,  £355.     Tota/,  £68, 12a 

Cr.  Balmu-cs.  Ord.  Share  Cap.  A/c,  £12,500;  Ord.  Share  Calls 
paid  in  advance,  £300;  Pref.  Share  Cap.  A/c,  £25,000;  Purchases 
Returns,  £71;  Sales,  £21,052;  Apprentices'  Premiums,  £6C0;  Sundry 
Crs.,  £5,721;  Transfer  Fees,  £6;  Bad  Debt  Reserve  (Dec.  31,  1918), 
£150 ;  Bank  overdraft,  £2,728.     Total,  £68, 12a 

Prepare  Trading  and  P.  and  L.  A/cs,  taking  into  account  the 
following:  (a)  Bail  Debts  Reserve  to  be  increased  to  £400;  (&) 
Stock  and  Tillages,  as  on  Dec.  31,1919,  were  valued  £10,230.  On  the 
same  date  Tools  and  Implements,  £900,  and  Horses  and  Carts,  £600 ; 
(c)  Depreciation,  Office  Furniture  5%,  Motor  Lorry  15%;  (rf)  Insur- 
ance paid  in  advance,  £74.  Apprentices'  Premiums  carried  forward, 
£150 ;  (e)  Wages,  £250,  and  included  in  "  Nursery  Wages,"  were 
spent  upon  opening  up  and  planting  new  ground,  and  are  to  be 
transferred  to  Freehold  Nursery  A/c ;  (/)  Calls  paid  in  advance  were 
entitled  to  interest  for  12  mos.  at  5%,^but  no  entries  had  beeji  made 
in  the  books. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
Final,  March  1920. 

{Three  questions  only  to  he  attempted,  of  which  Q.  5  mmt  be  one. 
Q.  4  must  he  answered  by  candidates  sitting  under  the  revised  syllabus.) 

(1)  Briefly  explain  and  distinguish  between:     (a)  Probate  and 
Letters  of  Administration;  (b)  Letter  of  Credit  and  Circular  Note; 

(c)  Coupon  and  Talon.  (2)  A  Company  paying  dividends  averaging 
30%  on  capital  decides  to  carry  out  the  following:  (a)  Re-value 
the  Machinery  and  Plant  A/c,  adding  £25,000  to  present  book  value 
(£30,000) ;  (6)  Re-value  the  Buildings  and  Leases  A/c,  adding  £20,000 
to  present  book  value  (£00,000) ;  (c)  Create  a  Goodwill  A/c  of  £55,000 ; 

(d)  Issue  as  fully  paid  100,000  £1  Ord.  Shares.  State  whether,  in 
your  opinion,  these  proposals  are  iritra  vires  the  Company,  and  give 
Journal  entries  necessary  to  incorporate  them  in  the  Co.'s  books. 
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<3)  In  arriving  at  costing  results,  should  (o)  Interest  on  Capital  and 
(h)  Interest  on  Loans  be  taken  into  a/c  ?  Give  reasons  for  your  opinion. 

(4)  How  should  the  following  items  be  treated  when  preparing 
a  statement  showing  the  liability  of  a  Ltd.  Co.  for  Income  Tax  under 
Sch.  T).  :  (a)  Interest  received'  on  Bank  Deposit  A/c  and  credited 
to  P.  and  L.  A/c ;  (6)  A  Reserve  for  Bad  Debts  debited  to  P.  and  L. 
A/c  and  amounting  to  5%  on  Sundry  Drs. ;  (c)  Cost  of  National 
Health  Insurance  paid  on  behalf  of  the  Co.'s  employees  and  included 
in  "  Wages  A/c  " ;  {d)  Cost  of  removing  the  Co.'s  offices. 

(5)  The  Loamshire  Express,  Ltd.,  was  registered  (Xom.  Cap. 
£110,000— 50,0C0  1%  £1  Pref.  Shares,  50,COO  £1  Ord.  Shares  and 
10,000  £1  Deferred  Shares),  to  purchase  a  county  newspaper  of  that 
name.  All  the  Pref.  Shares  were  issued  fully  called  and  paid  up. 
All  the  Ord.  Shares  were  offered  and  45,0C0  applied  for  and  allotted, 
155.  per  share  was  called  and  paid  up,  excejat  a  call  of  55.  per  share  on 
1,000  shares.  2,000  Ord.  Shares  were  paid  up  in  full.  The  10,000 
Deferred  were  issued  to  the  vendors  fully  paid  as  the  purchase  price 
of  the  goodwill.  On  July  1,  1919,  200  6%  £100  Debentures  were 
issued  at  95  and  fully  paid  up.  Interest  due  on  these  debentures  as 
on  Dec.  31,  1919,  had  not  been  passed  through  the  books.  In 
addition  to  the  Ledger  A/cs  representing  the  above  transactions,  the 
following  Ledger  balances  were  extracted  from  the  books  of  Co.  as 
on  Dec.  31,  1919:  Machinery  and  Plant,  £14,800;  Monotype 
Machines,  £6,860;  Freehold  Works  and  Offices,  £51,229;  Sales, 
£22,041;  Sales  (Cash),  £982;  Advertisement  Receipts,  £26,518; 
Jobbing  Printing  Receipts,  £987;  Printers'  and  Compositors'  Wages, 
£13,221 ;  Office  Furniture,  £680 ;  Cash  at  Bank,  £8,123 ;  Cash  in  hand, 
£421;  Sundry  Crs.,  £224;  Sundry  Drs.,  £8.460;  Purchases  (Ink  and 
Printing  Materials),  £6,956;  Sales  Returns,  £989;  Management  and 
Office  Salaries,  £3,578;  Office  Expenses,  £397;  Advertisement 
Canvassers' Salaries  and  Commission,  £1,326;  Discount  A/c  (Debit 
balance),  £123;  Printing  Works  Expenses,  £1,784;  Carriage  Out- 
wards, £224;  Carriage  Inwards,  £198;  Bad  Debts,  £188;  Bad  Debt 
Reserve  (Dec.  31,  1918),  £200;  Coal  and  Lighting  (Works),  £972; 
Coal  and  Lighting  (Office),  £54;  Rates,  Taxes,  Insurance  (Works), 
£424 ;  Rates,  Taxes,  Insurance  (Office),  £98 ;  Cost  of  Literary  Contribu* 
tions,  £224;  Machinery  Repairs,  £632;  Stock  of  Type,  Plates,  etc. 
(Dec.  31,  1918),  £12,965;  New  Type  purchased,  £1,284;  1000  £1 
Shares  in  Loamsh.'re  Evening  News  purchased  at  155.  per  share, 
£750 ;  Stock  of  Paper,  Ink,  etc.  (Dec.  31,  1918),  £9,872;  Motor  Vans, 
£6,500 ;  Directors'  Fees,  £600. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1919,  and  a  B/S  as  on  that  date,  taking  into  a/c  the  following : 
(a)  Depreciation,  Machinery  and  Plant  10%,  Monotype  Machines, 
15%;  {b)  £1,000  is  to  be  reserved  in  connection  with  pending  actiop 
for  libel ;  (c)  £120  paid  to  an  injured  Workman  and  included  in  Printers' 
Wages  is  recoverable  from  an  Insurance  Co. ;  {d)  Bad  Debts  Reserve 
to  be  increased  to  equal  5%  on  Sundry  Drs. ;  (e)  Stock,  Paper,  Ink, 
etc.,  Dec.  31,  1919,  was  £8,740.  On  the  same  date  Motor  Vane  were 
£5,800  and  Type,  Plates,  etc.,  £13,000 ;  (/)  £2,500  of  "  Advertisement 
Receipts  "  represent  unexpired  prepaid  advts.,  and  is  to  be  carried 
forward  to  next  year;  (g)  The  Loamshire  Evening  News  went  into 
liquidation  and  the  shares  are  to  be  written  oflf;  {h)  One-fifth  of  the 
Debenture  Discount  is  to  be  written  off ;  (?)  No  entries  have  been  made 
in  the  books  in  respect  of  12  mos.  Interest  at  5%  due  upon  the  calls 
made  in  advance. 
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CHARTERED  INSTITUTE  OF  SECRETARIES. 
Inter.,  June  1920. 

{Not  more  than  three  questions  must  be  attempted,  one  of  which  mv^t  be 
Q.  5.  Q.  1  must  be  answered  by  candidates  sitting  under  the  revised 
syllabus. ) 

(1)  Into  how  many  Schedules  is  Income  Tax  divided?  Select 
two,  and  briefly  describe  the  nature  of  the  Income  taxable  there- 
under. 

(2)  Explain  *'  Fixed  "  and  "  Floating  "  Assets,  and  describe  the 
difference,  if  any,  in  the  obligation  to  provide  for  depreciation  in 
connection  with  them. 

(3)  M.  Ravary  keeps  his  books  by  "  Single  Entry."  As  on  Dec. 
31, 1918  and  1919  respectively  his  financial  position  was  as  follows  : — 


191 

191 

Cash  at  Bank 

.       £45 

£110 

Cash  iu  hand 

36 

30 

Stock     .... 

1,926 

2,851 

Machinery  aud  Plaat    . 

2,721 

8,050 

Bills  Receivable   . 

(n.l) 

324 

Sundrj  Dra.  . 

1,242 

2,197 

Sundry  Crs.  . 
Office  Furniture    . 

8,602 

4,200 

248 

261 

Private  Drawings 

(nil) 

260 

Prepare  a  statement  from  the  above  particulars,  showing  M. 
Ravary' s  profit  for  the  year  ended  Dec.  31, 1919.  Ignore  Depreciation 
and  Reserve. 

(4)  The  Rates  of  exchange  ruling  between  this  country  and  foreign 
States  are  described  either  as  "  Stable  "  or  "  Fluctuating."  Describe 
what  this  means,  and  briefly  describe  any  differences  necessary  in 
the  book-keeping  records  of  dealings  of  the  above  types  between 
U.  K.  and  foreign  countries. 

(5)  Clark  and  Dickson  are  partners  as  manufacturers  of  rubber 
heels  and  tyres.  Profits  and  losses  are  shared  as  follows :  Clark 
two-thirds ;  Dickson  one-third.  The  following  T.  B.  was  extracted 
from  the  books  as  on  Dec.  31,  1919. 

Dr.  BaJances.  Clark,  Drawings  A/c,  £850;  Dickson,  Drawings 
A/c,  £600;  Office  Salaries,  £1,980;  Machinery-  and  Plant,  £12,840; 
Stock  (Dec.  31,  1918),  £7,294;  Purchases,  £29,262;  Sales  Returns, 
£321;  Manufacturing  Wages,  £12,314;  Travellers'  Salaries  and 
Commission,  £3,276;  Factory  Fuel  and  Lighting,  £428;  Office  Coal 
and  Lighting,  £28;  Interest  A/c  (Loan  on  ^Mortgage),  £425;  Office 
Expenses,  £294;  Carriage  Inwards,  £431;  Carriage  Outwards,  £342; 
Freehold  Factory,  £12,750;  Office  Rent  and  Rates,  £271;  Factory 
Rates  and  Insurance,  £222;  Office  Furniture,  £500;  Machinery 
Repairs,  £398;  Rovalties  paid  on  Patent  Tyre  Process,  £471;  Bad 
Debts,  £219;  Sundry  Drs.,  £6,284;  Cash  in  hand,  £327;  Cash  at 
Bank,  £2,273;  Bills  Receivable,  £1,786.     Total,  £96,192. 

Cr.  Balances.  Clark,  Cap.  A/c,  £16,000;  Dickson,  Cap.  A/c, 
£12,000 ;  Purchases  Returns,  £429 ;  Sales,  £57,214 ;  Loan  on  Mortgages, 
£8,500;  Discount  A/c,  £78;  Bad  Debts  Reserve,  £250;  Sundry  Crs., 
£1,721.     Totid,  £96,192. 

Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended  Dec.  31, 
1919,  and  a  B/S  as  on  that  date,  taking  into  consideration  the  follow- 
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ing :  (a)  Partners  are  entitled  to  5%  Interest  on  Capital,  but  no- 
interest  to  be  charged  on  drawings;  (6)  Depreciation,  Plant  and 
Machinery  10%,  Office  Furniture  5%;  Stock,  Dec.  31,  1919,  £8,721,- 
{(l)  Provision  for  Bad  Debts  increased  to  £400;  (e)  Dickson  to  be- 
credited  with  £500  as  salary  prior  to  division  of  profits ;  (/)  Machinery 
and  Boiler  Insurance  Co.,  Ltd.,  is  liable  for  £240  (included  ia 
"  Machinery  Repairs  ")  representing  the  cost  of  repairs  to  main 
engine  insured  with  Co. ;  {g)  As  on  Dec.  31,  1919,  the  following  liabili- 
ties were  outstanding :  Wages,  £321,  Salaries,  £92. 


CHARTERED  INSTITUTE  OF  SECRETARIES. 
Final,  June  1920. 

{Three  questions  only  to  he  attempted,  including  No.  5.  Q.  2  must  be- 
answered  by  candidates  sitting  under  revised  syllabus.     Time  2  hrs.)    . 

( 1 )  The  Managing  Director  of  the  Co.  by  whom  you  are  employed 
asks  for  the  following  information  for  the  year  ended  Dec.  31,  1919  : 
(a)  Amount  of  transfer  fees  reed,  during  the  year;  (6)  Total  no.  of 
shares  transferred  by  members  during  the  year;  (c)  Dates  upon  which 
the  seal  of  the  Co.  was  affixed  to  3  specified  documents ;  {d)  Particulars 
of  all  Balance  Certificates  issued  and  outstanding  at  the  close  of  the 
year.  Describe  how  you  would  proceed  to  collect  the  required 
information  from  the  books  and  records  of  the  Co. 

(2)  Owing  to  delay  in  furnishing  the  necessary  retuhi,  the  Inspector 
of  Taxes  for  your  district  assesses  Co.  by  whom  you  are  employed  at 
£12,500,  an  amount  considerably  in  excess  of  your  estimate  of  the 
Co.'s  liability.  Describe  steps  you  would  take  to  obtain  an  equitable 
assessment.  (3)  How  are  the  profits  of  a  Life  Assurance  Co.  ascer- 
tained ?  (4)  Describe  the  differences,  if  any,  in  the  method  of 
presenting  the  B/Ss  of  Co.'s  whose  accounts  are  kept :  (a)  On  the 
Single  A/c  System ;  (6)  On  the  Double  A/c  System. 

(5)  The  Perkins  Boot  Manufacturing  Co.,  Ltd.,  was  registered 
with  a  Norn.  Cap.  £100,000  (50,000  £1  Ord.  Shares  and  5O,0C0  £1 
7%  C*um.  Pref.  Shares).  All  Pref.  Shares  were  issued,  subscribed  and 
fully  paid  up.  20,000  Ord.  Shares  were  issued  fully  paid  in  payment 
for  the  goodwill  of  the  business  taken  over  by  the  Co.  The  balance 
of  the  Ord.  Shares  were  offered  to  the  public,  and  fully  subscribed. 
Fifteen  shillings  per  share  was  called  and  paid  up,  except  5^.  per 
share  on  1,000  shares,  which  remained  unpaid  as  on  Dec.  31,  1919. 
Two  hundred  £100  6%  Debentures  were  issued  at  105  and  fully  paid 
up.  In  addition  to  the  A/cs  necessary  to  record  the  above  transactions, 
the  following  Ledger  balances  were  extracted  from  the  books  as  on 
Dec.  31,  1919:  Machinery  and  Plant,  £15,840;  Prelim.  Expenses 
A/c,  £573;  Manufacturing  Wages,  £37,841;  Purchases,  £189,742; 
Purchases  Returns,  £1,124;  Sales,  £260,836;  Sales  Returns,  £924; 
Staff  Pension  Fund,  £9,500;  Investments,  Staff  Pension  Fund, 
£9,495;  Advertising,  £3,750;  Factory  Fuel  and  Lighting,  £2,862; 
Machinery  Repairs,  £741;  Salaries  of  Factory  Managers,  £2,3C0; 
Salaries  of  Office  Staff,  £3,261 ;  Debenture  Interest,  £1,200 ;  Motor 
Lorries,  £2,800;  Petrol  and  Running  Expenses  of  Lorries,  £376; 
Transfer  Fees,  £8;  Factory  Expenses,  £1,384;  Bonus  to  Factory 
Workpeople,  £2,000 ;  Bonus  to  Office  Staff,  £5C0 ;  Office  Expenses, 
£472;  Office  Furniture,  £600;  Directors'  Fees,  £1,000;  Discount  A/c 
(Credit  balance),  £127;  Stock,  Dec.  31,  1918,  £32,986;  Sundry  Drs., 


914       BOOK-KEEPING  AND  ACCOUNTS 

£22,940;  Sundry  Crs.,  £21,784;  Bad  Debts,  £724;  Audit  Fee,  £126; 
Freehold  Factory  and  Office,  £38,500 ;  Cash  at  Bank,  £9,990 ;  Cash  in 
hand,  £986;  Apprentices'  Premiums  reed.,  £650;  Xational  •  Health 
Insurance  (Factory),  £378;  Travellers'  Salaries  and  Commissions, 
£2,989. 

Prepare  Manufacturing  and  P.  and  L.  A/cs  for  the  year  ended 
Dec.  31,  1919,  and  a  B/S  as  on  that  date,  taking  into  consideration 


o/ 


o» 


the  following:  (a)  Depreciation,  Machinery  and  Plant  10 
Motor  Lorries,  15%,  Office  Furniture,  5^o;  (^)  Wages  for  one  week, 
£738,  and  Salaries  for  1  mo.,  £275,  were  due  as  on  Dec.  31,  1919,  and 
had  not  been  passed  through  the  books;  (r)  Vendors  were  liable  for 
one-third  Prelim.  Expenses ;  {d)  Reserve  for  Bad  Debts  to  be  created 
amounting  to  £1,400;  {e)  Stock,  Dec.  31,  1919,  £46,942;  (/)  On  Dec. 
28,  1919,  a  claim  for  £250  was  received  for  non-delivery  of  goods 
within  the  contract  time.  The  Claim  is  admitted,  but  no  entries  had 
been  made  in  the  books;  (g)  A  contribution  of  £600  from  the  Profits 
to  the  Staff  Pension  Fund ;  {h)  £5,000  to  be  carried  to  a  Reserve  A/'c ; 
{i)  £260  of  Apprentices'  Premiums  to  be  carried  forward  to  next 
year ;  (j)  No  provision  is  to  be  made  in  A/cs  for  the  dividend  due  on 
Pref.  Shares  for  the  year  ended  Dec.  31,  1919. 


LONDON  CHAMBER  OF  COMMERCE. 
Senior  Commercial  Certificate,  November  191L 
[For  solutions  see  Key,  p.  412.] 

(1)  Are  Assurance  Companies  under  statutory  obligations  with 
regard  to  their  annual  A/cs  ?  Prepare,  from  the  figures  below,  the 
Revenue  A/c  of  the  East  Coast  Assurance  Co.,  Ltd.,  for  the  year 
ended  Dec.  31,  1910,  and  give  the  amount  of  the  Life  A^^urance  Fund 
at  that  date  :  Amount  of  Life  Assce.  Fund  at  beginning  of  year, 
£2,567,000;  Surrenders,  £9,462;  Premiums,  £620,500;  Considera- 
tion for  Aimuities  granted,  £38,450;  Bonutes  paid  in  Cas-h,  £7,480; 
Expenses  of  Management,  £1 8,750 ;  Interest  and  Dividends,  £64,500 ; 
Income  Tax  paid  thereon,  £^},762;  Annuities  paid,  £21,640;  Com- 
mission, £10,700;  Fines  for  revival  of  Policies--,  £120;  Claims  (by 
death),  £12,500,  (by  maturity),  £27,800;  Dividends  paid  to  Share- 
holders, £10,450. 

(2)  From  the  following  particulars  make  up  Alfred  Tate's  return 
for  Income  Tax  and  Super-tax  for  the  year  1911/12,  stating  the 
amount  payable  in  each  cas-e.  Income  from  Authorship :  1908, 
£700;  1909.  £900;  1910,  £1,700.  He  possesses  £50,000  3|%  Colonial 
Stock,  and  £60,000  Chine.«e  Govt.  4J%  Bonds.  He  is  insured  with 
the  Prudential  and  pays  a  premium  of  £150  p.  a.  His  wife  has  no 
income.  He  has  one  child  under  16  years  of  age.  (3)  Prepare 
A/cs  showing  the  history  of  the  following  investment  of  U.  Brunner. 
Bought,  on  Aug.  3,  1909,  £1,150  Canadian  West.  Rly.  5%  Deb.  Stock 
@.  86i%,  and  paid  £10  3*.  for  stamps,  commission,  etc.  Sold  the 
stock'on  April  29,  1910,  and  paid  £11  Is.  Expenses.  Deb.  Int.  is 
payable  half-yearly  on  April  1  and  Sept.  1,  less  tax  (to  be  taken  @ 
Is.  '2d.  in  the  £).  (4)  Show  the  Journal  entries  for  the  following 
transaction  :  The  Ravary  Printing  Machine  Co.,  Ltd.,  is.«ued,  on 
June  30,  1911,  100,000  Ord.  £1  Shares  at  a  premium  of  5s.  per  share, 
payable  on  application.    The  shares  were  payable  lOs.  per  share 
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on  application  and  15?.  on  allotment.    The  issue  was  fully  sub- 
scribed, and  allotment  was  made  on  July  15,  1911. 

(5)  The  follomng  balances  were  extracted  from  the  books  of 
H.  Francis,  Manufacturing  Stationer,  on  Dec.  31,  1910  :  H.  Francis^ 
Cap.  A/c,  £10,000 ;  Furniture  and  Fittings,  £342  Is.  7c?. ;  Land  and 
Buildings,  £2,171  135.  Id.;  Drawings,  £420;  Cash  at  Bank,  £242 
16.5.  M.;  Cash  in  hand,  £14  11*.  2d.',  Sales,  £18,767  Is.  Id.;  Sales 
Returns,  £124  145.  \\d.;  Carriage,  £345  Is.  Id.;  General  Expenses, 
£241  2.S.  2d.;  Manufacturing  Wages,  £3,124  lis.  2d.;  Dis.  allowed,. 
£263  12.S. ;  Dis.  received,  £199  Is.  9cZ. ;  Bank  Charges,  etc.,  £7  Ss.  Sd. ; 
Loan  from  Ed.  Francis,  £1,000 ;  Office  Salaries,  £427  12s. ;  Purchases^ 
£13.271  14.5.  U.;  Purchases  Returns,  £97  7s.  Id.;  Stock,  Dec.  31, 
1909,  £4,017  2s.  \d. ;  Plant  and  Machinery,  £1,442  12s.  Id. ;  Reserve 
for  Bad  Debts,  £310  7s.  M.;  Svndrv  Crs.,  £1,242  14s.  Ud.;  Manu- 
facturing  Charges,  £271  12s.  Id.;  Rates  and  Taxes,  £242  Os.ld.; 
Sundry  Drs.,  £4,382  14s.  11^.;  Bad  Debts,  £92  12s.  2d.;  Insurance,. 
£47  6s.  3d. ;  Bills  Receivable,  £123  13s.  9d.  Prepare  Trading  and 
P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1910,  and  B/S  at  that 
date,  but  before  doing  so  take  into  consideration  the  following : 
(a)  Write  10%  Depreciation  off  Plant  and  Machinery;  (6)  A  new 
machine,  cost  £250,  was  put  down  in  Nov.  1910,  but  was  not  paid 
for,  and  no  entries  were  put  through  the  books ;  (c)  Write  10% 
Depreciation  off  Furniture  and  Fittings;  (d)  Stationer^',  value  £47 
8s.  2d.,  taken  from  stock  during  the  year  and  used  in  the  business, 
was  to  be  charged  out  but  had  not  been  recorded  in  the  books; 
(e)  Increase  Reserve  for  Bad  Debts  to  £500 ;  (/)  Unexpired  Insurance 
on  Dec.  31,  1910,  amounted  to  £12  4s.  2d;  (g)  £12  due  Dec.  31,  1910, 
for  interest  on  Loan  from  Ed-.  Francis  had  not  been  put  through  the 
books;  {h)  Stock  on  13ec.  31,  1910,  was  valued  at  £4,247  6s.  6d.,  and 
Bills  Receivable  on  that  date  but  not  yet  due,  value  £117,  had  been 
discounted. 


LONDON  CHAMBER  OF  COMMERCE. 

Senior  and  Teachers'  DirLOMA,  May  1912. 

[For  solutions  see  Key,  p.  416.] 

(1)  Prepare,  in  statutory  form.  Revenue  Account  of  the  Minster 
Assurance  Co.,  Ltd.,  for  the  year  ended  Dec.  31,  1911,  from  the 
following  figures: — Claims:  By  death,  £76,140;  By  maturity, 
£30,110.  Premiums,  £705,690;  Transfer  Fees,  £129;  Consideration 
for  Annuities  granted,  £82,127;  Annuities  paid,  £53,461 ;  Bonuses 
paid  in  Cash,  £2,416;  Expenses  of  Management,  £31,920;  Commis- 
sion, £9,574;  Interest,  Dividends  and  Rents,  £97,840;  Income  Tax 
thereon,  £5,710;  Surrenders,  £13,140;  Bonuses  in  reduction  of 
Premiums,  £980 ;  Dividends  paid  to  Shareholders,  £5,5C0 ;  Amount 
of  I-iife  Assurance  Fund  at  the  beginning  of  the  year,  £1,521,000. 

(2)  The  Nom.  Cap.  of  the  Richmond  Co.,  Ltd.,  consists  of  100,000 
Shares  of  £1  ea.  These  were  issued  in  1910,  and  fully  called  up  in 
four  equal  instalments  of  5s.  each.  On  Feb.  12,  1911,  the  Directors 
passed  a  resolution  forfeiting  the  1,000  shares  held  by  \Y.  A.  Richard- 
son, the  final  instalment  due  thereon  not  having  been  paid.  On 
May  1,  1911,  the  1,000  forfeited  shares  were  issued,  as  fully  paid,  to 
Captain  Hayward  who  paid  £500  for  them.  Give  the  entries  neces- 
sary to  record  these  transactions  in  the  Company's  books. 


016       BOOK-KEEPING  AND  ACCOUNTS 

(3)  The  George  C.  Waud  Finance  Corporation,  Ltd.,  hold  a  large 
number  of  investments.  Explain  briefly  what  records  you  would 
advise  the  Company  to  keep  relative  to  these.  Give  jiro  formd 
ruling  of  the  le<lger  account  recommended  and  enter  therein  not  more 
than  six  items.  (4)  What  is  "Super-tax"?  Upon  whom  is  it 
levied  ?  On  what  basis  are  the  trading  profits  of  a  partnership 
assessed  for  this  tax  ? 

(5)  The  A.  R.  Waddell  Co.,  Ltd.,  formed  to  purchase  a  manu- 
facturing business,  was  registereil  on  Jan.  1,  1911,  with  a  Nom. 
Cap.  of  £100,0(K),  divided  into  10,000  Ord.  Shares  of  £10  ea.  With 
the  undermentioned  exception,  these  shares  were  offered  to  the 
public,  7,500  being  subscribed  and  allotted.  As  part  purchase  price 
of  the  business,  500  shares  were  allotted  as  fully  paid  to  the  vendor. 
The  shares  issued  to  the  public  were  payable  :  £2  10«.  per  share  on 
application,  £2  10s.  on  allotment,  £2  10*-.  on  March  31,  1911,  and  the 
balance  as  and  when  required.  The  final  balance  bad  not  been  called 
up  on  Dec.  31,  1911.  In  a<ldition  to  the  balance  of  the  Cap.  A/c,  the 
following  balances  appeared  in  the  Company's  books  on  Dec.  31, 
1911:  Salaries,  £3,060;  Manufacturing  Wages,  £22,421 ;  General 
Expenses,  £941;  Stock  (Jan.  1,  1911),  £10,210;  Rents  received, 
£300;  Reserve  for  Depreciation  of  Buildings,  £3,C00;  Carriage, 
£6,119;  Sundry  Drs.,  £16,342 ;  Sundry  Crs.,  £6,124;  Rates,  Taxes 
and  Insurance,  £2,450 ;  5%  Debs.,  £5,000 ;  Deb.  Interest  (from  date 
ofissueto  June30, 1911 ),  £107;  Purchases,  £102,551 ;  Sales,  £142,412; 
Calls  in  arrear,  £250;  Repairs  and  Renewals,  £1,027;  Freehold  Land 
and  Buildings,  £26,000;  Reserve  for  Bad  Debts.  £250;  Goodwill, 
£10,000;  Purchases- Returns,  £4,001;  Sales— Returns,  £4,759; 
Bills  Pavable,  £962;  Alterations  and  Improvements,  £2,506; 
Advertising,  £2,793;  Directors'  Fees,  £750;  Legal  Expenses,  £61; 
Preliminary  Expenses,  £447 ;  Plant,  Machinery  and  Fixtures,  £9,510; 
Lighting  and  Heating,  £766;  Discount  A/c  (Dr.  balance),  £1,174; 
Travellers'  Expenses  and  Commission,  £647 ;  Bank  Overdraft,  £1,789 ; 
Cash  in  hand,  £198.  Prepare  Trading  and  P.  and  L.  A/cs  for 
the  year  ended  Dec.  31,  1911,  and  B/S  as  on  that  date.  State 
briefly  what  conclusions  the  accounts  of  the  Company  would  lead  you 
to  draw.  Before  preparing  the  accounts,  take  the  following  matters 
into  consideration :  (« )  Write  10%  Depreciation  off  Plant  and 
Machinery;  (6)  Increase  Reserve  for  Bad  Debts  to  £500;  (c)  Carry 
"forward  £50,  Insurance  paid  in  advance;  {d)  The  amount  spent 
upon  Alterations  and  Improvements  is  to  be  written  off  by  equal 
instalments  over  a  period  of  5  years  ending  Dec.  31,  1915 ;  (e)  Write 
off  the  whole  of  the  Preliminarv  Expenses;  (/)  Stock  in  hand  on 
Dec.  31,  1911,  was  valued  at  £12,347. 

(6)  Are  the  pu Wished  accounts  of  Gas  Companies  subject  to  any 
statutory  regulations  ?  Give  rulings  you  recommend  for  any  two 
of  the  principal  books  employed  by  Gas  Companies,  and  briefly 
xlescribe  their  uses.  (7)  Pemet  Ducher  &  Co.,  Ltd.,  I^ondon,  have 
a  branch  office  in  a  South  American  Republic,  where  the  exchange 
fluctuations  are  considerable.  The  books  of  the  branch  are  kept 
in  local  currency  only,  and,  at  the  close  of  each  financial  year,  a 
T.  B.,  P.  and  L.  A/c,  and  B/S  are  sent  to  the  London  Office.  Briefly 
describe  how  you  would  amalgamate  the  branch  figures  with  those 
of  the  Head  Office.  At  what  rates  would  you  convert  (a)  The  P. 
and  L.  A/c  balance,  (6)  Floating  Assets,  (c)  Fixed  Assets,  and  {d) 
Remittances  from  London  ? 
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LONDON  CHAMBER  OF  COMMERCE. 

Senior  Commercial  Certificate,  November  1912. 
[For  solutions  see  Key,  p.  418.] 

(1)  Differentiate  between  the  terms  "Double  Account  System" 
and  "  Double  Pantry  System."  In  what  classes  of  undertaking  is 
the  former  system  used  ? 

(2)  The  businesses  of  Norman  Brown  and  Saxon  Green  were  amcal- 
gamated  under  the  style  of  "  Brown  and  Green  "  on  Mar.  1,  1911. 
The  P.  and  L.  A/c  below  shows  the  result  of  the  first  year's  trading 
of  the  partnership  : — 

«.  d.  £       ,.  d. 

,000    0     0 


To  Salaries  (including  £200 

By  Gross  Profit . 

.     paid  to  each  Partner) . 

1,200    5    0 

,,  Interest  on  Consols 

„  Interest  on  Capital 

190    0    0 

„  Rent    of    portion 

„  Income  Tax  (Sch.  A)     . 

9  14  10 

Premises    sublet 

„  Rent      .        ,        .        . 

190    5    2 

10/-  per  week    . 

„  Rates      .        .        .... 

76  19    2 

,,  Interest  on  Loan  . 

11    6    0 

„  Depreciation  on  Macliin- 

,        ery  (15%  on  £600)      . 

90    0    0 

'„  Balance  carried  down  . 

1,293    7    2 

35  17    4 
26    0    0 


£3,061  17    4  £3,061  17    4 

By  Balance  brought  down  £1,293  7*.  2d. 

<•'  The  P.  and  L.  A/c  balances  (after  adjustment  for  Income  Tax 
purposes)  of  the  individual  firms  for  the  three  preceding  years,  were 
as  follows  : — 


For  the  year  ended  Mar.  I,  1909,  Bro\^Ti  Profit  760 

1910,        „         „       940 

»         1911,        „        „    1,010 


Green  Profit  40. 
„  „  50. 
„     Loss  20. 


Prepare  the  Firm's  Income  Tax  Return  for  1912/13,  ignoring  the 
question  of  the  division  of  profits.  An  allowance  of  7^%  for  "wear 
and  tear  of  Machinery  had  been  agreed  with  the  Surveyor. 

(3)  Rule  form  of  Cash  Book  required  in  a  business  where  a  General 
Ledger,  two  Bought  Ledgers  and  two  Sold  ledgers  are  in  use,  the 
Ledgers  being  "  self-balancing."  Explain  brietiy  how  you  would 
carry  out  the  principles  of  ''  self -balancing  "  ledgers  in  connection 
with  this  Cash  Book.  (4)  The  Blakewell  Manufacturing  Company, 
Ltd.,  issued  £10,000  Debentures  at  5%  discount.  Underwriting 
costs,  etc.,  were  2J%  on  the  issue.  Show  these  transactions  in  the 
books  of  the  Company  and  in  the  Company's  B/S,  assuming  that 
neither  discount  on  the  issue  nor  underwriting  costs,  etc.,  had  been 
written  off  on  the  date  when  the  B/S  was  prepared. 

(5)  J.  Skinner  and  H.  Fuller  are  partners  as  Wholesale  Grocers, 
The  balances  of  their  Cap.  A/cs  were  equal  as  on  Dec.  31,  1911.  In 
addition  to  the  balances  of  the  Cap.  A/cs,  the  following  balances 
appeared  in  the  books:  J.  Skinner  (Drawings  A/c),  £971  10s.; 
H.  Fuller  (Drawings  A/c),  £842  12s.  &d. ;  Office  Salaries,  £979  75.  6rf. ; 
General  Expenses,  £174  195.  Id.;  Factory  and  Warehouse  Wages, 
£2,356  175.  4(Z. ;  Piates,  Taxes  and  Insurance,  £470  45.  lOc?. ;  Repairs 
and  Renewals,  £142  35.;  Manufacturing  Expenses,  £371  125.  4d. ; 
I^egal  Expenses  and  Audit  Fee,  £67  25.;  Travellers'  Expenses  and 
Commission,  £547  05.  Id.;   Advertising,  £12,127  45.  2d.;   Discount 
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Account  (Dr.  bal.),  £124  18^.  Id.-,  Sundrj^  Drs.,  £7,982  135.  4d.; 
Sundry  Crs.,  £3,641  12«.  2d.;  Purchases,  £10,724  125.  5c?.;  Sales, 
£28,990  155.;  Rents  received,  £76;  Carriage  Inwards,  £374  35.  3d.; 
Carriage  Outwards,  £537  45.  Id. ;  Plant,  Machinen^  and  Fixtures, 
£1,489  65.  M.;  Freehold  Land  and  Building?,  £6,237  I65.;  Stock  in 
hand  (Dec.  31,  1910),  £7,047  II5.  4d.;  Postage  and  Stationery-, 
£243  145.  Id. ;  Bad  Debt^s  written  off,  £141  9«.  4d. ;  Purchases  Returns, 
£351  45.  6d.;  Sales  Returns,  £1,240  55.;  Cash  at  Bank,  £1,110  195.; 
Cash  in  hand,  £112  125.  Id.  Prepare  Trading  and  P.  and  L.  A/cs 
for  the  year  ended  Dec.  31,  1911,  and  B/S  on  that  date,  but  before 
doing  so  take  the  following  into  conj^ideration :  (a)  Write  10% 
Depi^eciation  off  Plant.  Machinerj'  and  Fixtures;  (6)  J.  Skinner 
withdrew  Capital,  £1,000,  on  June  30,  1911;  (c)  Create  Re^:e^ve 
for  Bad  and  Doubtful  Debts  of  2*%  on  the  Debtors;  (d)  Charge 
Interest  on  Capital  (but  not  on  Drawings)  at  5%  p.  a;  (e)  Carry 
forward  unexpired  Insurance  and  Rates,  £18  85.  2d.  and  £24  75.  6a. 
respectively;  (/)  Chanie  against  P.  and  L.  A/c  for  advertising  30*^o 
on  the  net  sales,  and  carrj'  forward  the  balance  of  the  Advertising 
A/c ;  (g)  Losses  arc  to  be  borne  equally,  but  profits  are  to  be  divided 
as  follows  :  two-fifths  to  J.  Skinner,  two-fifths  to  H.  Fuller,  one- 
fifth  to  be  set  aside  for  division  amongst  employees;  (h)  Stock  in 
hand  on  Dec.  31,  1911,  was  agreed  at  £6,954  125.  2d. 

i 
LONDON  CHA^IBER  OF  COMMERCE. 
Senior  and  Teachers'  Diploma,  May  1913. 
[For  solutions  see  Key,  p.  421.] 

(1)  The  Northern  ColUery  Co.,  Ltd.,  leased  a  Coal  Mine  for  20 
years  from  Jan.  1,  1906,  paying  M.  per  ton  royalty  on  output,  with 
a  minimum  rent  of  £400  p.  a.,  and  power  to  recoup  short-workings 
over  the  first  6  years  of  the  lease.  Show  Roj'^alty,  Short -workings, 
and  I^andlord's  A/cs,  assuming  annual  output,  in  tons,  for  the  first 
5  vears  to  be  as  follows  :  1906,  10,000;  1907,  16,0C0;  1908, 17,000; 
1909,  18,000;   1910,  20,000. 

(2)  On  Jan.  1,  1912,  a  Company  was  formed  to  acquire  Albert 
Durand's  business.  The  Nom.  Cap',  was  £20,(K)0  divided  into  10,000 
£1  Ord.  Shares,  and  1,000  6^0  Pref.  Shares  of  £10  ea.  5,000  Ord., 
and  500  Pref.  Shares  were  allotted  fully  paid  to  the  vendor,  and  on 
Jan.  5,  1912,  the  balance  of  the  Ord.  Shares  was  issued  to  the  public 
at  a  premium  of  55.  per  share,  of  which  75%  was  applied  for  and 
allotted,  the  terms  being  IO5.  per  share  (including  premium)  on 
application,  75.  6d.  per  share  on  allotment,  and  the  balance  on 
Mar.  31,  1912.  Allotment  was  made  on  Jan.  12.  All  application 
and  allotment  monies  were  paid  except  that  due  on  the  allotment 
of  500  shares  to  Victor  Verdier.  These  shares  were  forfeited  by 
the  Directors  on  Mar.  15,  1912,  and  re-issued  on  Mar.  22  to  Hugh 
Dickson  on  his  paying  the  amount  due  on  the  shares.  Show  these 
transactions  as  they  would  appear  in  the  Company's  books,  assuming 
the  call  due  Mar.  31,  1912  has  been  made,  but  no  cash  in  respect 
of  it  has  been  received. 

(3)  What  do  you  understand  by  a  Preliminary  Expenses  A/c? 
What  expenses  are  commonly  charged  to  this  A/c,  and  why  ?  (4) 
WTiat  benefit  accrues  to  a  consignor  by  drawing  upon  his  consignee 
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against  the  consignment  ?     Show  by   jn-o  forvid  entries  how  the 
consignor  treats  such  a  bill  in  his  books. 

(5)  A  Patent  Medicine  Company  was  formed  in  July  1,  1911,  with 
a  Nom.  Cap.  of  £50,000,  divided  into  £1  Shares.  The  shares  were 
offered,  and  38,000  were  applied  for  and  allotted  to  the  public.  On 
June  30,  1912,  15^.  per  share  had  been  called  and  paid,  except  5s. 
per  share  on  400  shares.  In  addition  to  the  balances  represented  by 
the  foregoing,  the  following  appeared  in  the  Company's  books  on 
June  30,  1912  :  Cash  at  Bank,  £3,622  17s.  6d. ;  Cash  in  hand, 
£96  4s.  1^.;  Sales,  £22,947  Is.  4fZ. ;  ^Sales  Returns,  £429  2s.  2d.; 
Insurance  and  Revenue  Stamps,  £647  9s.  Id. ;  Int.  on  temporary 
Bank  Deposit,  £14  Is. ;  Plant  and  Machineiy,  £9,673  10s. ;  Fixtures 
and  Fittings,  £976  6s.  Sd.;  Manufacturing  Wages,  £8,610  4s.  Id.; 
Advertising,  £14,205  19s.  9d.;  Salaries,  £942;  Carriage  Inwards, 
£412  19s.  lOd.;  Carriage  Outwards,  £641  2s.  9d. ;  General  Expenses, 
£216  4s.  6d.;  Purchases,  £6,428  13s.  4rf. ;  Purchases  Returns,  £314 
6s.  2d. ;  Rent,  Rates  and  Taxes,  £614  10s.  lOd. ;  Lighting  and  Heat- 
ing, £97  16s.  Id.;  Sundry  Drs.,  £5,414  14s.  Id.;  Sundry  Crs.,  £2,141' 
14s.  Sd. ;  Bills  Payable,  £612  6s. ;  Preliminary  Expense?,  £207  6s.  Id. ; 
Discount  A/c  balance,  £92  7s,;  Directors'  Fees,  £150;  E'ectric 
Power,  £949  19s.  llcZ.  Prepare  Trading  and  P.  and  L.  A/cs  for  the 
year  ended  June  30,  1912,  and  B/S  at  that  date,  after  taking  into 
consideration  the  following  :  (n)  Write  10%  Depreciation  off  Plant 
and  Machinery,  and  (6)  5%  off  Fixtures  and  Fittings;  (c)  Create 
Reserve  for  Bad  and  Doubtful  Debts  =  2h%  on  Sundry  Drs. ;  {d) 
Write  off  all  Preliminary  Expenses,  and  (e)  Advertising  by  equal 
Annual  instalments  over  three  years  ending  June  30,  1914 ;  (/)  The 
Manager  is  entitled  to  5%  Commn.  on  net  profits  after  charging  this 
Commn.  and  all  other  charges  and  appropriations  of  profits  except 
dividends;  {g)  Unexpired  Rates  and  Insurance  on  June  30,  1912, 
were  £39  4s.  Id.  and  £47  2s.  respectively;  {h)  Stock  at  June  30, 
1912  =£3,942  Is.  lOd. 

(6)  State  briefly  any  defects  presented  by  the  Double  Account 
System  of  accounting.  (7)  A  London  manufacturing  Company  has  a 
branch  in  S.  America  where  the  local  currency  constantly  fluctviates 
in  value.  Give  concise  instructions  to  the  London  book-keeper  how 
the  A/cs  between  London  and  S.  America  are  to  be  kept  and  adjusted. 


LONDON  CHAMBER  OF  COMMERCE. 

Senioe  Commercial  Certificate  and  Teachers'  Diploma, 

November  1913. 

[For  solutions  see  Key,  p.  426.] 

(1)  T.  Landry  and  R.  Lambert,  equal  partners  in  a  business,  agreed 
to  dissolve  and  realize  the  business  as  on  June  30,  1913,  when  the 
B/S  was  as  follows: — Liabilities:  T.  Landrv,  Cap.  A/c,  £3,000; 
R.  Lambert,  Cap  A/c,  £700;  Sundry  Crs.,  £2,300.  Assets:  Sundry 
Assets,  £5,150;  Cash,  £850.  The  expenses  of  realization,  paid  in 
cash,  were  £270,  and  the  Sundry  Assets  produced  £3,920.  Show 
iully  the  result  of  the  reaUzation,  concluded  on  Aug.  16,  1913.  By 
the  partnership  articles  any  deficiency  in  the  Cap.  A/c  of  either  is 
at  once  to  be  made  good  in  cash.  (2)  On  Jan.  1,  1913,  Jaokson  &  Co. 
.accept  W.  Grant's  bill  drawn  at  3  m/d  for  £500.  On  Feb.  1,  r913, 
•Grant  negotiates  the  bill  to  Robinson's,  Ltd.,  who  at  once  discount 
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it  at  4%  p.  a.  The  bill  is  dishonoured  but,  by  instruction,  no  charges 
were  incurred.  The  drawee  then  gives  a  new  bill  for  the  original 
amount  plus  1%,  payable  1  m/d.  Show  these  transactions  in  the 
books  of  each  of  the  parties  to  these  bills.  (3)  What  is  meant  by 
Debentures  issued  at  a  discount  ?  Give  an  example,  illustrating 
how  you  would  show  such  debentures  in  a  Company's  B/S.  (4)  What 
details  must  be  obtained  and  grouped  together  in  a  Cost  Sheet  to 
arrive  at  the  total  cost  of  manufacture  of  any  article  ?  Illustrate 
your  answer  by  giving  a  Cost  Sheet  adapted  to  any  manufacturing 
business  with  which  you  are  familiar. 

(5)  On  Jan.  1,  1912,  the  X.  Y.  Z.  Co.,  Ltd.,  was  formed  with  & 
Nom.  Cap.  of  £110,000,  divided  into  100,000  £1  Ord.  Shares,  and 
1,000  £10  8%  Pref.  Shares.  The  shares  were  offered,  95,800  Ord. 
Shares,  and  all  the  Pref.  Shares  being  apphed  for  and  allotted.  On. 
Dec.  31,  1912,  12«.  6rf.  per  share  had  h«en  called  up  on  the  Ord. 
Shares,  being  5s.  on  application,  bs.  on  allotment,  and  2s.  6d.  on  first 
call  made.  Mar.  1,  1912.  Except  7?.  6rf.  per  share  on  800  shares 
the  amount  called  up  had  been  paid,  and  these  were  fori"eited  by  the 
Directors  on  April  1,  1912.  The  P^f.  Shares  were  fully  paid,  la 
July,  interim  dividends  were  paid  of  6rf.  per  share  on  the  *Ord.  Shares 
and  4%  on  the  Pref.  Shares.  Ignore  the  question  of  Income  Tar 
in  connection  with  these  dividends.  In  addition  to  the  balances  of 
the  above  transactions,  the  following  appeared  in  the  Companv's 
books  on  Dec.  31,  1912  :  Rent,  Rat^s,  Taxes  and  In.surance,  £2,298 
55.  9d.;  Dis.  A/c  (Cr.  bal.),  £69  4^.  Id.;  Salaries,  £2,800;  Directors* 
Fees.  £250;  Sundrv  Crs.,  £4,899  0*.  Id.;  Bills  Receivable,  £422 
6s.  Id.;  Repairs,  £4^2  17*.;  Advertising,  £9,660;  Int.  paid  on  Morii- 
gage  to  Dec.  31,  1912,  £112  10*.;  Freehold  and  Leasehold  Property, 
£25,267 ;  Office  Expenses,  £1,644  2s.  3rf. ;  Goodwill,  £14,000 ;  PreHm. 
Expenses,  £411  10^.;  Bad  Debts,  £329  6s.  Sd.;  Sales,  £93,120  15*. 
llrf.;  Sales  Returns,  £1,510  Us.  4d.;  Purchases,  £67,954  I2s.  llrf.; 
Purchases  Returns,  £1,925  8*.  3d.;  Plant  and  Machinery,  £6,721 
155.  Id. ;  Furniture  and  Fittings,  £2,978  135.  4d. ;  Factorj-  Expenses 
£247  145.  5d.;  Mortgage  (4*%)  on  Company's  Freehold  Property, 
£5,000;  Transfer  Fees,  £1  75.  6(/.;  Carriage,  £1,202  75.  5d.;  Manu- 
facturing Wages,  £11,222  l5.  Id.;  Sundry  Drs.,  £20,293  155.  Sd.; 
Lighting  and  Heatinj?,  £115  15*.;  Factory  Fuel  and  Power,  £247 
45.  lid.;  Cash  at  Bank,  £1,547  145.  lOd.;  Cash  in  hand,  £95  125.  \d. 
Prepare  Trading  and  P.  and  L.  A/cs  for  year  ended  Dec.  31,  1912, 
and  B/S  on  that  date,  after  taking  into  consideration  the  following: 
(a)  Unexpired  Rates  and  Insurance  were  £127  l5.  Sd.;  (6)  Write 
off  all  Preliminary  Expemes.  £2,0C0  off  Leasehold  Property,  10')^ 
Depre>c:ation  off  Plant  and  Machinery,  and  5%  off  Furniture  and 
Fittings ;  (c)  Carry  forward  two-thirds  of  the  Advertising  expenditure ; 
(d)  Create  Reserve  for  Bad  Debts  =  5%  on  Drs.;  (e)  Stock,  Dec. 31, 
1912  =  £11,168  165.  Sd. 

(6)  Wliat  is  meant  by  the  expression  "  Reduction  of  Capital "  T 
In  what  circumstances  is  this  procedure  followed,  and  why  ?  (7) 
Rule  form  of  a  Water  Company's  Consumers'  Columnar  Ledger. 
Enter  six  entries  and  explain  the  advantages  of  such  a  ledger  aa 
compared  with  the  ordinary  kind. 
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LONDON  CHAMBER  OF  COMMERCE. 

Senior  Commercial  Certificate  and  Teachers'  Diploma, 

May,  1914. 

[For  solutions  see  Key,  p.  430.] 

(1)  Abel  Chatenay's  P.  and  L.  A/c,  as  agreed  with  the  Surveyor 
of  Taxes,  gave  the  following  results:  1909,  Profit ,  £9,500 ;  1910, 
Loss,  £610 ;  1911,  Profit,  £10,820.  Apart  from  the  above,  Chatenay's 
gross  income  for  the  year  preceding  assessment  was  :  Dividends 
and  Interest  (gross),  £1,200;  Director's  Fees,  £500;  Rents  from 
House  Property,  £900;  Wife's  Income,  £500.  His  Life  Assce. 
premium  was  £180  p.  a.  Prepare  Chatenay's  return  for  Super-tax 
•for  the  year  1913/14.  (2)  The  income  of  the  N.E.  Rubber  Trust, 
Ltd.,  is  derived  from  investments  in  rubber  and  other  Companies. 
Design  a  ledger  suitable  for  recording  the  Company's  investments 
and  make  three  specimen  entries  therein.  (3)  The  P.  and  L.  A/c 
of  Soleil  d'Or,  Ltd.,  prior  to  pavment  of  debenture  interest  for  the 
half-year  to  Dec.  31,  1913,  disclosed  a  profit  of  £12,850  as  on  Dec.  31, 
•  1913.  Paid-up  Capital  of  the  Company  was  £100,000,  divided  into 
50,000  £1  5%  Pref.  Shares,  and  50,000  £1  Ord.  Shares.  There  were 
also  100  Debs,  of  £100  ea.  at  4%  p.  a.  The  Directors'  recommenda- 
tions with  regard  to  the  above  balance  were  as  follows  :  (a)  Pay  half- 
year's  interest  due  Dec.  31,  1913,  on  the  Debs;  (6)  Pay  the  Pref. 
dividend  for  the  half-year  to  Dec.  31,  1913 ;  (c)  Pay  a  dividend  of  10% 
on  the  Ord.  Shares  for  the  vear  ended  Dec.  31,  1913,  free  of  Income 
Tax ;  (d)  Transfer  £5,000  to  Reserve,  making  that  A/c  £15,000  in  all ; 
(e)  Carry  forward  balance  to  next  year.  Show  the  entries  required 
to  record  these  transactions  in  the  Company's  books. 

On  Jan.  1,  1913,  a  Company  was  formed  to  take  over  J.  Brown 
&  Co's  business.  The  Nom.  Cap.  was  60,000  £1  Shares.  The  vendors 
received  10,000  shares  fully  paid,  in  part  payment  of  the  Assets,  and 
the  remainder  were  offered  to  the  public,  34,000  being  applied  for 
and  allotted.  By  Dec.  31,  1913,  17s.  6i.  per  share  had  been  called 
up  and  paid  except  that  2s.  Qd.  per  share  on  280  shares  was  unpaid, 
and  400  shares  had  been  paid  up  in  full.  In  addition  to  the  balances 
represented  by  the  foregoing,  the  following  balances  appeared  in  the 
Companv's  books  on  Dec.  31,  1913:  Cash  in  hand,  £79  85,  Id.; 
Cash  at'^Bank,  £2,106  4«.  M.;  Stock,  Jan.  L,  1913,  £4,005  Os.  U.; 
Sales,  £21,845  95. ;  Purchases,  £10,841  Us.  ^d. ;  Rates  and  Insurance, 
£528  0^.  9d.;  Plant  and  Machinery,  £6,793  10*.;  Fixtures  and 
Fittings,  £769  85.  Id.;  Manufacturing  Wages,  £4,180  2-5.  9d.;  Bad 
Debts,  £218  75.  Qd.;  Freehold  Premises,  £17,000;  Salaries,  £692; 
Factory  Power,  £89  75.  4rf. ;  Lighting,  £120  85. ;  Travellers'  Salaries 
and  Expenses,  £1,860  4s.  3d.;  Carriage  Outwards,  £1,441  195.  9d.; 
Goodwill,  £5,000 ;  General  Expenses,  £297  145.  Id. ;  Returns  Inwards, 
£413  25.  Qd.;  Returns  Outwards,  £214  Is.  6d.;  Sundry  Drs.,  £5,314 
85.  f)d.;  Sundry  Crs.,  £1,783  4s.  5d.;  Preliminary  Expenses,  £389 
75.  Qd.;  Dis.  A/c  (excess  of  dis.  allowed  over  dis.  received),  £1,467 
75.  lid.  Prepare  Trading  and  P.  and  L.  A/cs  for  the  year  ended 
Dec.  31,  1913,  and  B/S  on  that  date,  after  talcing  into  consideration 
the  following  :  (a)  Write  10%  Depreciation  off  Plant  and  Machinery, 
5%  off  Fixtures  and  Fittings,  and  £100  off  Preliminary  Expenses ; 
(6)  Reserve  £250  for  Directors'  Fees,  and  2A%  on  Sundry  Drs.  for 
Bad  and  Doubtful  Debts;    (c)  Charge  Vendors  with  £34  85.  Id., 
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being  bad  debts  on  Sundry  Drs.,  guaranteed  by  them ;  {d)  Rates 
owing,  £36  8«.,  Insurances  paid  in  advance,  £43  8#.  6d. ;  (e)  Stock 
at  Dec.  31,  1913  =  £5,643  lO*.  U. 

(6)  The  Dr.  and  Cr.  Sides  of  the  B/S  of  Limited  Companies  are 
often  headed  Liabihties  and  Assets  respectively.  Have  you  any 
objection  to  this  practice  ?  Is  there  any  obligation  to  provide  for 
waste  that  may  occur  in  the  fixed  or  floating*  assets  of  a  Limited 
Company  ?  If  so,  how  should  it  be  dealt- with  ?  (7)  Give  Form  of 
a  Valuation  B/S  of  an  Insurance  Company.  "NMiat  is  the  object  of 
such  a  B/S  and  when  is  it  usually  preferred  ? 

LONDON  CHAMBER  OF  COMMERCE. 
Senior  and  Teachers'  Diploma,  May  1919. 

(1)  On  Jan.  1,  1916,  W.  A.  Richardson  leased  a  Coal  Mine  from 
A.  Chatenay  for  21  years,  at  a  dead  rent  of  £1,0<.'0  p.  a.,  merging 
into  a  royalty  of  1^.  per  ton,  with  power  to  recoup  short-workings 
during  the  first  three  years  of  the  lease.  Tonnage  raised  was  as 
follows:  1916,  12,800  tons;  1917,  19,800  tons;  1918,29,800  tons. 
Up  to  Dec.  31,  1918,  Richardson  made  only  two  payments  on  A/c, 
viz.  :  Jan.  1917,  £1,000;  Jan.  1918,  £800.  Prepare  the  accounts  in 
W.  A.  Richardson's  books,  showing  the  position  as  on  Dec.  31,  1918. 

(2 )  Select  a  business  in  which  the  use  of  the  Slip  Syst-em  of  ledger 

rting  is  advantageous,  and  briefly  describe  how  the  system  would 
operated.  (3)  What  is  a  "  Cost  Sheet  "  ?  Select  a  business,  and 
submit  a  proformd  cost  sheet  for  the  information  of  tiie  proprietor. 
(4)  Wha,t  is  the  difference  between  a  Chimulative  and  a  Non-Cumula- 
tive Pref .  Share  ?  Does  this  difference  affect  the  annual  accounts  in 
any  way  ? 

(5)  J.  B.  Clark,  Cigarette  Manufacturer,  agreed  to  take  his  manager, 
L.  Hillingdon,  into  partnership  on  Jan.  1,  1918.  The  following  terms 
were  agreed:  {a)  A  Goodwill  A/c  of  £10.000  was  to  be  created, 
and  a  similar  amount  credited  to  J.  B.  Clark;  (b)  L.  Hillingdon 
was  to  have  a  salan'  of  £400  p.  a.,  payable  monthly;  (c)  Twelve 
monthly  drawings  on  a/c  of  profits  were  to  be  made  by  the  Partners, 
i.e.,  J."^  B.  Clark.  £60  per  month,  L.  Hillingdon,  £20  per  month; 
(rf)  Profits  and  Losses  were  to  be  shared  as  follows  :  J.  B.  Clark, 
two-thirds,  L.  Hillingdon,  one-third;  (e)  L.  Hillingdon  was  to  pay  in 
£2,000  as  his  capitaHn  the  business  on  Jan.  1,  1919.  Assume  that, 
as  on  Dec.  31,  1918,  all  entries  and  payments  arising  out  of  the  terms 
of  the  agreement  had  Ix'en  carried  out.  In  addition  to  the  accounts 
necessary  for  the  record  of  the  above,  the  following  balances  were 
extracted  from  the  books  of  the  firm  as  on  Dec.  31,  1918:  J.  B. 
Clark,  Cap.  A/c,  Dec.  31,  1917,  £2O,0CO;  Plant  and  Machinery, 
£17,800;  Fixtures  and  Fittings,  £2,400 ;  Rent  and  Rates  of  Factory, 
£050;  Lighting  (Factory  £120,  Office  £24),  £144;  License  and 
Insurance  (Factory  £300,  Office  £72),  £372;  Rent  and  Rates  of 
Office,  £270;  Factory  Expenses,  £571 ;  Factory  Power,  £494 ;  Office 
Expenses,  £124;  Sales,  Cigarettes,  £151.862^  Sales,  Shorts  and 
Sundries,  £2,234;  Sales  Returns,  Cigarettes,  £321;  Sales  Returns, 
Shorts  and  Sundries,  £124 ;  Purchases,  Tobacco,  £76,294 :  Purchases, 
Sundries,  £2,421 ;  Purc-hases,  Returns,  Tobacco,  £1,821 ;  Purchases, 
Returns,  Sundries,  £l06;  Office  Salaries,  £1,094;  Faeton'  Wages, 
£8,751;  Packing  Expenses,  £1,792:  Carriage  (Inwards  £821,  Out- 
wards £940),  £1,761;    Travellers'  Salaries  and   Expenses,  £2,371; 
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Advertising,  £5,000;  Stock  (Dec.  31,  1917),  £16,841;  Sundry  Crs., 
£4,682;  Sundry  Drs.,  £22,540;  Leasehold  Factory,  £10,000;  Cash 
at  Bank,  £7,240;  Cash  in  hand,  £1,070.  Prepare  Trading  and 
P.  and  L.  A/cs  for  the  year  ended  Dec.  31,  1918,  and  B/S  as  on  that 
date.  Before  doing  so  make  the  following  adjustments  :  (a)  Write 
10%  Depreciation  off  Machinery  and  Plant,  and  15%  oif  Fixtures  and 
Fittings;  (6)  Reserve  5%  on*^Sundry  Debtors  for  Bad  Debts;  (c) 
Reserve  5%  of  the  net  profits  for  distribution  as  a  bonus  to  the 
employees;  [d)  Stock  on  Dec.  31,  1918,  was  valued  at  £17,560; 
(e)  Carry  forward  50%  of  the  cost  of  Advertising ;  (/)  Credit  interest 
at  5%  to  Partners'  Capital  Accounts,  but  charge  no  interest  on 
Drawings;  {g)  Factory  Wages,, £68,  and  Office  Salaries,  £35,  were 
owing  at  end  of  year. 

(6)  Briefly  describe  a  system  of  book-keeping  suitable  for  the 
requirements  of  a  Water  Company.  Submit  ruling  of  not  more  than 
one  book  used  by  Water  Companies  which  presents  features  not 
common  to  those  employed  by  ordinary  trading  companies.  (7) 
When  G.  Dickson  submitted  his  accounts  for  assessment  under 
Sch.  D,  the  Surveyor  of  Taxes  surcharged  him  with:  (a)  10% 
Depreciation  on  Plant  and  Machinery,  which  was  reduced  from  15% 
to  5%;  (6)  Loss  by  Traveller's  defalcation;  (c)  Cost  of  installing 
Electric  Light  in  place  of  gas.  W^ould  you  advise  Dickson  to  appeal 
against  any  of  these  decisions  ?  If  so,  what  steps  should  he  take, 
and  what  success  is  he  likely  to  meet  with  ? 

LONDON  chambp:r  of  commerce. 

Senior  ai^d  Teachers'  Diploma,  November  1919. 

(1 )  Give  suitable  ruling  for  a  Partner's  Current  (Drawings )  Account 
as  it  would  appear  in  the  Private  Ledger  of  the  firm,  and  enter  the 
following  :  1918.  Jan.  1,  Credit  Balance,  £100;  Drawings,  March  31, 
£250 ;  May  1,  £100 ;  July  1,  £200 ;  Oct.  1,  £100 ;  Dec.  31,  £100 ;  Share 
of  Profits  for  the  year,  £1,685.  5%  interest  is  allowed  on  Balances 
to  the  credit  of  Partners  at  the  beginning  of  the  year,  and  is  also 
charged  on  Drawings. 

(2)  Edward  Powell  employs  one  Bought  Ledger  kept  on  the  self- 
ba lancing  system.  From  the  undermentioned  particulars,  prepare 
the  Bought  Ledger  Adjustment  Account  in  the  General  Ledger,  as 
on  Dec.  31,  1918  :  Jan.  1,  1918,  Creditors'  balances  out-standing 
in  Bought  Ledger,  £66,521  14s.  8c?.;  Dec.  31,  1918  (Totals  for  the 
year).  Credit  Purchases,  £210,581  19<s.  ^d.;  Cash  paid  to  Creditor*, 
£224,108  lis.  M.;  Discounts  and  Allowances  from  Creditors,  £981 
10-?.  4<i. ;  Acceptances  given  to  Creditors,  £2,984  lOs. ;  Goods  sold 
to  Creditors  and  settled  by  contra  accounts,  £321 ;  Purchases  returned 
to  Creditors,  £1,491  4s.  Id.  (3)  How  should  the  following  assets  be 
valued  in  the  B/S  of  a  Limited  Company  for  the  year  ended 
Dec.  31,  1918:  (a)  Patent:  Original  cost,  £2,000,  Cost  of  experi- 
ments to  date,  £1,525,  Fees  paid,  £132,  Date  of  grant,  Jan.  2,  1916; 
(6)  30,000  francs  in  French  Bank  Notes  purchased  at  27-22; 
(c)  £5,000  War  Loan  (forming  part  investment  of  reserve  fund) 
subscribed  at  par  and  now  quoted  at  94|. 

(4)  Machin  Bros,  purchased  goods  in  Paris  from  Hugo  &  Co., 
costing  30,000  francs,  and  accepted  their  bill  at  1  m/d,  which  was 
paid.  The  rate  of  exchange  on  the  day  of  purchase  was  29*25,  Show 
bow  these  transactions  would  appear  in    Machin    Bros.'    books: 
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(5)  George  Dickson,  trading  as  Dickson  &  Co.,  agreed  to  take 
C.  Testout,  carrying  on  a  similar  business,  into  partnership  as  en 
Jan.  1,  1918.  In  the  new  partnership  agreement:  (a)  The  good- 
will of  Dickson  &  Co.  was  valued  at  £5,000;  (6)  George  Dickson's 
capital  (after  taking  into  account  the  Goodwill  as  above)  was 
agreed  at  £15,000;  (c)  C.  Testout  was  to  bring  in,  as  on  Jan.  1, 
1918,  Stock,  £1,500,  Plant,  £1,000,  Book  Debts,  £850,  and  Ca-h, 
£1,650;  {d)  George  Dickson  was  to  have  two-thirds  of  tho  profits, 
and  C.  Testout  one-third ;  («)  5%  p.  a.  interest  was  to  be  allowed 
on  Capital,  but  no  interest  was  to  be  charged  on  Drawings ;  (/)  Prior 
to  ascertaining  profits,  the  drawings  of  partners  were  to  be  :  George 
Dickson,  £100  per  month,  and  C.  Testout,  £50  per  month.  Assume 
that  the  entries  arising  out  of  the  foregoing  had  all  been  passed 
through  the  books  of  the  firm  as  on  Dec.  31,  1918,  and  that  the 
following  additional  balances  were  extracted  from  the  books  on  that 
date:  I^sehold  Warehouse,  £4,056 ;  Fixtures  and  Fittings,  £1,500 ; 
Purchases,  £12,781;  Purchases  Returns,  £360;  Sales,  £27,854; 
Sales  Returns,  £271;  Warehouse  Wages,  £3,242;  Office  Salaries, 
£1,284;  Travellers'  Salaries  and  Commission,  £1,721;  Rent,  Rates 
and  Insurance  (Warehouse  £390,  OflHce  £150),  £540;  Dis.  A/c  (cr. 
bal.),  £32;  Stock  (Jan.  1,  1918),  £3,820;  Warehouse  Repairs,  £261; 
Office  Expenses,  £241;  Rent  of  Garage  Sub-let  (Warehouse),  £100; 
Bad  Debts,  £194;  Bank  Charges,  £68;  Sundry  Creditors,  £2,120; 
Sundry  Debtors,  £8,200 ;  Cash  in  hand,  £158;  Cash  at  Bank,  £3,265; 
Bills  Receivable,  £1,240;  Warehouse  Expenses,  £985;  Apprentices' 
premiums  received  (Warehouse),  £160.  Prepare  Trading  and  P. 
and  L.  A/cs  for  the  year  ended  Dec.  31,  1918,  and  B/S  as  on  that 
date.  Before  doing  so,  make  the  following  adjustments  :  (a)  Write 
15°o  Depreciation  off  Fixtures,  and  £150  off  Leasehold  Warehouse; 

(6)  Create  Reserve  for  Bad  Debts  equal  to  5%  on  Sundry  Debtors; 
(c)  Stock  on  Dec.  31,  1918,  was  agreed  at  £4,251 ;  (d)  £96  paid  to 
an  injured  Workman,  and  included  in  Warehouse  Wages  paid,  is 
recoverable  from  the  Em  plovers'  Liability  Assurance  Company. 

(6)  Explain  the  meaning  of  the  term  "  Chicost,"  and  briefly  describe 
two  methods  of  distributing  oncost  charges  in  a  manufacturing 
business.  (7)  The  Hoosier  Engineering  Company,  Ltd.,  carried  out 
the  following  alterations  in  their  works : — Shop  B,  valued  in  the 
Company's  books  at  £3,500,  was  pulled  down,  and  a  new  shop  erected 
on  the  site  costing  £8,800.  Old  materials,  valued  at  £900,  were  used 
by  the  Contractors  and  allowed  for.  New  Machinery  was  installed 
costing  £9,860,  and  old  machinery  valued  in  the  books  'at  £2,980, 
was  sold  for  £3,100.  The  Company's  own  staflF  fixed  the  new 
machinery  at  a  cost  (labour  and  materials)  of  £800,  the  lowest 
outside  tender  for  the  work  being  £1,000.  Show  the  entries  necessary 
to  record  the  above  transactions  in  the  Comi)any's  books. 


LONDON  CHAMBER  OF  COMMERCE. 

Senior  and  Teachers'  Diploma,  May  1920. 

(1)  What  is  "Working  Capital"?  Submit  pro formd  B/S  of  a 
Limited  Company  and  state  the  amount  of  the  Company's  Working 
Capital.  (2)  Where  should  the  undermentioned  items  appear  in 
the  published  accounts  of  a  Life  Assurance  Company  :  (a)  Income 
Tax  on  Interest,  Dividends,  etc. ;  (6)  Surrenders,  including  surrenders 
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of  bonus;    (c)  Consideration  for  Annuities  Granted;    {d)  Dividends 
paid  to  Shareholders;   (e)  Deposit  with  the  High  Court. 

(3)  Edward  Herriott  purchased  £3,000  Arcadian  Government 
6%  Gold  Bonds  on  Sep.  30,  1919,  at  95.  The  stamps,  etc.,  came  to 
325.  and  brokerage  was  '2s  6rf.%.  Interest  is  payable  on  Dec.  1 
and  June  1  each  year,  Herriott  sold  the  bonds  on  Dec.  15,  1919, 
at  93  J.  Prepare  the  Investment  Account  in  Herriott's  ledger  showing 
these  transactions,  and  assume  that  Income  Tax  for  the  period  was 
6s.  in  the  £.  (4)  \Vhat  is  the  "  Double  Account  System  "  ?  When, 
and  for  what  purpose  was  it  introduced  ?  Submit  jpro  forma  B/S 
prepared  under  this  system. 

(5)  The  Rayon  d'Or  Copper  Mining  Company  was  registered  on 
Jan.  1,  1919,  with  a  Nom.  Cap.  of  100,000  Ord.  Shares  of  £1  ea.  to 
work  concessions,  for  which  £50,000  was  paid.    All  the  Cap.  was  issued 
and  155.  per  share  paid  up  as  on  Dec.  31,  1919.     One  shareholder 
had  also  paid  up  the  balance  of  55.  per  share  on  his  holding  of  1,000 
shares.     On  July  1,  1919,  the  Company  issued  100  8%  Debs,  of 
£100  ea.  at  105,  the  issue  being  fully  subscribed  and  paid  up.     During 
the  year  1919,  a  deposit  of  vanadium  was  found,  and  the  Directors 
decided   to   treat  all  expenditure   thereon  as   capital  expenditure 
pending  developments.     In  addition  to  the  accounts  necessary  to 
record  these  particulars,  the  following  balances  were  extracted  from 
the   Company's   books  as   on   Dec.  31,   1919:     Buildings,   £8,000 
Loose  Tools,  £890;    Machinery  and   Plant,  £19,800;    Preliminary 
Expenses,  £1,250;   Stock  of  Stores  (Jan.  1,  1919),  £4,198;    Work 
men's   Wages,  £9,872;    Workman's    Wages    (Vanadium),    £1,288 
Office  Furniture,  £800 ;  Carriage  and  Freight,  £4,876;  Carriage  and 
Freight    (Vanadium),   £1,124;    Salaries,    £2,910;    Salaries,    (Vana 
dium),  £150;    Stores  purchased,  £3,241;    Stores  purchased  (Vana 
dium),  £1,124;  I^w  Costs,  £329 ;  Rates,  Taxes  and  Licenses,  £1,340 
Rates,    Taxes   and    Licenses    (Vanadium),   £250;     Light   Railway 
Wagons,    etc.,   £10,450;     Bills    Payable,    £981,    Bank    Overdraft 
£5,860;    Cash  in  hand,  £984;    Sundry  Crs.,  £4,238;    Sundry  Drs. 
£12,940;    Fuel,  £3,496;    Fuel  (Vanadium),  £940;    Sales  of  Copper 
Ore,  £46,087;    Marine  Insurance,  £1,298;    Office  Expenses,  £321. 
Office  Expenses  (Vanadium),  £50;  Directors'  Fees,  £1,000;  Transfer 
Fees,  £5.     Prepare  a  Working  Account  for  the  year  ended  Dec.  31, 
1919,  and  a  B/S  as  on  that  date.     Before  doing  so  take  the  following 
matters  into  consideration  :    (a)  Write  off  10%  Depreciation  from 
Machinery  and  Plant,  5%  from  Office  Furniture,  and  £1,000  from 
Buildings;    (ft)  Stores  on  hand  on  Dec,  31,   1919,  were  valued  at 
£3,876,  Light  Railway  Wagons,  etc.,  at  £9,000,  and  Loose  Tools 
at £600;  (c)  Write  off  50%  of  the  preliminary  Expenses;  {d)  Create 
Reserve  for  Bad  Debts  equal  to  5%  of  the  Sundry  Drs,;  (e)  The 
Shareholder  who  paid  his  call  in  advance  is  entitled  to  5%  interest 
thereon  for  12  months,  but  no  entries  have  yet  been  made ;  (/)  Deben- 
ture interest  due  Dec,  31,  1919,  has  not  been  passed  through  the 
books, 

(6)  The  following  T,  B,,  taken  out  on  Dec.  31,  1919,  was  sent  from 
the  Paris  branch  of  P,  Ravary  &  Co.,  to  the  Head  Office  in  London  : — 

Dr.  Balances.  Sundry  Drs.,  29,386-44;  Dis.  A/c,  391-36;  Salaries 
12,432-83;  Rent,  Rates  and  Taxes,  8,342-89;  Bad  Debts,  986-42; 
Cash  in  hand,  1,872-34;  Cash  at  Bank,  10,461-75;  Remittances  to 
London,  69-852-94 ;  Furniture  and  Fittings  (Rate  of  Exchange  when 
purchased  25-77),  15,941-34;  Stock,  Jan.  1,  1919,20,432-75;  Pur- 
chases, 62,321-84;  Working  Expenses,  12,782-64,     Total,  245,205-54. 
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Cr.  Balances.  Sundry  Cre.,  21,352-94;  Sales,  147.510-25;  Head 
Office  A/c  (bal.  Jan.  1,"^1919),  76,342-35.  Total,  245,205-54.  Stock 
on  Dec.  31,  1919,  21,862*25.  Make  the  Journal  entries  required  to 
incorporate  the  above  T.  B.  in  the  London  books,  assuming  the 
following  rates  of  Exchange:  Jan.  1,  1919,  38-42;  Dec.  31,  1919, 
41-25;  Average  rate  for  the  period,  39-25. 

(7)  Briefly  describe  the  fonn  in  which  the  accounts  of  Life  Assur- 
ance Companies  must  be  published.  Give  the  statutory  form  of  one 
of  the  essential  accounts  and  explain  the  nature  of  three  of  the  items 
it  contains. 
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and,  303  ;  limited  companies 
and,  305  ;  married  women  and, 
306  ;  replacements  and,  314  ; 
retirement  from  business  and 
scale  of,  304 ;  wear  and  tear 
and,  310 

"  Above  par  '*  explained,  681 

Acceptance  of  Bill  explained,  26, 
79,  192 

Acceptor  of  Bill  defined,  191 

Accident  Insurance  Premium 
and  Income  Tax,  302 

Accommodation  Bills,  dangers  of, 
199;  explained,  199,  658; 
postponing  crisis  by,  420 

Account,  Books  of,  29  ;  definition 
of,  31,  658 

Account,  Current,  see  Current 
Account 

Account  Days  explained,  658 

"  Account  rendered  '*  defined, 
658 

Account  Sales  defined,  217 ; 
specimen  of,  218 

"  Account  stated  '*  defined,  658 

Accounts,  classes  of,  32,  33 

Accountant,  definition  of,  658 

Accountants,  principal  bodies  of 
professional,  659 

Act  of  Bankruptcy,  cheques  pre- 
sented and,  100 ;  definition 
of,  423,  659  ;  enumeration  of, 
423  note 

Adjudication  of  Bankruptcy, 
420 

Adjustment  Accounts,  Creditors 
Ledger  in,  337,  338,  349; 
Debtors   Ledger  in,  331-334, 
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348 ;  explanation  oF,  330 
General  Ledger  in,  335,  338 
mode  of  preparation  of,  331 
339-341  ;  names  of,  336 
specimens  of,  333,  334,  338 
Transfer  Journal  in,  342 
value  of,  330,  332,  335 

Administration,  Letters  of,  659 

Administrator,  659 

Adventure,  see  Joint  Adventure 

Advertising  expenses,  treatment 
of,  532 ;  in  departmental  ac- 
counts, 366-368 

Advice,  definition  of,  659 

Advice  Note,  definition  of,  659 

Affidavit,  definition  of,  659 

Agenda  Book,  284 

Agent,  defmition  of,  660 

Agreement,  definition  of,  GGO ; 
Hire  Purchase,  672 

Allonge,  definition  of,  191 

Amalgamation,  definition  of,  GGO 

American  Railway  B/S,  specimen 
of,  416 

Amortization,  definition  of,  660 

Annual  Rent  (Colliery),  defini- 
tion of,  403  note 

Annual  Summaries,  necessity  for, 
284 

Annuities,  definition  of,  GGO ; 
kinds  of,  GGO  ;  Income  Tax 
and,  315 

Appeals  against  Assessment  of 
Income  Tax,  308-310 

Application  and  Allotment  Ac- 
count, 254 

Application  and  Allotment 
Book,  266-267 

Application  and  AiiLOTMENT 
Lists,  255 

Application  Form  for  Shares, 
254,  268 

Apportionment,  definition  of,  660 

Appreciation,  definition  of,  660 
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Appropriation  Account,  551 

A^RBiTRAGE,  Arbitrageurs,  Arbi- 
tration, defined,  G61 

Arbitrator,  definition  of,  Cfil  ;  in 
partnership  disputes,  229 

Arrangement,  Deed  of,  see  Deed 
of  Arrangement 

Arrears  of  Preference  Divi- 
dends, 251  note 

Articles  of  Association  defined, 
661 

Articles  of  Partnership,  228 

Assessment  of  Income  Tax,  mode 
of,  307 

Assets,  definition  of,  10,  119,  661; 
differing  values  of,  126  ;  entry 
in  Journal  of,  74 ;  Fixed,  see 
Fixed  Assets;  Floating  or 
CmcULATiNQ,  see  Floating 
Assets  ;  grouping  of,  121, 124  ; 
improper  usti  of  word,  127; 
Liquid,  (')78 ;  loss  on  realization 
of,  124,  126  ;  order  of  realiza- 
bility  of,  123,  125,  160,  520  ; 
position  of,  in  B/S,  123  and 
7iote,  520,  578 ,  rules  for  valu- 
ing, 128 ;  treatment  of  not 
easily  realizable,  127 

Assignee,  Assignment,  definition 
of,  662 

Assurance  Accounts,  exposition 
of,  480-517 

Assurance  Co.,  form  of  accounts 
of,  575-580 

Assured,  definition  of,  678 

"  At  call  "  explained,  521 

'*  At  sight  "  explained,  196 

"At  60  DAYS  after  sight '*  ex- 
plained, 199 

Attorney,  definition  of,  662 

Auctioneers'  Institute  Exam. 
Papers,  872-878 

Audit,  definition  of,  662 

Authorized  Capital  defined,  249 

Averages,  definition  of,  662 

Award,  definition  of,  662 

Bad  Debts,  Income  Tax  and,  317  ; 
treatment  of  partly  recovered, 
103,  107,  150  ;  writing  off,  621 


Bad  Debts  Account,  specimen  ol 
105 

Bad  Debts  Reserve,  treatment  of 
107,  635  ;  specimen  account 
105 

"  Balances  brought  down  "  de- 
fined, 5  ;   rules  for,  605 

Balances,  agreement  of,  34,  91  ; 
bank  columns  (C  B),  46; 
Capital  Accounts,  229  ;  Cash 
Book,  38  ;  classification  of,  10  ; 
Credit,  defined,  10 ;  Debit, 
defined,  10 ;  definition  of,  4 ; 
Discount  Account,  42  ;  Draw- 
ings Account,  230 ;  Petty 
Cash  Book,  48 ;  Profit  and 
Loss  Account,  115;  Trading 
Account  97  ;  treatment  of,  5  ; 
Trial,  see  Trial  Balance 

Balance  Sheet,  American  Rail- 
way, 416 ;  definition  of,  15, 
119, 127  ;  differing  opinions  on, 
120  ;  Double  Account  System 
of,  211,410,411;  Dr.  andCr. 
in,  120;  Goodwill  in,  126; 
grouping  in,  121,  124 ;  ideal, 
121 ;  incorrect  heading  of,  129 ; 
limits  of,  126;  nomenclature 
of,  127  ;  position  of  Assets  and 
Liabilities,  121-124 ;  Profit 
and  Loss  Account  and,  129  ; 
Statement  of  Affairs  and,  120, 
127  ;  two  methods  of  prepar- 
ing, 121  ;  value  of,  120,  126 ; 
warning  when  considering,  125 

Bank,  crossed  cheques  and,  185; 
definition  of,  19 ;  minunum 
balance  at,  22  ;  practice  of  in 
cr.  Bills  and  Cheques,  83,  147  ; 
reasons  for  stopping  cheques, 
190;  remarks  on  cheques,  190 

Bank  Account,  not  posted  in 
Ledger,  31 ;  Balance  defined, 
39;  BalajJICE  Sheet,  form  of, 

^  519;  Branch  Results,  treat- 
ment of,  523 ;  Charges,  622 ; 
Columns  in  C  B,  39, 40;  Com- 
mission on  accounts,  22; 
Clearing  House  explained, 
666 ;  Discount  defined,  26, 83 ; 
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Discount,  treatment  of,  83, 
148;  Drafts,  664;  Interest, 
317 ;  Loans,  see  Loam  ;  Note, 
average  life  of,  520;  Note, 
compared  with  cheque,  183 ; 
Note,  compared  with  P/N, 
200 ;  Note,  disadvantages  of, 
183 ;  Note,  where  not  legal 
tender,  677  ;  Overdraft,  treat- 
ment of,  648;  Pass  Book, 
checking  of,  46;  Pass  Book, 
reconciliation  with  C/B,  46 ; 
Pass  Book,  uses  of,  22 ;  Post 
Bells  defined,  662;  Rate  de- 
fined, 23,  662;  Rebate,  522; 
Receipt  for  Share  Call, 
273;  Receipt  for  Share 
Application  Deposit,  271 ; 
Receipt  for  Share  Allot- 
ment Deposit,  272 ;  Reserve, 
523,  662;  Return  explained, 
680;  Statement  of  Accounts, 
619-523 ;  Travelling  Inspec- 
tors of,  523;  Waste  Book,  691 
Bank    Accounts,    exposition    of, 

453-479 
Bank  of  England  Book,  521 
Bank   of  England,  form  of  ac- 

comits  of,  603 
Banking,  advantages  of,  19 
Bankruptcy,  Acts  of,  see  Acts  of 
Banhruptcy ;  adjudication   of, 
420  ;  Committee  of  Inspection 
in,  421  ;  composition  in,  419  : 
Deficiency    Accoimt   in,    422 
426 ;    discharge    from,    421  : 
"Estate  Cash  Book  "  in,  423  : 
examination    in,    421 ;     firs 
meeting  of  creditors  in,  420 
front  sheet,  422 ;  Notice,  427 
note  ;  meaning  of,  420  ;  Official 
Receiver  in,  420  ;  order  of  dis- 
charge from,  421 ;  partnerships 
and,  240  ;  Petition,  how  pre- 
sented, 420  ;  postponement  of, 

420  ;  preferential  creditors  in, 

421  ;  public  examination  in, 
421  ;  release  of  trustee  in,  423 ; 
Realization  Account  in,  423  ; 
Receiving     Order     in,     420; 


Statement  of  Affairs  in,  421- 
424;     trustee     in,    420,    421, 
423 
Barclay,  Perkins   &   Co.,  Ltd  , 
form  of  accounts  of,  658-561 
Bearer  Cheque,  explained,  184 
"Below  Par,"-  definition  of,  G81 
Bill,  accepting  a,  26,  79  ;  accept- 
ing foreign  bills,  195  ;  acceptor 
of    a,  192;    Accommodation, 
see      Accommodation      Bills; 
actual  form  of,  26  ;  allonge  on, 

191  ;  a  negotiable  instrument, 
187  ;  an  instrument  of  credit, 
190;  at  sight,  196;  at  60 
days''  sight,  199 ;  banker's 
security  when  buying,  196 ; 
collection  of,  80;  compared 
with  Bank  Note,  25 ;  com- 
pared with  Cheque,  188  ;  com- 
pared with  P/N,  201  ;  com- 
position on,  82 ;  Consignment 
Accounts  and,  216;  date  of 
maturity  (actual),  26 ;  date 
of  maturity  (usual),  199  note  ; 
days  of  grace  on,  26  ;  definition 
of,  25,  190;  discount  of,  25, 
26,  83-84 ;  dishonouring  of, 
82,  192,  194,  598;  Document- 
ary, see  Documentary  Bills ; 
drawing  of,   192 ;    drawee  of, 

192  ;  endorsement  of,  25,  191 ; 
"  endorsing  over,'*  191  ;  Ex- 
chequer, see  Exchequer  Bills  ; 
Foreign,  see  Foreign  Bills; 
House,  see  House  Bills;  In- 
terest on,  200  ;  liability  on, 
26,  191,  192,  194;  Long  Ex- 
change, 199  ;  negotiable  in- 
strument, 187  ;  noting  of,  82, 
192,  194;  "not  negotiable," 
188;  "on  demand*'-  defined, 
196;  Payable,  defined,  26; 
Payable  Book,  81 ;  present- 
ment of,  683 ;  protesting  a, 
192;  rebate  on,  196,  437; 
Receivable,  defined,  26 ;  Re- 
ceivable Book,  81;  recovery 
of  noting  charges  on,  194 ; 
Referee  in  case  of  need,  602  \ 
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renewal  of,  194 ;  sans  recours 
on,  689;  Short  Exchange, 
199;  specimens  of,  193,  197; 
stamp  duty  on,  200  ;  tenor  of, 
26,  196;  three  months  after 
date,  199 ;  usance  of,  199 ; 
utility  of,  25,  26;  "with 
documents  attached,'*  196, 
216 

Bill  Brokers,  436 

Bill  op  Lading,  how  transfer- 
able, 188  note ;  attached  to 
B/E,  196,  216;  in  Consign- 
ment Accounts,  216 ;  speci- 
mens of,   198 

Bill  of  Sale,  explained,  581 

Bills  of  Exchange  Act,  190 

Bills  Payable  Book  (or  Journal), 
entries  in,  80, 140 ;  "  remarks  '* 
columns  in,  84 ;  specimen 
forms  of,  81,  169  ;  uses  of,  68, 
79,80 

Bills  Receivable  Book  (or 
Journal),  entries  in,  82,  141, 
148,  512,  514;  "remarks'* 
columns  in,  84 ;  specimen 
forms  of,  81,  169  ;  uses  of, 
68,  82 

Bimetallism  defined,  680 

Block  Account,  specimen  of,  544 

Board  defined,  664 

Board  of  Directors  defined,  253, 
664 

Board  of  Trade  defined,  664 

Bond,  definition  of,  664 

Bond  Exchequer,  see  Exchequer 
Bond 

Bonded  Warehouse  defined,  665 

Bonus,  defined,  665 

Book  Debts,  definition  of,  665 ; 
how  to  treat,  102-104  ;  kinds 
of,  102  ;  reserves  for,  103 

Book-keepers'  Compendium,  658- 
691 

Book-keeping  defined,  1 ;  Single 
Entry,  2,  205;  Double  En- 
try, 1,  6,  9;  Tabular  or 
Columnar,  352 

Book-keeping  Examinations,  List 
of,  655-657 


Books,  essentials  in  keeping,  28  j 

kinds  of,  28-29 
Books  of  Account  defined,  29 
Books  of  Original  Entry,  kinds 

of,  29  ;  use  for,  29,  30,  33,  67 
Borrowing  on  Security,  example 

of,  149 
Bottomry,  definition  of,  665 
Bought  Book,  see  FurchaHes  Booh 
Bought    Ledger     defined,    34; 

entries  in,  348-349 
Branch  Accounts,  B/S  in,  373- 
375,  382 ;  conversion  of  fluc- 
tuating rates,  385 ;  conver- 
sion of  stable  rates,  379  ;  crop 
cost  account  in, 387  ;  exchange 
rates  in,  377-385 ;  explanation 
of,  369-376;  Foreign,  376- 
388  ;  Foreign,  assets  in,  382 ; 
illustration  of,  380  ;  invoicing 
in,  375 ;  Multiple  Shop,  376 ; 
practice  of  some  accountants 
in,  383 ;  rates  of  exchange 
(table),  378 ;  reserve  for  losses 
on  exchange,  381  ;  specimen 
forms  of,  380,  382 ;  Tobacco 
Plantation,  387;  Trial  Bal- 
ance  in,  372-375,  381,  382, 
386,  387 
Branch  Businesses,  kinds  of,  369 
Brewery  Accounts,  form  of,  558- 

561 
Bullion,  definition  of,  665 


Call  Account,  256 

Called-up  Capital,  250 

Calls  on  Shares  explained,  250, 
254,  256  ;  method  of  entering, 
256 ;  notice  of,  268  ;  notice, 
form  of,  273 

Capital  Account,  definition  of,  9, 
33  ;  of  limited  Company,  252  ; 
of  partnership,  230  ;  specimens 
of,  10,  231,  237,  242 

Capital,  Authorized,  defined,  249; 
definition  of,  10;  Fixed,  see 
Fixed  Assets;  Floating,  see 
Floating  Assets;  increase  of, 
590;    iNlTLiL,    defined,     137; 
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Interest  on,  228,  229,  232, 
233,  234;  Loss,  example  of, 
315 ;  Loss,  Inc.  Tax  and,  315 ; 
in  Limited  Companies,  33 ; 
Issued,  250,  630;  Paid-up, 
250;  position  in  B/S  of,  630; 
Reduction  of,  see  Recon- 
struction ;  Registered,  see 
Authorized ;  Stock,  252 ;  Sub- 
scribed, 250 ;  treatment  of, 
629-632,  651  ;  use  of  word  a 
misnomer,  10 
Capitalized  Profits,  see  Reserve 

Fund 
Cases  of  Schedule  (D),  295 
Cash  Account,  nature  of,  31-34 ; 
specimen  of,  12 

Cash  Book,  balancing  of,  38,  45 , 
columnar,  specimen  of,  355 ; 
definition  of,  29 ;  Double 
Column,  41 ;  entries  in,  38, 
137,  142,  145,  146,  148,  149, 
152,  259,  344,  606 ;  kinds  of, 
40-53;  nature  of,  33,  34; 
origin  of,  38 ;  reconciliation 
with  Pass  Book,  46  ;  salient 
feature  of,  44 ;  specimen  rulings 
of,  39  ;  Three  Column,  45 ; 
uses  of,  38 

Cash  Credit,  definition  of,  665 

Cash  Discount  defined,  24,  42; 
method  of  entering,  42,  43 

Cash  Sales  defined,  23 ;  separate 
Ledger  Account  for,  143 

Cashier,  duties  of,  44,  46 

Casting  defined,  356 

Catalogue,  treatment  of  costs  of 
648 

Certain  Rent  (Colliery),  defined 
403 

Certificate,  definition  of,  665 

Chambers  of  Commerce,  object  of; 
665 

Charitable  Subscriptions,  In 
come  Tax  and,  316 

Chartered  Institute  of  Secre 
TABiES  Exam.  Papers,  865 
et  sqq. 

Charter  Party  defined,  666 

Chattels  defined,  666 


Cheque,  bankers'  marks  on,  190 ; 
bank's  treatment  of  paid  in, 
147;  Bearer,  184;  Bearer, 
compared  with  Order,  184-186; 
Book,  189 ;  compared  with 
Bank    Note,    183 ;    compared 

with  B/E  and  P/N,  187-188 ; 

crossing  of,  185-187  ;  counter- 
foil of,  20,21;  definition  of ,  20, 
184,  191 ;  drawing  of,  20,  189  ; 
endorsement  of,  185  ;  kinds  of, 

184, 186;  negotiability  of ,  187, 

188;    "not  negotiable,'''  188; 

Open,    186 ;      Order,    184  ; 

payee  of,   20,   184 ;   *'  payee's 

account    only,"     188;     plain 

paper,  189;   post-dated,  682; 

reasons     for    stopping,     190; 

specimen  of,  21 ;    stolen,  187, 

188;     total   number   cleared, 

1909,  183  }   with  receipt  form 

attached,  189 
Children  and  Income  Tax,  306 
Choses  in  Action  defined,  666 
CLE.  explained,  691 
Circular  Note  defined,  666 
Circulating  Assets  defined,  128, 

666 
Clearing  Houses,  object  of,  520, 

521,  666  ;  kinds  of,  666 
Closing  entries,  76 
Coal  Account  in  Ledger,  form  of, 

574 
C.O.D.  explained,  691 
Codicil,  definition  of,  666 
Collateral  Security  defined,  666 
Collectible  Debit  defined,  580 
Colliery  Accounts,  401-409 
Colonial  Stock  Act,  1900,  676 
Columnar      Book-keeping      ex- 
plained, 352-361 
Columnar  Cash  Book,  advantages 

of,  354,  431 ;    described,  354 ; 

(Dispensary),  355 
Columnar     Journal     described, 

352 
Columnar  Ledger  described,  354- 

361 ;  Hotel  Visitors',  359-360  ; 

types   of,  359 ;    when  useful, 

361 
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Columnar  Purchases  Account, 
specimen  of,  59 

Columnar  Purchases  Book,  speci- 
men of,  59 

Columnar  Sales  Account,  speci- 
men of,  64 

Commercial   Credit  defined,  666 

Commission,  definition  of,  667  ;  on 
Current  Account,  22 

Committee,  definition  of,  667 

Committee  of  Inspection,  see 
Banlcruptci/ 

Companies  (Consolidation)  Act, 
1908,  227,  247,  248,  249,  255, 
284,  662,  674,  679,  680,  683, 
685,  686 

Company,  Application  and  Allot- 
ment Book  of,  266;  Articles 
of  Association,  60 1  ;  Assets  in 
exchange  for  shares  in,  256 ; 
Authorized  Capital  of,  250; 
Balance  Sheet  of,  264  ;  Board 
of  Directors  of,  253,  664; 
books  required  for,  284; 
Capital  Account  in,  33 ;  De- 
ferred Shares  in,  251  ;  defini- 
tion of,  667,  678  ;  dividends  of, 
284;  Example  exercise,  258- 
274 ;  exceptions  in  Companies 
Act,  248  ;  forfeited  shares  in, 
280 ;  Founders*  Shares  in,  251 ; 
Goodwill  of,  257,  418;  I.  Tax 
and,  291,  304r-305,  316,  319, 
320,  436-44 ;  incorporation  of, 
247;  Issued  Capital  of,  250; 
Joint  Stock,  247  ;  Ledger  en- 
tries (opening)  of  limited,  261- 
263  ;  liability  (limited)  of,  247, 
252;  liability  (unlimited)  of, 
248 ;  liquidator  of,  285  ;  Man- 
agement Shares  of,  251  ;  Mem- 
orandmn  of  Association  of,  247; 
minimum  number  of  members 
of,  248;  Minute  Book,  284,  679; 
One  Man,  249  ;  paid  up  capital 
in,  248  ;  partnerships  and,  257 ; 
payment  of  vendors  of,  252; 
Preference  Shares  in,  250,  251, 
and  Note  ;  preliminary  expenses 
of,    283;    Private    Limited, 


248,  249,  683;  prospectus  of, 
254 ;  Public,  248 ;  purchase 
price  in  shares  of,  257; 
quorum  in  a,  684  ;  Receiver 
for  Debenture  Holders,  285; 
Registered  Office  of,  685 ;  re- 
construction of,  684 ;  Seal 
Register  of,  689 ;  Statement 
of  Affairs  in,  421,  422  ;  Shares 
of,  249;  Single  Ship,  690; 
stock  in,  252  ;  subscribed  cap- 
ital of,  250  ;  taking  over  busi- 
ness of,  258  ;  Transfer  Depart- 
ment of,  266 ;  Wasting  Assets 
of,  129;  Watered  Capital  of, 
258 ;  Winding-up  of,  285, 421 ; 
Working  Capital  of,  411 

Compensating  Errors  explained, 
667 

Composition  defined,  667 

Consideration  defined,  667 

Consignee  defined,  215 

Consignment  Accounts,  215-226 ; 
Account  Sales  in,  217-218  ; 
agent  in,  215 ;  Bills  of  Ex- 
change in,  216;  Consignee's 
books  in,  219 ;  Consignor's 
books  in,  217  ;  Del  Credere  in, 
215  ;  example  of  treatment  of, 
218 ;  formula  for  Interest  in, 
221  ;  Interest  on  balances  in, 
221 ;  Ledger,  217  ;  Ledger, 
entry  in,  219 ;  "  net  proceeds  '* 
in,  217;  precaution  in  calcu- 
lating Interest  in,  224 ;  pre- 
paration of  Consignor's  Annual 
Accounts,  217;  specimens  of, 
218,  220,  223 

Consignments  defined,  215 

Consignments  In^varde  and  Out- 
wards, 216, 219 

Consignor  defined,  215 

Consolidated  Gold  Fields,  form 
of  Accounts  of,  550-552 

Consolidated  Stock,  Consols, 
defined,  667 

Constructing  Engineers  and  Cost 
Accounts,  400 

Consul,  duties  of,  667 

Contingent  Liability  defined,  667 
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Contract,  definition  cf,  667  ; 
Simple,  689 

Contract  Note  defined,  667 

Cost  Accounts  :  Abstract  of  Wages, 
398,  400(Z;  Bin  or  Locker  Card, 
396,  400c;  Cost  Ledger,  399, 
400/;  Cost  Sheets,  400sr-;i;  dif- 
ference between,  and  financial 
accounts,  396;  Materials  Ab- 
stract, 399,  400/;  Office  On- 
cost, 400a;  Oncost  Expenses, 
397-400;  Shop  Oncost,  400; 
Prime  Cost,  397;  Requisition 
Form,  400c ;  Stock  and  Stores 
Account,  396;  Stores  Issued 
Book,  397, 400fi;  Stores  Ledger, 
396,  400e;  Table  of  Costs, 
4006;  Weekly  Time  Sheets, 
4006        '   .       • 

Cost  Ledger  explained,  399 

Costing,  defined,  395 

Counterfoil  defined,  20 ;  speci- 
men of,  21 

County  Council  of  West  Riding 
Exam.  Papers,  836  et  sqq. 

Coupon  definition  of,  253,  667; 
for  Debenture  Holders,  253 ; 
specimen  of,  878 

Credit  defined,  23 

Credit  Balances  defined,  10 

Credit  Note  defined,  668 ;  use  of, 
86 

"  Credit  of  Payee's  Account 
only,"  legal  effect  of,  188 

Credit  Side  of  Ledger  defined,  3 

Crop  Cost  Account,  specimens  of, 
387,  541,  544 

Crore  (of  rupees),  value  of,  685 

Cross  Casting  defined,  356 

Crossing  (cheque),  meaning  of,  185; 
ways  of,  186-188 

Cum  Dividend  defined,  668 

Cumulative  Preference  Shares, 
251 

Currencies,  Foreign,  376  ;    Fluc- 
tuating Exchange,  383 ;  Stable 
Exchange,  377 
I  I  2 


Currency  explained,  666 

Current  Account  defined,  20, 658; 
Interest  on,  22,  23,  221 ;  mini- 
mum balance  of,  22  ;  specimen 
of,  223 ;  transfers  from,  to 
Deposit  Account,  23 

Customers  Ledger,  see  Sales 
Ledger 

Customs  and  Inland  Revenub 
Act,  1887,  294 

Day  Book,  see  Sales  Book 
Days  of  Grace,  definition  of,  26 
Dead  Rent  (Colliery),  defined,  403 
Debenture,     Bonds,     253,    284; 
Register,  254;   Stock,  253; 
Stock  Certificate,  276 
Debentures,    apparent    anomaly 
of  issue,  278 ;    Bearer,  253 ; 
defined,  253,  66^  ;  discount  on, 
278  ;    how  issued,  278  ;    how 
transferable,  253  ;  interest  on, 
284  ;  issued  as  fully  paid,  256 ; 
Mortgage,  680 ;  premiums  on, 
278 ;  Receiver  for  Holders  of, 
285 ;    reserve  for  redemption 
of,  108,  561 
Debit  Balances  defined,  10 
Debit  Note  defined,  668 
Debit  Side  of  Ledger  defined,  3 
Debit  Side,  use  of,  in  B/S,  127 
Debtors  Ledger,  transactions  re- 
corded in,  331 
Debts,  see  Book  Debts 
Deductions,   allowed  on   Income 
Tax,  301,  302,  313  ;  disallowed 
on  Income  Tax,  302,  313 
Deed,  definition  of,  668 
Deed  of  Arrangement,  advantage 
of,  427  ;  common  form  of,  427  ; 
creditors'  assent  to,  428  ;  credi- 
tors' rights  under,  427  ;  defini- 
tion of,  423,  661;  kinds  of,  428; 
procedure  under,   428;   Trus- 
tee's  duties  under,  427-428  ; 
when  void,  427 
Deed  of  Partnership,  see  Part- 

nership 
Defendant,  definition  of,  682 
Deferred,  Annuities,  defined,  660; 
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Annuities,  Income  Tax  and, 
302 ;  Creditors  defined,  682 ; 
Shares  defined,  251 ;  Shares, 
reason  for  avoiding,  418 

Deficiency  Account  defined,  422  j 
example  of,  426 

Del  Credere  explained,  215 

Delivery  Order  defined,  669 

Demurrage,  definition  of,  6b8 

Departmental  Accounts,  364- 
391 ;  advertising  expenses  in, 
366,  368  ;  analysis  of  expenses 
in,  364-368  ;  in  different  busi- 
nesses, 365 ;  Ledgers,  368  ; 
specimen  of  Trial  Balance  in, 
366  ;  Profit  and  Loss  Account 
in,  367  ;  Trading  Account  in, 
367 

Deposit  Account,  defined,  22 ; 
distinguished  from  Current 
Account,  23  ;  Income  Tax  and, 
317  ;  Interest  on,  23  ;  transfer 
to  Current  Account,  23 

Depreciation,  Account,  specimen 
of,  112,  113;  Allowances, 
rules  for,  312 ;  definition  of, 
109,  660  ;  distinguished  from 
wear  and  tear,  310 ;  distin- 
guished from  fluctuation  in 
value,  110;  Double  Account 
System  and,  413,  529  ;  Funds, 
415;  Goodwill  and,  419;  In- 
come Tax  and,  310 ;  invest- 
ments and,  532,  535 ;  insur- 
ance against,  114;  kinds  of, 
109;  land  and  machinery  and, 
623;  leases  and,  110,  114; 
ships  and,  313  ;  treatment  of, 
111-114 

Differentiation  of  Incomes  de- 
fined, 306 

Directors,  unlimited  liability  of, 
451 

Directors'  Fees,  treatment  of, 
625,  631,  645,  651 

Discharge,  of  Debtor,  421  ;  of 
Trustee,  423 

Discount,  Account,  43,  44,  621 ; 
Bankers',  defined,  26,  83; 
Bankers'  method  of  comput- 


ing, 83;.  Cash,  defined,  24; 
Cash,  method  of  entering,  42, 
151;  Trade,  defined,  24; 
Trade,  advantages  of,  24 
Discount  on  Debentures  Ac- 
count, 278 
Discounted  Bills,  bank's  way  of 

treating,  83 
Dishonoured  Bell,  82, 192 ;  order 

of  liability  on,  194 
Dispensary  Columnar  C/B,  speci- 
men of,  355 
Dissolution     of     Partnership, 

240-243 
Distress,  definition  of,  668 
Dividends,  arrears  of,  251  vote; 
as    unearned     Income,    305 ; 
definition  of,  665 ;    deduction 
of  I.  Tax  from,  320,  43C-44; 
Interim,   defined,   284,    674; 
payable  out    of    profits,  252, 
284 ;    unrealized    profits   and, 
684  ;  when  declared,  284,  632 
Dividend  Warrant  defined,  668 
Dock  Warrant  explained,  668 
Documentary    Bills,    action    of 
bank  with  regard  to,  196,  216; 
defined,  196 
Dormant  Partner  defined,  669 
Double  Account  System,  Ameri- 
can Railways  and,  415  ;  Bal- 
ance Sheet  of,  411-412  ;   com- 
pulsory  appHcation   of,   413 ; 
defects  of,  414  ;  differing  opin- 
ions on,  413  ;  dominating  idea 
of,  412  ;   explanation  of,  409- 
416  ;  Fixed  Assets  in,  410-412; 
good  illustration  of,  528  ;  pro- 
vision for  Depreciation  in,  413, 

415,  529 ;  railways  and,  413- 

416,  528  ;  statutory  derivation 
of,  413 

Double  Column  Cash  Book,  speci- 
men of,  41 
Double  Entry,  main  principle  of, 
6,  31  ;  note  on,  6  ;  origin  of,  1 ; 
principal  utility  of,  7 
Doubtful  Debts,  see  Bad  Debts 
Drawee,  definition  of,  191 
Drawing  a  BE,  definition  of,  26 
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Drawing  Acct.,  example  of,  234 
Drawings  of  Partners,  defined, 
230  ;   interest  on,  233  ;    treat- 
ment of,  230 

E.  AND  O.E.  explained,  669 
Earned  Income,  abatements  on, 

305,  306;   definition  of,  306; 

married  women  and,  306 
Electric  Ligbting  Companies,  413 
Elementary  Theory,  1-18 
Embezzlement  and  Income  Tax, 

320 
Endorsee  defined,  185 
Endorsement  defined,  184 
"  Endorsing  over,'*  191 
Endowment  Policy  defined,  184 
Entry,  defined,  669 
Entry,  Port  of,  defined,  669 
Equivalent  Equipment  explained, 

413 
Estate,  definition  of,  669 
Estate  Cash  Book,  auditing  of, 

423 
Estate  Duty,  definition  of,  669 
Examination  Candidates,  advice 

to,  7,  57,  69,  91,  100,  107,  129, 

221,  230,  233,  235,  290,  312, 

318,  532,  581-654 
Examination    Papers,    specimen, 

757  et  sqq. 
Exchange,  Bh-^l  of,  see  Bill  of 

Exchange 
Exchanges,   Table   of   Rates    of, 

378,   686-688;    Stable,    377; 

Fluctuating,  383 
Exchequer   Bills   defined,  669; 

Bonds  defined,  669 
Excise  Brewing  Book  explained, 

661     . 
Excise  Duties  defined,  669 
Ex  Dividend  defined,  668 
Execution,  definition  of,  669 
Executor,  definition  of,  670 
Exercises,  11, 17, 27, 34, 52, 60, 65 

77,  89,  116,  129,  201,  211,  224, 

244,  287,  327,  361,  388,  433, 

476,  514,  692-756,  757  et  sqq. 

Factor,  definition  of,  670 


Farmers  and  Income  Tax,  293 

F.A.S.  explained,  691 

Finance  Acts  1897-1909,  295,  299 

303,  305,  306,  309,  313,  321 
Firm,  definition  of,  670 
First  Cost,  see  Prime  Cost 
First  Meeting  of  Creditors,  420 
Fixed  Assets  defined,  129,  410, 
670  ;  Foreign  Branch  Account 
and,  385  ;  greater  part  of  pro- 
perty   owned,    411 ;     typical 
kinds  of.  410,  419 
Fixed  Charges  defined,  398 
Fixed  Rent  (Colliery)  defined,  403 

note 
Flat  Cost,  definition  of,  398 
"  Floaters,'*  definition  of,  521 
Floating    Assets    defined,    128, 
410,  666,  670  ;  Foreign  Branch 
Accounts   and,    385;     typical 
kinds  of,  410,  528 
Floating  Charges  defined,  670 
F.O.B.  explained,  670,  691 
Folio,  definition  of,  670 
Footage  defined,  402 
"  For  Cash,'*  definition  of,  23 
Foreign  Bills,  definition  of,  194 ; 
liability  on,  195  ;    noting  and 
protesting  of,  195  ;  separation 
of  First  and  Second,  195  ;  sets 
of,  195  ;  special  feature  of,  194; 
specimen  of,  197  ;  "with  docu- 
ments attached,"-   196,  216 
Forfeiture  of  Shares,  entries  re- 
quired, 281 ;  legal  position,  280 
Form  of  Application  for  Shares, 

268 
Formation    Expenses,  see    Pre- 
liminary Expenses 
Founder's  Shares,  251 
Fraudulent     Preference      ex- 
plained, 670 
Freehold  Land,  treatment  of,  623 
Freight,  definition  of,  670 
"  From   Account  to   Account  '* 

explained,  521 
Furnace  AccouNT,specimen  of ,  57 1 

Garnishee  Order,  defined,   190, 
670  ;  effect  on  cheques,  190 


936 


INDEX 


Gas  Company*s  Accounts,  form 
of,  536-540 

Gazettes,  London,  etc.,  their  uses, 
671 

General  Average,  defined,  662, 
671 

General  Crossing  (cheque)    ex- 
plained, 186 

General  Ledger,  330,  335 

General  Ledger  Adjustment  Ac- 
count, 333, 338 

General  Lien,  definition  of,  677 

General  Working  Account,  speci- 
men of,  554 

Gilt-edged  Securities  defined, 
671 

Gold,  the  standard  of  money,  680 

Gold  Bond  defined,  665 

Goldfields  of  South  Africa  Ltd., 
form  of  accounts,  550-562 

Goldsmith's  Book,  r>21 

Goods  Account,  objection  to  open- 
ing, 57 

Goods  in  Bond  defined,  665 

Goods  not  up  to  sample,  proce- 
dure with,  24,  84 

Goodwill  Account  in  partnersliip, 
238 

Goodwill,  a  transferable  asset,  416; 
Capital  of  limited  company 
and,  418  ;  definitions  of,  234, 
416  ;  depreciation  of,  418,  419, 
634  ;  illustration  of  payment 
for,  257  ;  Income  Tax  and,  318; 
legal  aspect  of  book  value  of, 
419,  534 ;  limited  company 
and,  418,  532,  564  ;  *'  payment 
for  sliare  of,'*  caution,  236 ; 
realization  of ,  124, 126  ;  reasons 
for  writing  dowTi,  419 ;  re- 
ducing book  value  of,  419 ; 
saleabiHty  of,  126 ;  specific 
mention  of,  257 ;  value  of,  416- 
418,  564 

Gross  Loss,  definition  of,  98; 
method  of  treating,  98 

Gross  Profit,  definition  of,  97, 167; 
method  of  treating,  97 

Gross  weight  (or  Gross),  defini- 
tion of,  220 


Guarantee  (Guarantor),  defini- 
tion of,  671 

Guaranteed  Stocks,  definition  of, 
671 

Guard  Book,  definition  of,  671 

Hat  Money,  definition  of,  683 

Head  Office,  Accounts  and  Books, 
369-376 

Head  Rent  (Colliery)  defined,  403 
note 

Hidden  Reserves,  see  Secret  Re- 
senses 

Hints  to  Exam.  Candidates,  seo 
Exam.  CamUdatea 

Hire  Purchase  Agreements  ex- 
plained, 671 

Holding  Out,  definition  of,  673 

Hotel  Visitors  Ledger,  form  of, 
360 

House  Bills  explained,  199 

Hypothecate,  definition  of,  673 

IF  explained,  190 
Impersonal  Accounts,  see  Nomi- 
nal Accounts 
Impersonal  Ledger,  see  Nominal 

Ledger 
Imprest  System    explained,   51 ; 

note  on,  151-152 
In  Bond,  665 

Income,  definition  of,  305,  673 
Income    and    Expenditure   Ac- 
counts,   431-434 ;     error    in 
nomenclature,     429 ;      distin- 
guished   from    Receipts    and 
Payments  Account,  431 ;  ex- 
ample of,  432 
Income  Tax,   allowances  and  de- 
ductions,   303-310;    annuities 
and,  322;  appeals,  314;  assess- 
ment, mode  of,  313;  bad  debts 
and,    324;    bankers'    Interest 
and,    323;    bookmakers    and, 
325;      businesses    (new)    and, 
299 ;  businesses  (two  and  more) 
and,   300;    capital    loss    and, 
321 ;  change  of  ownership  and, 
300;    charitable  subscriptions 


and,  322;  children  and,  308; 
commercial  travellers  and,  309 ; 
controlling  principle  of,  290; 
Corporation  Profits  Tax,  328g'- 
S2St;  deductions  (allowed)  on, 
301 ;  deductions  (not  allowed) 
on,  302 ;  deposit  accounts  and, 
323 ;  depreciation,  Schedule  of 
agreed  rates  of,  318-319;  divi- 
dends and,  304,  326,  328gr; 
earned  incomes  and,  307,  311 ; 
exemptions  from,  307;  Excess 
Profits  Duly,  328A;-328« ;  far- 
mers and,  293;  Finance  Act, 
1920,  307;  foreign  property 
and,  328(7;  Income  Tax  Acts, 
289,  290,  293,  295,  297,  299, 
300,  311,  314,  315,  320;  in- 
stitutions  and,  292;  insciibed 
stock  and,  328sr;  insurance 
premiums  and,  305;  interest 
and,  323-324;  iron  and  coal 
mines  and,  293;  lease  depreci- 
ation and,  325;  life  assurance 
and,  305;  limited  companies 
and,  305;  losses  and  expendi- 
ture and,  300;  losses  by  em- 
bezzlement and,  326;  married 
women  and,  312;  mcde  of 
assessment  of,  313;  nature  of, 
2i)0 ;  net  profits  and,  297 ;  new 
businesses  and,  299;  notice  of 
appeal,  314;  partners  and, 
325,  327-3286?;  patent  royal- 
ties and,  328/;  penalty  for 
false  return,  314;  preliminary 
expenses  and,  322;  premiums 
on  lease  and,  325;  premiums 
on  shares  and,  325;  produc- 
tion of  books,  315;  Property 
Tax,  292;  rates  of,  310;  re- 
payment claims,  303,  328^; 
replacements  of  plant  and, 
321 ;  Returns,  examples  of, 
328a-328/;  Rule  of  Aver- 
ages, 298;  salaries  (Sch.  E), 
296  J  salaries  (partners'),  325; 
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Schedules  of,  291-297;  Short 
Loans  and,  323;  six  cases  of 
Schedule  D,  294;  speculations 
and,  321;  Super -tax,  328i; 
trad 3  charges  and,  326;  trust 
funds  and,  310;  voluntary 
gifts  and,  325 ;  voluntary  sub- 
scriptions and,  322;  wear  and 
tear  and,  316-320 

Income    Tax    Abatement  '  Claim 

Form,  303 
Income  Tax  Acts,  289 
Incorporated   Company   defined, 

247 
Incorporation  defined,  673 
Increase  of  Capital,  673 
Indent,  definition  of,  673 
Indenture,  definition  of,  673 
Infant,  definition  of,  673 
Initials  for  Books  of  Entry,  133 
Inland   Bill  of    Exchange  ex- 
plained, 192  ;    form  of,  193 
Inscribed  Stocks, definition  of,  673 
Insolvency,    definition    of,    673 ; 

note  on,  150 
Insolvent  Debtors,  loss  from,  102 
Institute     of    Bankers    Exam. 

Papers,  848  et  sqq. 
Insurance  IPremiums,  Income  Tax 
and,  305;  treatment  of,  622, 
634 
Insurer  defined,  678 
Interest,  definition  of,  673  ;  In- 
come Tax  and,  323,  324  ;    on 
capital    during     construction, 

674  ;  on  Current  Account,  23, 
221 ;  on  Partner's  Capital,  232; 
treatment  of,  645 

Interim  Dividend  explained,  674 
Inventory,  definition  of,  674 
Investment  Accounts,  exposition 

of,  445-450 
Investments,  definition  of,   674  ; 

depreciation  of,  532,  535,  579 ; 

dividends  and,  320  ;   hints  on, 

675  ;  in  same  business,  108, 
552,  628  ;  realized  profits  and, 
684 ;  types  of,  675 

Invoice,   definition   of,  676  ;  ^jro 
forma,  215,  676 
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Invoice  Book  defined,  676  ;   term 

loosely  applied,  676 
Invoice  Press  Copy-Book,  138 
I  O  U  explained,  676 
Issued  Capital  defined,  250 

Jettison,  definition  of,  676 

JoBDERS,  definition  of,  676 

Joint  Accounts,  explained,  392- 
395 ;    specimen  of,  394-395 

Joint  Adventure  defined,  392 ; 
division  of  profits  in,  393 ; 
illustration  of,  393 

Joint  and  Several  Liability  de- 
fined, 676 

Joint  Stock  Co.,  see  Company 

Journal,  Columnar,  352 ;  defini- 
tion of,  29  ;  discontinuance  of, 
70 ;  diversity  of  opinions  on, 
69,  70,  76  ;  form  of,  72  ;  kinds 
of,  29,  67,  68;  "  narration" 
in,  73;  Proper,  68;  use  of, 
67-70 

Journal  Entries,  note  respecting, 
76 ;  rules  in  compiling,  72  ; 
specimens  of,  72,  75,  76,  137, 
165,  166,  200,  279,  282,  283, 
586,  008 

Journalizing,  definition  of,  70; 
example  of,  71 

Judgment,  definition  of,  677 

"Kites"  explained,  199 

Lag  (Lakh)  (rupees),  value  of,  685 
Lancashire  and  Cheshire  Insti- 
tutes   Exam.    Papers,    807 
et  sqq. 
Landlords*  Tax,  see  Property  Tax 
Latin  Monetary  Union  explained, 

677 
Lease,  depreciation  of,  and  In- 
come Tax,  319  ;  premium  on, 
677  ;  treatment  of,  110,  114 
Ledger,  Balances  in,  agreement  of, 
34 ;  Balances  in,  defined,  4; 
Capital  Account  in,  9;  Col- 
umnar, 354,  359;  Cost,  ex- 
plained, 398;  definition  of,  2, 
30-31 ;  Departmental,  364 ; 
Entries,  theory  and  practice, 


30;  Hotel  Visitors,  360; 
kinds  of,  34  ;  method  of  enter- 
ing in,  28-29  ;  Nominal  Ac- 
counts in,  8 ;  Personal  Accounts 
in,  3 ;  postmg  the,  defined,  33 ; 
Profit  and  Loss  Account  in,  9  ; 
Real  Account  in,  5;  rule  of 
entry  in,  67 ;  Self- Balancing, 
see  Self-  Balancing  Ledger  ; 
specimen  entries  in,  12-13, 
170-179,  219-220,  261-263, 
34&-35I,  358,  36U,  574,  (508- 
613;  Water  Co.'s  Consumers, 
357-358 
Ledger  Account,  debit  and  credit 
side  of,  3  ;  definition  of,  5 ; 
how  constructed,  3,  4  ;  kinds 
of,  32  ;  specimen  ruUng  of,  3, 
31,  170-180,  261-263,  608-613 
Legacy,  definition  of,  677  ;    duty 

on,  677  ;    kinds  of,  677 
Legal  Tender,  definition  of,  677 
Letter  of  Allotment,  255,  268, 

272;  legal  effect  of ,  255 
Letter  of  Application,  254 ;  form 

of,  271 
Letter  of  Credit  defined,  677 
Letter  of  Indemnity,  275 
Letter  of  Regret,  268,  274 
Letters  Patent,  see  Paff^nt 
Liabilities  defined,  10,  119,  677; 
entry  in  Journal,  74  ;  grouping 
of,  121,  124 ;  improper  use  of 
word,  127 ;    order  in  B  S  of, 
124,  520  ;    position  of  in  B.S 
of,  123  and  note 
Lien,  definition  of,  677 
Life  Annuities  defined,  660 
Life  Assurance  and  Income  Tax, 

302 
Life  Assurance  Co.'s  Accounts, 

480-517,  575-580 
Limitation  of  Actions  explained, 

678 
Limited  Compaxie?,  452 
Limited  Company,  see  Company 
Limited  Companies,  Income  Tax 

Accounts  of,  436-444 
Limited   Llvbility  defined,  247 ; 
on  shares,  252 
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Limited  Partnership  explained, 
228 

Limited  Partnerships,  227, 450- 
451 

LiPTON,  Ltd.,  form  of  Accounts  of, 
530-532 

Liquid  Assets,  definition  of,  678 

Liquidator,  definition  of,  678 ; 
duties  of,  285 ;  illustration  of 
account  by,  285-286 

List  of  Applications  for  Shares, 
255 

Lloyds,  objects  of,  G78 

Lloyds  Bonds,  explanation  of, 
678 

Lloyds  Register,  678 

Loans,  at  call,  defined,  521 ; 
bankers'  practice  in  granting, 
22,  522;  Bill  Brokers,  521; 
conditions  for  raising,  22 ; 
*'  fiom  account  to  account,'* 
621 ;  on  consignments,  521  ; 
rate  of  interest  on,  22,  522  ; 
Short  Notice,  521 ;  stock- 
brokers', 521 

London  &  N.W.  Railway  Co., 
form  of  accounts  of,  524-529 

London  Chamber  of  Commihice 
Exam.  Papers,  782  et  sqq. 

IjOndon  Clearing  House,  proce- 
dure of,  520-521 

"London  Gazette,"  671 

Long  Exchange  Bills  explained, 
199 

Loose  Bills,  explained,  548 

Loose  Leaf  Ledgers,  587 

Loss,  definition  of,  8,  98,  99  ;  from 
Insolvent  Debtors,  102 ;  of 
Capital  and  Income  fax,  315 

Lyons  &  Co.,  Ltd.,  form  of  ac- 
counts of,  562-564 

Machinery  Account,  specimen  of, 

112-113 
"  Maker  "  of  a  P/N  defined,  200 
Malay    States    Tobacco    Plan., 

Ltd.,  form  of  accounts  of,  541- 

644 
Management  Shares,  251 
Managing  Director  defined,  678 


Manifest  defined,  678 

Margin  of  Security  on  Loans, 
521 

Marine  Insurance  defined,  678 

Marked  Cheques,   190 

Married  Women  and  Income  Tax, 
306 

Marshalling  Assets,  123, 124 

Memorandum  and  Articles  op 
Association  of  Limited 
Companies,  452 

Memorandum  Books  defined,  29; 
uses  of,  29,  46 

Memorandum  of  Association  de- 
fined, 679 

Merchants*  Accounts,  illustra- 
tions of,  133-182 

Midland  Blast  Furnaces,  Ltd., 
form  of  accounts  of,  571-574  ; 
specimen  of  Coal  Account  in, 
574 

Midland  Counties  Union,  etc.. 
Exam.  Papers,  821  et  sqq. 

Mineral  Royalties,  basis  of,  402 ; 
entries  necessary,  406 ;  ex- 
ample of,  404,  405-407  ;  lessee 
and,  403  ;  minimum  rent,  403, 
406  ;  payment  of,  407  ;  prin- 
ciple of  recording,  405  ;  short 
workings,  403 

Minimum  Balance,  22 

Minimum  Rent  defined,  403; 
royalties  and,  406 

Mining  Royalties,  see  Royalties 

Mint  Par  of  Exchange  defined, 
378,  679 

Minute  Book,  necessity  for,  284, 
679 

Minutes  defined,   679 

Moiety,  defined,  679 

Money,  Cheap  and  Dear,  defined, 
679 ;  function  of,  680 ;  Call, 
Weekly,  Overnight,  521 

Money  Market  defined,  680 

Mortgage,  First  and  Second,  de- 
fined, 680 

Mortgagee,  Mortgagor,  defined, 
680 

Multiple  Shop  Concerns,  system 
of,  376 ;   example  of  accounta 
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of,  532,  562;  stocktaking  in, 
376 

Narration,  definition  of,  73 
National    Union    of   Teachers 

BxAM.  Papers,  797  ct  sqq. 
Negotiable  Instrument  defined, 

187,  680  ;  position  of  holder  of, 

187,  188 
Net,  681 
Net  Cash,  see  Net 
Net  Loss,  98,  99,  115 
*'Net  Proceeds'*  explained,  217 
Net  Proeit  defined,  97, 98-99,  iV2{); 

assessment  of,    198 ;    Income 

Tax  and,  290  ;    treatment  of, 

115 
Net  Revenue  Account,  form  of, 

526-527 
Net  "Weight,  Net,  defined,  221, 

681 
New  Business,  Income  Tax  in,  299 
Nominal    Accounts,  defined,  8, 

32  ;  example  of,  8  ;  treatment 

of  in  older  methods,  8 
Nominal  Capital,  see  Authorized 

Capital 
Nominal    Ledger,    defined,    34 ; 

entry  in,  33 
Non-Cumulative        Preference 

Shares,  251 
Notary  Public,  192 
Notice  of  Appeal,  see  Income  Tax 
Noting  a  Bill,  82,  192, 194 
*'Not    Negotiable,'*     effect    of 

words,  188,  680 ;  limit  of  words 

to  cheque,  188 ;  when  useless, 

681 
N/S  explained,  190 

Official  Receiver,  duties  of,  420 ; 

as  Trustee,  420,  421     ' 
**  On  Cost  "  Charges  defined,  398 
"On  Demand'*  defined,  196 
One  Man  Company  defined,  249 
*'  Open   Account  Current  '*   ex- 
plained, 658 
Open  Cheque  defined,  186 
Opening  Entries,  74,  137 
Order  Cseque  explained,  184 


Order  of  Discharge  from  Bank. 

ruptcy,  421 
Ordinary   Shares   defined,   251 ; 

reasons  for  avoiding  in  some 

cases,  418 
Original  Entries,  definition  of,  28 
Outstanding  Expenses,  100 
Overdraft,  bank  treatment  of,  64  S 
"  Overhead  "   Charges    defined, 

398 

Paid-up  Capital  defined,  250 
Par,  definition  of,  68 1 
2\iri  Passu,  meaning  of,  081 
Par  of  Exchange,  see  Mint  Far  of 

Exchiuifje 
Parol  Contracts,  see  Simple  Con- 
tract.<f 
Particui^r  Average  defined,  662 
Particular  Lien,  defined,  677 
Partners,  adjustment  of  Income 
Tax  between,  321  ;  definition 
of,  227 ;  distinguished  from 
investors,  233 ;  drawings  of, 
2  ;0 ;  Income  Tax  and,  321 ,  322, 
323,  325;  interest  on  capital 
of,  232,  233 ;  interest  on  draw- 
ings of,  233  ;  liability  of,  227, 
229,  233 ;  number  of,  227 ; 
rights  of,  227;  Salaries  and 
Income  Tax,  319 ;  taking  over 
Assets  by,  243 
Partnership,  Accounts,  227-246; 
Accounts,  hints  for  examinees, 
230;  Accounts,  example  of,  231; 
acquisition  by  company  of, 
256;  Act,  provisions  of,  229, 
240,  677  ;  admission  of  new 
partner  into,  238-239;  alter- 
native to  cash  premium  in, 
238 ;  Balance  Sheet  in,  241 ; 
bankruptcy  of,  240 ;  Capital 
Account  of,  229-231,  237-238 ; 
clauses  of  Deed  of,  228,  232  ; 
Companies  (Consohdation) 
Act,  and,  227 ;  compared  with 
limited  company,  248 ;  Deed 
OF,  definition  and  clauses  of, 
228,  232;  defined,  227;  dis- 
putes,   229 ;    dissolution    of. 
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243 ;     Drawing   Account     of, 
234;  Goodwill    in,  234,  236; 
Limited,  227  ;   premiums  for 
admission  in,  235  ;   Profit  and 
Loss  on  Realization  Account 
in,  240 ;    ranking  of  debts  in 
bankruptcy    of,  240 ;    realiza- 
tion of  assets  in,  240  ;   taking 
over  assets  by,  243 
Pass  Book,  see  Bank  Pass  Book 
Patent  Rights,  entering  value  of, 
633 ;    meaning  of,  624,  68 1  ; 
wasting  nature  of,  109  ;    writ- 
ing down,  624 
Pawn,  definition  of,  681 
Payee,  definition  of,  20,  LS4 
"Payment    for    honouh    supra 

PROTEST,'*    681 

Pears  t^  Co.,  A.  &  F.,  Ltd.,  form  of 

accounts  of,   533-535 
Peninsular  and  Oriental  Steam 
Navigation  Co.,  form  of  ac- 
counts of,  553-557 
Per  Cent.,  meaning  of,  681 
Percentage  defined,  681 
Perpetual  Annuities  defined,  660 
Per  Procuration  defined,  681 
Personal  Account,  defined,  4,  6, 

32 ;    specimen  of,  4 
Personal  Property  defined,  682 
Petition  in  Bankruptcy,  420 
Petty  Cash  defined,  20,  47 
Petty  Cash  Book,  description  of, 
47  ;  example  of  entry  in,  139  ; 
specimens  of,  49,  164 
Petty  Cashier,  duties  of,  47 
Pig  Iron,  cost  price  of,  573 
Pig  Iron  Account,  specimen  of,  571 
"  Pig  on  Pork,"  199 
Plaintiff,  definition  of,  682 
Pledge,  Pledgee,  Pledger,  see 

Pavn 
P/N  explained,  682' 
Policy  defined,  682 
Poll  defined,  682 
Port  of  Entry  defined,  669 
Post-dated  Cheque,  defined,  682 
Posting,  Bills  Payable  Book,  79-82; 
Bills  Receivable  Book,  82-84  ; 
Cash  Book,  38-51 ;   errors  in, 


92-94  ;  Journal,  67  -  75  ; 
Ledger,  30-34 ;  Purchases 
Book,  55-60  ;  Returns  Books, 
84-87;  Sales  Book,  63-65; 
Tabular  Books,  361 
Postponed     Creditors     defined, 

682 
Power  of  Attorney  defined,  662 
Preference  Shares,  250,  251 
Preferential  Creditors,  enUfiie- 

ration  of,  421,682 
Preliminary    Expenses    enume- 
rated, 283  ;  treatment  of,  283 
Premium,  definition  of,  682  ;  differ- 
ence between  Capital  and,  236  ; 
example  of,  235  ;  Income  Tax 
and,    319 ;    instead    of    rent, 
110;   ON    Debentures,    278; 
on  Shares,  277  ;  Partnerships 
and,  235, 238 ;  Reserve  Account 
and,  277  ;  treatment  of,  235 
Pre»jium  on  Shares  Account,  277 
Prepaid    Insurances,    treatment 

of,  622 
Presentment    for    Acceptance, 

683 
Press  Copy,  definition  of,  683 
Price  of  Manufactured  Article, 

analysis  of,  398 
Primage,  definition  of,  683 
Prime  Cost,  definition  of,  398 
Private  Company,  see  Company 
Private  Ledger,  defined,  34 
Probate  defined,  683 
Pro  Forma  Invoice,  defined,  676 
Profit,  definitions  of,  8,  99,  310, 
683 ;    Gross    and  ^Net,    97 
prior   to   incorporation,    683 
question  of    company's,  252 
Realized,  defined,  684  ' 
Profit  and  Loss  Account,  B/S 
and,  129 ;  defined,  8, 99 ;  main 
principle  of,   iOO ;    specimens 
of,  106,  115, 180,  367,  520,  530. 
534,  587,  542,  546,  551,  558, 
562,  572,  653 
Profit  and  Loss  on  Realization 

Account,  243 
Promissory  Note,  Bank  Note  and, 
200 ;    B/E  and,  201 ;    cheque 
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and,  188;    defined,  200;    dis- 
honouring,   etc.,    201  ;      how 
usually  drawn,  200  ;  liabiUty 
on,  200;    "maker"  of,    200; 
stamp  duty  on,  201 
Promoter,  Promotion,  defined,683 
Prompt  Cash  explained,  691 
Property    Accounts,    see    Real 

Account  li 
Property  Tax  explained,  292 
Prospectus  defined,  254,  683 
Protesting  a  Bill,  192-194 
Provisions,  kinds  of,  102 
Provisions  and  Reserves    treat- 
ment of,  100 
Proxy,  definition  of,  683  ;  Voting 

BY,  684 
Prudential  Assuilvnce  Co.,  form 

of  accounts  of,  575-580 
Public   Examination   of   Bank- 
rupt, 421 
Public  Limited  Co.,  see  Company 
Published    Accounts,  forms  of, 

518  ct  sqq. 
Purchases  Account,  Columnar,59 
Purchases  and  Expenses  Jour- 
nal, specimen  of,  353 
Purchases  Book  or  Journal,  55 ; 
Columnar,  58,  60  ;  entries  in, 
138,  144,  167,  345,  607 ;  speci- 
mens of,  56,  59 
Pure  Endowment  Policy,  Depre- 
ciation and,  114 

Quarter  Days  (England  and  Scot- 
land), 684 
Questions,  see  Exercises 
Quorum,  definition  of,  684 

Railway  Co.,  form  of  accounts  of, 
524-529 

Railway  Clearinq  House  de- 
fined, G66 

Ranking  Assets,  see  Marshalling 
Assets 

Rate  op  Discount,  G63 

Rates  of  Depreciation  and  In- 
come Tax,  311-313 

Rates  of  Exchange,  explained, 
684  ;  table  of,  378,  G86-688 

Raw  Material,  defined,  684 


R  D  explained,  190 
Real  Account  defined,  5,  6,  32; 
entry  in  Ledger,  33  ;  specimen 
of,  5 
Real  Estate  or  Property  defined, 

682 
Realization  Account  of  Trustee, 

240,  242,  423 
Realized  Profits  defined,  684 
Reassurances,  488 
Rebate,  definition  of,  196,  684 
Receipt,  definition  of,  691 
Receipts  and  Payments  Account 
defined,  428  ;   caution  respect- 
ing nomenclature,  429  ;  colum- 
nar CB  in,   431;    compared 
with  I.  and  E.  Account,  431  ; 
example  of,  430 
Receiver,  duties  of,  285,  684 
Receiving  Order,  effect  of,  420 
Reconciliation  of  C/B  with  Pass 

Book,  46 
Reconstruction  defined,  68  i 
Record  Book  defined,  685 
Refer  to  Drawer  (R  D),  190 
"  Referee  in  case  of  need  "  ex- 
plained, 685 
Register  of  Applications  (Lists), 

255 
Register  of  Directors,  284 
Register  of  Mortgages,  284,  G80 
Registered  Capital,  see  Author- 
ized Capital 
Registered    Office    (Company), 

685 
Registration  of  Company,  247 
Regulation    of  Railways   Act, 

1868,  413  note 
Release  of  Trustee,  423 
Remittance  defined,  685 
Renewed  Bill,  treatment  of,  194 
Repairs    Account,   specimen  of, 

101 
Replacements  of  Plant,  314 
Reserve,  see    Reserve  Fund  and 

Resei'ves 
Reserve  Acct.,  use  of  term,  105 
Reserve  for  Bad  Debts,  103-104, 
537  ;    Income  Tax  and,  318 ; 
treatment  of,  107,  643 
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Reserve  for  Bad,  etc.,  Debts 
Account,  specimen  of,  105 

Reserve  Fund,  defined,  108 ; 
differing  opinions  on,  108 ; 
investment  of,  108 ;  purpose 
of,  108  ;  Reserve  Account  and, 
109  ;   various  terms  for,  109 

Reserve  Liability,  defined,  685 

Reserves,  banker's,  108,  521 ; 
carrying  forward  of,  100,  101  ; 
for  special  purposes,  107,  108, 
570  ;  kinds  of,  102,  107-108  ; 
investment  of,  108,  521,  552, 
628 

Reserves  Acct.,  specimen  of,  101 

Respondentl\  Bonds  defined,  665 

Rest,  definition  of,  109 

Returns,  definition  of,  24 

Returns  Books,  description  of, 
84,  86 ;  specimens  of,  86,  87, 88 

Returns  for  Assessment,  297, 
307,  308 

Returns  Inwards  defined,  25 ; 
recording  of,  87,  144 

Returns  Inwards  Book,  entries 
in,  144,  168,  345,  607  ;  speci- 
men forms  of,  87,  88,  168,  345 

Returns  Journal,  use  of,  68 

Returns  Outwards  defined,  25, 
85 ;  posting  of,  85 

Returns  Outwards  Book,  speci- 
men forms  of,  86,  88,  168; 
entries  in,  145,  345 

Revenue  Account,  specimens  of, 
524-527,  536,  565,  575 

Royal  Society  of  Arts  Examina- 
tion Papers,  757  et  sqq. 

Royalty,  definition  of,  401 

Royalty  Accounts,  401-409 

Royalty,  Mineral,  see  M'meral 
Royalties 

Rule  of  Averages  (Income  Tax), 
298 

Rupee,  value  of,  685 

Rx  explained,  685 

Salaries  of  Partners  and  Income 

Tax, 321 
Sale,  for  cash,  explained,  23;  of 

buildings,    method    of,    149; 


upon  credit,  explained,  23 ; 
upon  credit,  entry  of,  65 

Sales  Account,  specimen  of 
Columnar,  64 

Sales  Book,  description  of,  63 ; 
entries  in,  65,  141,  143,  150, 
167,  345,  607  ;  specimen  forms 
of,  63,  64,  167,  345 

Sales  Ledger,  described,  34 ;  Ad- 
justment Account,  334,  348 

Salvage  defined,  689 

Salvation  Army,  form  of  accounts 
of,  569-570 

Sans  Recours  defined,  689 

Schedules  (Income  Tax)  ex- 
plained, 291-302 

Schedule  D,  294-296,  296-302; 
amount  of  Income  taxable 
under,  298 ;  apparent  hard- 
ship under,  299 ;  appeals  under, 
307-309 ;  assessment  (modes 
of),  307-308  ;  businesses  (new) 
under,  299 ;  businesses  (two 
or  more)  under,  300 ;  bad 
debts  under,  317 ;  capital 
losses  under,  315 ;  cases  of, 
295 ;  change  of  ownersliip 
and,  300 ;  deductions  (allowed) 
under,  301 ;  deductions  (dis- 
allowed) under,  302 ;  dividends 
and,  320 ;  exemption  and 
abatement  under,  303  ;  earned 
income  under,  305  ;  embezzle- 
ment under,  320 ;  insurance 
premiums  under,  302  ;  interest 
under,  315 ;  iron  and  coal 
mines  and,  300 ;  losses  and 
expenditure  under,  300  ;  mar- 
ried women  under,  306  ;  busi- 
nesses under  299 ;  partners' 
salaries,  321  ;  position  of  secre- 
tary under,  296 ;  preparing 
assessment,  297 ;  procedure 
for  exemption,  298  ;  replace- 
ments and,  314  ;  rule  of  aver- 
ages, 298  ;  special  conditions 
under,  300;  speculations  under, 
318  ;  voluntary  subscriptions 
and,  316 ;  wear  and  tear  under, 
310 
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Schoolmaster  and  Inc.  Tax,  307 
Scrip,  definition  of,  689 
Seal  (Common)  defined,  689 
Seal  Register  explained,  689 
Secret  Reserves,  108 ;  metliod  of 

creating,  523 
Secured  Creditors,  422 
Securities,  definition  of,  689 
Selt-Balancinq     Ledger,     Cash 
Book  in,  344  ;  explained,  329  ; 
system    illustrated,    342-351  ; 
example  of,  342 
Set-off,  definition  of,  689 
Settlement  (Settling)  Days,  521, 

658 

Share  Capital,  definition  of,  252 

Share  Certificate  defined,  208, 

665;    delivery  of,   255,   268; 

specimen    of,    275 ;     what   in 

exchange  for,  275 

Share  Register    (Ledger),  254, 

264 
Share  Transfer,  form  of,  270 
Share  Warrants  to  Bearer,  689 
Shares,  Application  and  Allotment 
Account  for,  254;  AppHca- 
tion  and  Allotment  Account 
Book  for,  266 ;  as  part  pur- 
chase price,  257 ;  banker's 
receipt  for,  271,  273;  call 
notice  on,  268,  273  ;  calls  on, 
250,  254,  256  ;  certificates  for, 
255 ;  compared  with  stock, 
252  ;  Cumulative  Pref.,  251 ; 
Deferred,  251 ;  definition  of, 
249  ;  dividends  on,  252,  284  ; 
forfeited,  280-283;  form  of 
appHcation  for,  254,  268,  271 ; 
Founders',  251 ;  how  issued, 
250,  277  ;  issued  at  premium, 
277,  279  ;  "  issued  credited  as 
fully  paid,'*  256;  Letter  of 
Allotment  for,  255,  268,  272 ; 
Letter  of  Indemnity,  275 ; 
Letter  of  Regret,  268,  274; 
limited  liabiUty  upon,  252 ; 
Lists  of  AppUcation  for,  255 ; 
Management,  251 ;  Non-Cum. 
Preference,  251 ;  Ordinary, 
251;    PxiEF.,    250,    251  note; 


special    settlement    for,    268; 
Transferor  and  Transferee  of, 
268;  Transfer  Register  of,  266; 
treatment  of,  254,  255,  279 
Ship,  ownersliip  of,  689 
Ships  and  Income  Tax,  313 
Short  Exchange  Bills  explained, 

199 
Short  Loans,  defined,  680  ;  kinds 
of,  521  ;  Income  Tax  and,  315 
Short  Workings  (Shorts)  defined, 
403  ;    entries  necessary,  406 ; 
illustration  of,  404,  407  ;  lessee 
and,  403 
Short    Workings,    recording    of, 
405  ;      "  recouping  "  of,     404, 
407  ;  specimen  forms  of,  409 
Simple  Contract,  defined,  689 
Single  Account  System,  211 
Single  Entry  Book-keeping, 205- 
211  ;     conversion     into    D/E, 
209  ;  information  afforded  by, 
207 ;    inherent    weakness    of, 
207,  209  ;  Statement  of  Affairs 
by,  208 
Single  Ship  Company  defined,  690 
Sinking  Fund  explained,  690 
Sleeping  Rent  (ColUery)  defined, 

403  note 
Slip  (Marine  Insurance),  690 
Solicitors'    Accounts,    form    of 
accounts,   546-549 ;     advance 
payments    in,    548 ;     Capital 
Accounts    in,    549 ;     clients' 
moneys  in,  549 ;   fees  for  affi- 
davits in,  549  ;    "  loose  bills  " 
in,  548  ;  premiums  for  articled 
clerks  in,  548 ;    stamp  duties 
and,  549 
Special  Settlement  defined,  268 
Specialty,  defined,  690 
Specific  Legacies  explained,  570 
Speculations  and  Income  Tax,  318 
Stable     Exch^vnge     Countries, 

List  of,  378 
Stamp  Duty,  on  Bills,  200;    on 
Cheques,  189  ;  on  P/Ns,  201 ; 
paid  by  Cheque,  549 
Statement,  definition  of,  690 
Statement  of  Affairs,  Balance 
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Sheet  and,  120;    Bankrupt's, 

127,  421 ;  compulsory  winding 

up,  421  ;    definition  of,    120 ; 

form    of,    424-425 ;  items   of, 

422  ;  modification  in  Ltd.  Co. 

of,  422;    Single  Entry,   208; 

summary  portion  of,  422 
STATisncAL  Books  defined,  29 
Statutes  of  Limitation,  678,  690 
Statutory  Declarations  defined, 

659 
Statutory  Income  defined,  298 
Steamship  Line  Accounts,  form 

of,  554-557 
Stock,  compared  with  Shares,  252; 

definition  of,  252  ;  Inscribed, 

673,  675 ;  Registered,  675 
Stock  Exchange  Clearing  House, 

666 
Stock  Exchange  Settling  Days, 

621, 658 
Stock  Receipt  defined,  673 
Stock  to  Bearer  defined,  675 
Stoppage  in  transitu  explained, 

690 
Stopping  a  Cheque,  reasons  for, 

190 
Subpcena  defined,  690 
Subscribed  Capital,  defined,  250 
Sundry  Debtors,  121,  161 
Sundry  Trade  Creditors,  121 
Super  Tax  explained,  306 
Surety  defined  690 
Surplus,  American  use  of  word,  109 
Surrender   Value    defined,  678, 

690 
Suspension  of  Payment,  note  on, 

149 

Tabular       Book-keeping,       see 

Columnar  Book-keeping 
"Taking  up  a  Bill  under  Re- 
bate," 196 
Talon,  definition  of,  585,  601 
Tare,  definition  of,  221 
Taxation  of  Bills  of  Cost,  691 
Taxes  Management  Act,  1880, 309 
Taxing  Master,  duty  of,  691 
Tenor  of  a  Bill,  definition  of,  26  ; 
when  expressed  in  months,  26 


Terms  of  Sale  and  Payment,  691 
Testator  defined,  691 
Three  Column  Cash  Book,  posting 
Disct.  in,  43  ;  specimen  of,  45 
"  Three    months    after    date  " 

explained,  199 
Tied  Houses  explained,  560 
Time  Sheets  explained,  397 
Tobacco  PlaI^tation,  cash  returns 
from,  387  ;    form  of  accounts, 
541-544 
Tontine  defined,  691 
Trade  Charges  and  Inc.  Tax,  320 
Trade  Discount,  advantages  of, 
24  ;  definition  of,  24  ;  entering 
of,  24 
Trading  Account,  charges  debited 
in,  97  ;   expenses  and  charges 
in,  618  ;  items  of,  97  ;  nature 
of,  57,  96,  616  ;  object  of,  96  ; 
preparation  of,  155,  618  ;  speci- 
mens of,  97,  98,  179,  367,  637, 
653 
Transactions,  classification  of,  2 ; 
definition  of,  2  ;  entry  of,  33  ; 
examples  of  merchants'  trans- 
actions,   133-182 ;    recording, 
32  ;  rule  in  considering,  32 
Transfer  Journal,  use  of,  342 
Transfer    Register,    nature    of, 
266;    required  by  law,  284; 
specimen  form  of,  269 
Transferor  and  Transferee,  268 
Treasury  Bills  defined,  691 
Trial  Balance,  agreement  of,  51, 
92-94,330;  Branch,  372-374; 
compensating  errors  in,  667 ; 
defined,    7,  91  ;    example    of, 
14 ;     extraction    of,    14,    91  ; 
preparing,  7,  91,  92 ;  specimen 
forms    of,    14,    91,    93,    181, 
351,  36G,  372-375,  381,  382, 
386,  387,  613,  650 
Trustee  defined,  691 
Trust  Funds  and  Inc.  Tax,  303-304 
Trustee  Act,  1893,  provisions  of, 

675 
Trustee  in  Bankruptcy,  see  also 
Trustee  ;  auditing  of  accounts 
of,  423 ;    duties  of,  420-421  ; 
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Realization  Account  of,  423 ; 
release  of,  423  ;  under  Deed  of 
Arrangement,  427 
Turnover,  definition  of,  691 

Umpire  defined,  OGl 
Underwriter  defined,  284 
Unearned    Income    and   Income 

Tax,  305 
Unissued  Capital,  249-250 
Union  of  London  and    Smiths 

Bank,  forms  of   accounts  of, 

519-523 
Unlimited  Companies,  248 
Unpaid  Califs,  treatment  of,  647 
Unpaid  Expenses,  treatment  of, 

100-102 
"Upon  Credit"  explained,  23 
Usance  defined,  199 

Valuation  Balance  Sheet,  speci- 
men of,  679 
Voluntary  Gifts  and  Inc.  Tax,319 
Voluntary    Subscriptions    and 
Income  Tax,  316 


Voting  by  Proxy,  684 
Voucher,  definition  of,  691 

Wages,  96,  396,  398 

Warrants,  Dividend  and  Income 
Tax,  320  ;  dock,  GG8 

Warranty,  definition  of,  691 

Waste  Book,  691 

Wasting  Assets,  defined,  129; 
examples  of,  109, 161  ;  machin- 
ery as,  110;  railway,  529; 
writing  down,  110 

Water  Company's  Accounts,  form 
of  ,565-568 ;  Consumer's  Ledger 
in,  358  ;  nature  of,  357 

Watered  Capital,  frequent  cause 
of,  258 

Watered  Stock  defined,  691 

Wear  and  Tear,  assessment  of, 
310  ;  deductions  for,  310-313  ; 
distinguished  from  Deprecia- 
tion, 310  ;  illustrations  of,  310, 
313 

Weights  (Gross  and  Net),  220 

Working  Capital,  128  411 
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Modern  Commercial  Text-Books 


The   Primer  of  Book-keeping 

A  First  Course  for  Students 

By  L.  C.  CROPPER,  F.C.A.,  etc. 

Author  of  **  Book-keeping  and  Accounts,  "  suxd  "  ElementAry 
Bodk-keeptng  " 

Crown  8vo.      i6o  pp.      Cloth.      Price  Is.  9d.  net 

This  book  is  admirably  adapted  for  use  in  Day  Schools,  and  in 
those  Evening  Schools  where  the  price  as  well  as  the  quality  of  a 
Text-Book  determines  whether  it  can  be  adopted  or  not.  There 
are  about  loo  carefully  selected  and  graded  Exercises,  exclusive 
of  many  pages  of  Examination  Papers.  The  Explanatory  Text 
is  both  simple  and  adequate,  and  teachers  may  feel  quite  sure 
that  in  adopting  this  book  they  are  providing  their  pupils  with  a 
thoroughly  sound  and  comprehensible  exposition  of  the  principles 
of  Modern  Book-keeping  and  not  burdening  them  with  obsolete 
methods  that  have  no  relation  to  a  modern  Counting  House. 

N.B.— A  fully  worked  Key  in  preparation. 

The  Economic  Foundations 
of  Reconstruction 

By  ALFRED   MILNES,    M.A.   (Lond.) 
Demy  8vo.  234  pp.  Price  6s,  6d. 

An  explanation  of  the  economic  principles  on  which  society  as 
we  know  it  has  been  built  up,  and  an  application  of  those 
principles  to  the  solution  of  the  economic  problems  brought  into 
critical  prominence  by  the  European  War.  The  publishers 
unreservedly  recommend  the  book  to  all  teachers  and  students 
of  commerce.  The  chapters  entitled  *'  Payment  by  Production  "  ; 
"Enrichment  by  Exchange  "  ;  and  *'  Foreign  Exchange,"  indeed 
the  whole  work,  is  a  model  exposition,  written  in  a  style  possessing 
real  literary  charm. 


Elementary  Book-keeping 

A  Text-Book  for  Students 
By  L.  C.  CROPPER,  F.C.A.,  etc 

Author  of  **  Book-keeping  and  Accounts,"  **  The  Primer  of 
Book-keeping  " 

Crown  8vo.      320  pp.      Cloth.      Price  3s.  net 

This  Text-Book  is  entirely  distinct  from  Mr.  Cropper's  larger 

treatise,  '•  Book-keeping;  and  Accounts,"  and,  as  its  title  indicates, 

is  intended  as  an  introductory  Text-Book  to  that  volume.     Besides 

a  large  selection  of  recent  Examination  Papers  set  by  the  various 

Bodies  examining  in  Book-keeping,  there  are  numerous  gfraded 

Exercises    appended    to    the    various    chapters.       Like   all    Mr. 

Cropper's  works  the  book  is  thoroughly  modern,  both  in  matter 

and  spirit,  care  having  been  taken   that  the  student  shall  have 

nothing  to  unlearn  when  confronted  with  present-day  practice. 

Tht  Sch«0l  GuMrJtMM  M7S  :  "This  book  needs  no  recommendation,  the  very 
name  of  the  author  is  a  sufficient  guarantee  of  its  merits,"  and  Tht  Commtr€i»i 
Ttmchtr  characterizes  it  as  "an  admirable  publication  worthy  of  its  author." 

N.B. — A  fully  worked  Key  in  preparation. 

A  First  Course  in   Commercial 
Correspondence  and   Office   Routine 

By  J.  KING  GREBBY 

Author  of  "  Modem  Commercial  Correspondence, "  etc, 
160  pp.      Cloth.      Price  Is.  9d.  net 

Modern   Commercial   Correspondence 

By  JOHN  KING  GREBBY 

Examiner  in  Hand<writing  and  Commercial  Correspondence  to  the 

Royal  Society  of  Arts;    formerly   Pri<oate  Secretary   to  the  late 

Sir  Courtenay  Boyle,  K,C.B, 

Crown  8vo.      296  pp.      Price  8a.  net 

Tht  Schoolmaster  says  :  "  A  notable  book.  Written  by  one  expert  and  edited  by 
another  the  book  was  sure  to  be  sound  in  theory  and  practice.  .  .  .  The  book  is  full 
of  good  points,  and  we  commend  it  to  the  notice  of  all." 

Tht  InstituU  of  Commtrct  Maranint  describes  it  as  "An  excellent  Text-Book 
wkaretn  the  student  will  find  much  information  of  use  to  him." 


Modem   Business  Training  and  the 
Methods  and   Machinery  of  Business 

By  JOHN   KING    GREBBY 

Author  of  *^  Modern  Commerdsd  Correspondence  " 

Crown  8vo.  600  pp.         Price  5s.  net. 

A  thoroughly  authoritative  and  exhaustive  work. 

Thf  Schoolmasitr  says :  "  This  book,  embracing  as  it  does  every  branch  of  com- 
mercial  life,  will  be  found  thoroughly  practical  and  up-to-date.  The  author  has 
taken  pains  to  give  the  methods  actually  in  use  in  the  mbst  prominent  business 
houses  in  the  country.  .  .  .  Well-chosen  exercises  are  placed  at  the  end  of  each 
chapter,  and  candidates  for  the  examinations  held  by  the  London  Chamber  of 
Commerce,  The  National  Union  of  Teachers,  The  Royal  Society  of  Arts,  etc.,  will 
find  these  of  use  in  their  preparation.  Although  not  written  with  the  idea  of 
cramming,  this  book  provides  in  as  comprehensive  a  manner  as  possible  a  thorough 
explanation  of  the  most  modern  business  methods." 

Tkt  Book-ketptrs'  Magazitu  says  :  "  Full  of  valuable  and  useful  information  from 
beginning  to  end.  We  have  studied  it  with  very  great  interest  and  pleasure,  and 
strongly  recommend  it  to  the  Junior  Student,  the  Advanced  Student,  the  Commercial 
Teacher,  and  the  Business  Man.     It  is  exceedingly  good  value  for  money." 

Tht  Associated  Accountants'  Journal  says :  "  A  comprehensive,  well-written  work 
on  the  Machinery  of  Business  embracing  elementary,  intermediate,  and  advanced 
sections  ofthe  subject  has  long  been  needed.  Mr.  Grebby  has  supplied  the  want.  .  .  . 
Not  only  is  it  an  invaluable  work  for  the  student,  but  it  is  a  useful  book  for  the 
business  man  to  have  within  reach.  It  can  be  confidently  r»commended  for  adoption 
as  a  text-book  by  all  teachers  of  the  subject." 

Marine  Insurance 

Its  Principles  and  Practice 

By  FREDERICK  TEMPLEMAN 
Adjuster  of  CUims  to  the  AUUnce  Assurance  Co,,  Limited 
Third  Edition.      Crown  8vo.      264  pp.      Price  53,  net. 

Fuirplay  sajrt:  "Conciseness  of  exposition  and  clearness  of  statement  are  the 
distinguishing  features  of  this  work.  We  recommend  it  as  an  excellent  handbook  of 
the  prmciplcs  and  practice  of  Marine  Insurance." 

The  Loca.1  Government  Journal  says  :  "Mr.  Templeman  is  eminently  qualified  for 
the  task  he  has  undertaken,  and  he  has  certainly  succeeded  in  producing  a  work 
which  is  not  only  a  text-book,  but  may  also  be  of  inestimable  value  to  all  persons 
engaged  in  the  shipping  trade.  It  deals  simply  with  the  principles  and  practice  of 
Marine  Insurance,  but  there  is  hardly  an  explanatory  statement  that  is  not  fortified 
by  legal  decisions." 

Tlu  Economist  concludes  a  long  and  favourable  review  by  saying  that  "  M». 
Templeman'a  book  is  concise,  clear  and  interesting." 


The  Student's  Guide 

to  Life  Assurance 

With  chapters  on  Fire,  Workmen's  Compensation, 
and  other  kinds  of  Insurance 

By  A.  W.  TARN,  F.I. A. 

Editor  of  "  Watford's  Insurance  Guide  and  Hand-Book  " 

Crown  8vo.      About  220  pp.      Price  8s.  6d.  net 

Typewriting  from  A  to  Z 

Edited  by  BERNARD   DE   BEAR 
Fcap.  Folio.  192  pp.  Price  6s,  net 

Arithmetic  and  Accounts 

By  S.  CARTER,  B.Com.,   B.Sc. 

Examiner  in  Arithmetic  and  Accounts  to  the  Union  of  Lancashire 

and  Cheshire  Institutes;  Headmaster,  Municipal  Technical  School, 

Wakefield, 

AND 

H.  GARRATT,  B.Sc, 

Head  of  the  Physics  and  Electrical  Engineering  Department  in  the 

SmeihTvick  Municipal  Technical  School, 

First  Year  Course.     Crown  8vo.     192  pp.     Price  2s.  net 

Second  Year  Course.     Crown  8vo.     288  pp.     Price  2s.  6d.  net. 

The   Elements  of  Commercial   Law 

With  Brief  Notes  on  Scots  Law 

By  H.  W.  DISNEY.  B.A.,  Oxon. 

Barrister-at- La<=Q} ;  Lecturer  at  the  London  School  of  Economics: 

Member  of  the  Faculty  of  La<ws  in  the  University  of  London 

Crown  8v©.      .231  pp.       3rd  Edition.       Price  3s.  net. 

This  is  a  very  clearly  written  Text-Book  of  moderate  compass, 
eminently  suitable  for  Evening  Schools. 

TAg  Accountants'  Mag-atin*  says  :  "The  language  U  timplc,  the  style  ladd  ;  yet 

withal  it  is  written  in  a  thoroughhy  scientific  spirit." 

TAt  Lmw  Student's  Journtxl  says :  "  The  learned  writer  of  this  handbook  makes  it 
clear  from  his  preface  that  the  book  is  intended  for  commercial  students.  He  has 
accordingly  not  burdened  his  text  by  citing  authorities,  and  has  as  far  as  possible 
avoided  Taga!  technicalities.  .  .   .  Altogether  it  is  a  very  excellent  handbook." 

Tht  Schoolmasttr  says  :  "  Essentials  are  nowhere  omitted,  but  technical  details, 
useful  only  to  the  practical  lawyer,  are  everywhere  conspicuously  absent.  This  is 
just  as  it  should  be  in  a  book  of  this  kind,  and  we  have  no  hesitation  in  prophesying 
a  ready  sale,  as  soon  as  teachers  of  commercial  classes  hftrs  bad  an  opportunity  o? 
b*coming  acatutiated  with  the  merits  of  the  work." 

• 


A  Plain  Guide  to  Investment  and  Finance 

By  T.  E.  YOUNG,  B.A.,  F.I.A. 

P^t  President  of  the  Institute  of  AdusLries,  Past  Chairman  of  the 

Life  Offices'  Association,  late  Head  Aduaty  of  the   Commercial 

Union  Assurance  Co, 

Demy  8vo.      336  pp.      Cloth.      3rd  Edition.      Price  7s.  6d. 
Invaluable  to  all  Teachers  of  Business  Methods. 

A  FEW  o/the  subjects  dealt  with : — Trade,  Commerce  and  Industry 
— Markets  generally  and  the  Money  Market  in  particular — Bank 
of  England — Joint  Stock  Banks — Bills  of  Exchange — Foreign 
Exchanges — Bill  Brokers — Stock  Exchange — Brokers  and 
Jobbers — Bulls  and  Bears — Sympathy  of  Markets — Causes  of  the 
Variations  in  the  Prices  of  Securities — Effects  of  War  on  the 
Prices  of  Securities — Dear  and  Cheap  Money — Condition  of  Trade 
in  its  Effect  on  the  Prices  of  Securities  and  Consols — Accrued 
Interest  as  affecting  the  Cost  of  Securities — The  Return  derived 
from  an  Investment — Ex-Dividend  and  Ex-Interest,  Cum  Dividend 
and  Cum  Interest — Sinking  Funds,  Speculations  and  Gambling — 
Index  Numbers — The  Effect  of  the  European  War  of  1914  upon 
British  Finance  and  Commerce,  etc. 

Financial  Timti,  Jan.  4th,  1909,  s*ys :  "  It  Is  carefully  and  lucidly  written,  and 
any  one  who  desires  to  get  a  comprehensive  grasp  of  the  financial  world  at  large  and 
of  the  Stock  and  Money  Markets  particularly,  cannot  secure  a  better  or  more  reliable 
guide. " 

TAt  Financitr  says :  "  Regarded  from  every  point  of  view  this  work  is  really 
admirable,  and  the  reader  cannot  fail  to  profit  very  greatly  from  its  clear  exposition. ' 

Thf  Financial  Standard  myt '.  "  Mr.  Young's  book  truly  fulfils  the  office  of  guide. 
A  child  could  understand  its  simple  explanations.  Everything  that  it  is  necessary 
for  one  to  know  is  expounded  clearly  and  concisely,  and  the  varying  influences  to 
which  the  investment  market  is  subject  are  shown.  The  book  is  a  veritable  vadt 
mecum,  and  all  interested  in  finance  and  financial  operations  should  not  be  without  it." 

Th*  Invtstor's  Review  says :  "  We  are  glad  to  testify  with  emphasis  to  the 
excellence  of  this  manual.  It  is  one  of  the  soundest,  most  carefully  written,  honest, 
and  lucid  manuals  on  the  subject  dealt  with  we  have  ever  come  across." 


An  Elementary  Manual  of  Statistics 

By  A.  L.  BOWLEY,  M.A.,  Trinity  College,  Cambridge 

Guy  Silver  Medallist  and  Vice-President  of  the  Royal  Statistical 

Society,   t895;    Ne<D)march  Lecturer  1897  and  1898  f    Reader  in 

Statistics  in  the  University  of  London 

Demy  8vo.      Cloth.      Price  6s.  net. 

The  Yorkshire  Observer  says:  "We  have  here  an  invaluable  Text-Book  in  an 
extremely  useful  series.  ...  An  adequate  first  course  for  studenU  arrayed  with  all 
Mr.  Bowley's  well-known  clearness  and  skill." 

The  Economist  says :  "  Mr.  Bowley's  book  provides  a  practical  and  clear  intro- 
duction to  the  subject,  in  which  the  results  of  much  knowledge  are  admirably  arranged 
in  a  small  space." 

The  Lancet  says :  "  It  deals  in  masterly  style  with  some  of  the  more  difficult 
oroblems  that  perplex  the  beginner." 


From  Gild  to   Factory 

A  First  Short  Course  of  Economic  History 

By  ALFRED  MILNES,  M.A. 
Crown  8vo.  Cloth.  Price  3s.  net. 

An  admirable  little  book,  most  attractively  written,  and  warmly 
recommended  to  students  by  Professors  J.  H.  Masterman  (Birm- 
ingham), W.  T.  Ashley  (Birmingham),  T.  F.  Tout  (Manchester), 
and  L.  L.  Price  (Oxford). 

Landlord  and  Tenant 

Their  Rights  and  Duties 

By  ALBERT  E.  HOGAN,  LL.D.,  B.A. 

London    Uni'oersiiy    Ljl*w  SchoUr;    La<w  Society's    SchoUr    in 

Internationa  Ui<w;    QuAin  Essay    Prizeman;     Whittuck    Essay 

Prizeman,  etc.;  Solicitor 

Fcap.  870.      Cloth.      i6o  pp.      Price  Is.  6d.  net 
Limp  Cloth,  is.  net 

Tk4  Accountant  sayt :  "Treats  of  th«  subject  in  clear,  simple,  and  considering;  tha 
extreme  technicality  of  the  subject,  in  wonderfully  non-technical  language.  The 
index  is  thoroughly  sound  and  well  arranged,  and  some  useful  forms  arc  given  in  the 
appendix." 

Tfu  AssocUttd  Accountantt  J»umal  says :  **  A  capital  littl*  bode,  well  written, 
dearly  printed  and  published  at  a  reasonable  price." 

\ 

How  to  Make  and  Prove  a  Will 

By  ALBERT  E.  HOGAN,  LL.D.,  B.A. 

Solicitor;   Author  of  '* Landlord  and  Tenant'* 
Fcap.  8vo.    x6o  pp.    Price  Is.  6d.  net    Limp  Cloth,  Is.  net. 

Tfu  Accountant  says  :  "  The  book  throughout  shows  the  same  clarity  of  style  and 
expression  as  that  of  the  author's  '  Landlord  and  Tenant,'  and  the  same  avoidance 
of  technical  phraseology.  There  is  a  useful  i^pendix  of  forms  and  a  good  working 
index." 

T/u  Nottintham  Guardian  says :  "  Well  printed  and  well  arranged,  and  written 
in  the  clearest  possible  language." 

Financial  Timts  says  :  "  Concise,  accurate,  and  written  in  non-technical  language  ; 
this  and  the  volume  dealing  with  '  Landlord  and  Tenant '  should  become  popular." 


Fully-worked  Key  to 

Cropper^s  **  Book-keeping  and  Accounts  " 

Demy  8vo.        740  pp.        Price  25s. 

The  Key  not  only  contains  solutions  to  the  278  exercises 
and  the  58  sets  of  Examination  Papers  in  **  Book-keeping  and 
Accounts,"  but  also  solutions  to  the  following  additional  Exami- 
nation Papers :  Royal  Society  of  Arts — Elem.,  Inter.,  and 
Advanced,  1912-1914 ;  London  Chamber  of  Commerce — Senior, 
191 1  (Nov.) — 1914  (May);  and  Chartered  Institute  of  Secretaries 
— Inter,  and  Final,  191 1  (June) — 1914  (June).  It  is  a  fully- 
WORKED  Key,  every  exercise  being  set  out  in  detail  (all  Ledger 
accounts  and  subsidiary  books  included)  as  an  expert  accountant 
would  set  them  out,  and  as  they  should  be  set  out  by  the  student 
who  presents  himself  for  examination  and  desires  distinction. 

Sections  dealing  with  "  Depreciation,"  '*  Income  Tax,"  ••  Re- 
serves," "Goodwill,"  "Bankruptcy,"  and  "Costing"  complete  a 
unique  and  valuable  volume. 


AN   UNSOUCITED   TESTIMONIAL 

Gentlkmin, 

I  have  received  the  Key,  for  which  I  thank  you.  Having  had 
the  opportunity  of  glancing  through  the  work,  my  feeling  is  one  of 
amazement  at  the  stupendous  task  which  has  been  achieved. 

It  would  indeed  be  difficult  for  the  most  exacting  teacher  of 
Book-keeping  to  conceive  of  a  more  full  and  complete  Key  being 
prepared  for  his  use. 

The  best  thanks  of  those  who  are  engaged  in  teaching  or 
studying  the  subject  are  due,  and  will,  I  am  sure,  be  extended  to 
the  author  and  his  publishers  for  such  a  successful  consummation 
of  their  labours. 

Yours  faithfully, 

WILLIAM  A.  HATCHARD,  F.B.T., 

Ltcturer,  East  Ham  Technical  College. 


ARITHMETIC  TEXT-BOOKS 
Arithmetic  Papers  for  Senior  Pupils 

With  Answers  or  Without  Answers 
By  W.  BRAGINTON,  M.A.  (Cantab). 

Principal,  St,  George's  College,  Kingsnvay,  London;  L^te  Heaud- 
nuster  of  Strand  School,  King's  College,  London, 
Crown  8vo.      192  pp.      Price  4s. 

EXTRACT  FROM  MR.  BRAGINTON'S  PREFACE 
This  collection  of  Arithmetic  Papers  is  designed  primarily  for 
candidates  for  the  Civil  Service.  The  inclusion  of  Papers  set  in 
London  Matriculation  and  in  Oxford  and  Cambridge  Higher  and 
Lower  Certificate  Examinations  does  not  detract  from  but  rather 
adds  to  the  value  of  the  collection  to  tuch  candidates.  In  the 
same  way  the  presence  of  Civil  Service  Papers  will,  we  believe, 
enhance  its  value  to  candidates  for  the  London  Matriculation 
and  the  Oxford  and  Cambridge  Higher  and  Lower  Certificate 
Examinations.  The  wise  teacher,  whilst  making  his  pupils 
thoroughly  familiar 'with  the  type  of  paper  set  in  the  particular 
examination  they  are  preparing  for,  will  be  careful  to  give  them 
practice  in  a  variety  of  types. 

The  evidence  given  before  the  Royal  Commission  on  the  Civil 
Service  (1912-13)  suggests  that  a  combined  effort  will  probably 
be  made  by  the  Treasury,  Civil  Service  Commission,  Board  of 
Education,  and  the  Teaching  Profession  to  make  it  practicable 
for  much  larger  numbers  of  boys  and  girls  to  obtain  Civil  Service 
appointments  direct  from  school  ;  and  it  is  hoped  that  this 
collection  of  Papers  may  assist  in  a  small  way  in  the  realization 
of  this  aim. 

A  tremtist  t»  mccompm.ny  th$  Paptrt  is  in  *riparati0n,  m  femiurt  of  which  is  iht 
larg^e  number  0/  vuorktd  txafnpUs  t0  ilfustrait  mith0d  mnd  styU,  to  vuhick 
incr easing  importance  is  rightly  being  attached. 

BY  THE  SAME  AUTHOR 

Arithmetic  Papers  for  Junior  Pupils 

Set  in  Junior  Civil  Service  Exams.,  With  or  Without  Answera 
Crown  8vo.        64  pp.        Price  9(1.  net 

Logarithms  for 

Business  Purposes,  with  Tables 

By  T.  J.  MILLAR,  J.P.,  M.A.,  LL.B. 

Chartered  Accountant ;  Lecturer  on  Costing  for  Engineers  and 

on  Practice  of  Commerce,  Heriot  Watt  College,  Edinburgh, 

Price  iB.  net. 

BY   THE  SAME  AUTHOR 

Arithmetic;  a  New  View 

For  the  Business  Man,  Teacher  and  Student 
Price  is.  net 

MACDONALD  &  EVANS.  29  Essex  Street,  Strand.  London,  W.C. 
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